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AUDIT COMMITTEE MEETING
INLAND EMPIRE UTILITIES AGENCY*
AGENCY HEADQUARTERS, CHINO, CA 91708

WEDNESDAY, JUNE 10, 2015
9:00 A.M.

CALL TO ORDER

PUBLIC COMMENT

Members of the public may address the Board on any item that is within the jurisdiction of the Board;
however, no action may be taken on any item not appearing on the agenda unless the action is otherwise
authorized by Subdivision (b) of Section 54954.2 of the Government Code. Those persons wishing to
address the Board on any matter, whether or not it appears on the agenda, are requested to complete
and submit to the Board Secretary a “Request to Speak” form, which are available on the table in the
Board Room. Comments will be limited to five minutes per speaker. Thank you.

ADDITIONS TO THE AGENDA

In accordance with Section 54954.2 of the Government Code (Brown Act), additions to the agenda
require two-thirds vote of the legislative body, or, if less than two-thirds of the members are present, a
unanimous vote of those members present, that there is a need to take immediate action and that the
need for action came to the attention of the local agency subsequent to the agenda being posted.

1. ACTION ITEMS

A MINUTES
The Committee will be asked to approve the Audit Committee meeting
minutes from March 11, 2015.

2, INFORMATION ITEMS

A.
FINANCIAL AUDIT (ORAL)

THE CITY OF CHINO HILLS & THE CITY OF ONTARIO (DRAFT)
{(WRITTEN)

C. FOLLOW UP ON OUTSTANDING RECOMMENDATIONS -
PRETREATMENT & SOURCE CONTROL (WRITTEN)

D.  REPORT ON QUTSTANDING RECOMMENDATIONS (WRITTEN}
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5.

6.

E. INTERNAL AUDIT DEPARTMENT QUARTERLY STATUS REPORT

FOR JUNE 2015 (WRITTEN)

GENERAL MANAGER’S COMMENTS
COMMITTEE MEMBER COMMENTS

COMMITTEE MEMBER REQUESTED FUTURE AGENDA ITEMS

ADJOURN

*A Municipal Water District

in compliance with the Americans with Disabilities Act, If you need special assistance to participate in
this meeting, please contact the Board Secretary (909-993-1736), 48 hours prior to the scheduled
meehng so that the Agency can make reasconable arrangements

Proofed by: 2!

DECLARATION OF POSTING

I, Stephanie Riley, Administrative Assistant of the Inland Empire Utilities Agency, A Municipal Water District, hereby certify that a
copy of this agenda has been posted by 5:30 p.m. in the foyer at the Agency's main office, 6075 Kimball Avenue, Building A, Chino,

CA on Thursday, June 4, 2015.

Ribess

Stephanie Riley )
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k Inland Empire Utilities Agency
A MUNICIPAL WATER DISTRICT

MINUTES
AUDIT COMMITTEE MEETING
INLAND EMPIRE UTILITIES AGENCY*
AGENCY HEADQUARTERS, CHINO, CA
WEDNESDAY, MARCH 11, 2015
9:00 A.M.

COMMITTEE MEMBERS PRESENT
Terry Catlin, Chair
Jasmin A. Hall

STAFF PRESENT
Christina Valencia, Chief Financial Officer/Assistant General Manager
Teresa Velarde, Manager of Internal Audit
Craig Proctor, Pretreatment and Source Control Supervisor
Sapna Nangia, Senior Internal Auditor
Stephanie Riley, Administrative Assistant
Peter Soelter, Senior Internal Auditor

OTHERS PRESENT
Travis Hickey, Audit Committee Advisor

The meeting was called to order at 9:05 a.m. There were no public comments received or
additions to the agenda.

ACTION ITEMS
The Committee:

¢ Approved the Audit Committee meeting minutes of December 10, 2014

INFORMATION ITEMS
The following information items were presented, received, or filed by the Committee:

¢ Regional Contract Review Update — Interim Report for Cucamonga Valley Water District
¢ Internal Audit Department Quarterly Status Report for March 2015

GENERAL MANAGER’S COMMENTS
None.

COMMITTEE MEMBER COMMENTS
None.

COMMITTEE MEMBER REQUESTED FUTURE AGENDA ITEMS
None.
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With no further business, the meeting adjourned at 9:58 a.m.
Respectfully submitted,

Stephanie Riley
Recording Secretary

*A Municipal Water District

APPROVED: JUNE 10, 2015
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Date: June 17, 2015
To: The Honorable Board of Directors
Through: Audit Committee (6/10/15)
From: Teresa V. Velarde
Manager of Internal Audit
Subject: Regional Contract Review - Interim Audit Report for City of Chino Hills

and Draft Interim Audit Report for City of Ontario

RECOMMENDATION

This is an information item for the Board of Directors to review.

BACKGROUND

At the request of the Board and Executive Management, Internal Audit (IA) has been performing
a review of the Agency’s Regional Sewage Service Contract (Regional Contract Review) as
implemented with the seven Regional Contracting Agencies. The objectives of the Regional
Contract Review include:

o Evaluation of how each of the seven agencies apply the Regional Contract provisions

® Determine whether the processes are in compliance with the Regional Contract
requirements

* Determine opportunities to improve processes and procedures

» Identify opportunities and make recommendations for consideration as part of the
Regional Contract renegotiation

Attachments

The interim report for the City of Chino Hills (Chino Hills) and the draft interim report for the
City of Ontario (Ontario) are attached. IA is submitting the report of the Ontario in draft form
for discussion purposes and to provide a status of the review. IA anticipates submitting a final
report by September 2015, to provide the Ontario every opportunity to provide additional
information to finalize the evaluation.

IA identified observations and recommendations to strengthen administrative, accounting,
recording, and reporting controls to ensure the intent of the Regional Contract is achieved. As
with the previous five Regional Contract reports, most of the IA recommendations could be
applied to all Contracting Agencies going-forward, as an amendment and/or as part of the
Regional Contract review and renegotiation process; in order to ensure all Regional Contracting
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Agencies apply and administer the Regional Contract in a uniform and consistent manner. A
summary of IA’s recommendations is provided separately in Exhibit A, Summaries of the most
significant observations are provided below. The attached reports provide additional details.

City of Chino Hills

No Connection Fees were collected for the Chino Hills High School addition of a
swimming pool, showers and locker room/restrooms. For comparison purposes, the City
of Upland collected $22,506 in Connection Fees for a new high school gymnasium and
the Cucamonga Valley Water District collected $42,792 in Connection Fees for a new
high school classroom wing/building, gymnasium expansion and athletic field complex.
Chino Hills® representatives indicated that they “do not issue permits for school facilities
nor do they collect IEUA fees.”

The monthly billing guidelines do not provide guidance for businesses included under a
master meter. Many businesses in Chino Hills are located in commercial centers served
by master meters, meaning the City will bill the owner or anchor tenant of a commercial
center based on one water meter that serves all tenants. It is Chino Hills’ practice to
invoice master metered customers at the highest billing rate/factor based on the types of
businesses in the commercial center. Over time businesses may change and changes may
not be made to the rate/factor and the rate/factor may no longer be relevant. Therefore,
the City may not be billing appropriately. Examples are included in the attached report.
Additionally, this methodology may not appear to be the most equitable for customers.

The monthly billing guidelines do not provide for minimum sewer service fees for
commercial customers. IA recommends incorporating the monthly billing guidelines into
the Regional Contract and including a provision that a minimum of one EDU be charged
to commercial customers per month. Commercial customers are billed for sewer services
based on water usage. It would seem appropriate that a commercial customer be billed a
minimum rate for 1 EDU (which is used for a residential customer) even if commercial
consumption is lower than one calculated EDU. The audit noted instances where
commercial customers are billed a lower amount than what a residential customer pays.
Examples are included in the attached report.

City of Ontario (Draft)

IA has submitted the Interim Audit Report for Ontario in draft form to provide a status of the
review to IEUA Executive Management and the Board and so as to provide Ontario every
opportunity to provide additional information to finalize the evaluation.

Ontario’s calculation worksheet does not match Exhibit J; therefore creating differences
in the Connection Fees that should be collected. For the items tested, Ontario under-
collected over $75,000 in Connection Fees. The review found that the Ontario’s
automated calculation worksheet, built into their permits system, utilized to calculate
Connection Fees does not always coincide with the descriptions and/or associated fixture
unit values as outlined in Table 1 of Exhibit J of the Regional Contract.

G:\Board-Rec'2015\15139 Board Letter-Chino Hills -Ontario.docx
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Connection Fees collected for customers serviced by the Cucamonga Valley Water
District (CVWD) service area should have been collected and reported by CVWD not the
City of Ontario. IA noted several instances where Connection Fees were collected for
commercial enterprises located in Ontario, but whose water and sewerage are in the
CVWD service area. These fees should have been collected by CVWD and included in
their CCRA account. In some cases the amounts collected by Ontario were refunded to
the developer in a subsequent BAR, but in others, the Connection Fees remained within
Ontario. For the items noted, CVWD showed fee collections by Tract number and parcel
number, whereas the Ontario used address and permit number. IA was therefore unable
to verify fee collections by CVWD in the Building Activity Reports.

Ontario asks permit applicants to self-assess their fixture units and determine the
Connection Fees they owe. (This process differs from what most Contracting Agencies
have implemented, where a calculation worksheet is completed by the Building
Department staff.) During the site inspection process Ontario confirms that the actual
structure agrees to the plans that were submitted. This procedure omits the step of
verifying that the Connection Fee calculation agrees to the building/plumbing plans,
giving oversight (and potential under-calculation and under-collection) of the Connection
Fee process to the customer. In addition, the Ontario is not fully utilizing the expertise of
its Building Department staff in collecting fees.

Ontario has not collected fees for public schools construction:

When Fees

Name of School School District Type of Construction completed Collected

Richard Haynes Ontario
Etementary Mentclair

Addition of a Multi-purpose room with
multiple restrooms and warming kitchen.
{CVWD collected $10,809 for a new
elementary school caféteria and Summer 2012 %0
Montclair collected $24,021 for a new
elementary school multipurpose room
with kitchen and restroom.)

Ray Wiltsey Middie Ontario multiple restrooms, outdoor areas.

13 classroom modular facility with

Montclair (CVWD collected $62,958 foranew 14 | Summer 2013 $0

room classroom building with restrooms.)

Ontario High Union High

New classroom building, restrooms,
football stadium and pool. (CVWD
collected $42,792 in Connection Fees for
School a new high school classroom
wing/building, gymnasium expansion and
athletic field complex.) l

Chaffey Joint .
In Process $0

Approximately a third of the monthly sewerage billing items tested noted erroneous rates,
were not found or were industrial entities with unusual rate structures as described in the
next paragraph. No sewerage billing was found for one item where Connection Fees had
been collected, but water service is provided by the Jurupa Community Services District
(JCSD).

G:\Board-Rec\2015\15139 Board Letter-Chino Hills -Ontario.docx
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A wide range of new manufacturing and industrial businesses have located in Ontario.
The Connection Fees and monthly sewerage charges for these enterprises varied widely.
Ontario has not yet responded to questions about the methodology used for monthly
billing purposes and is in the process of resolving Connection Fee differences with
Haliburton, IA is providing Ontario additional time to respond to IA’s inquiries. In
addition, there appears to be a need to improve guidelines for industrial enterprises to
ensure that Connection Fees and monthly sewerage charges are assessed correctly, are
fair and equitable, and are determined in accordance with the intent of the Regional
Contract.

IA would like to extend its appreciation to staff at Ontario and Chino Hills, as well as the IEUA
Planning and Environmental Resources Department for their cooperation and assistance during
this review.

To-date, IA has submitted as information items the following reports:

Interim Audit Report for the Cucamonga Valley Water District (March 2015)
Interim Audit Report for the City of Chino (December 2014)

Interim Audit Report for the City of Fontana (December 2014)

Interim Audit Report for the City of Montclair (September 2014)

Interim Audit Report for the City of Upland (September 2014)

“Survey of Comparative Information of the Seven Contracting Agencies” (September
2014)

“Regional Contract Review — Review of the Ten Year Forecast” (June 2014)
“Regional Contract Review — Survey of Comparable Agencies (June 2014)

PRIOR BOARD ACTION

On September 17, 2014, the Board approved the Fiscal Year 2014/15 Annual Audit Plan,

On December 18, 2013, the Board reconfirmed the approved Internal Audit Department Charter.

IMPACT ON BUDGET

None

G:\Board-Rec\2015\15139 Board Letter-Chino Hills -Ontario.docx



Hos'seL'is

opEuQ

CT

ZEL'e86'ts

S)|IH euIys

B

X

L01'S06°LS  Z02'0z9'zZ¢ | 9zZ'oest | 005'Z9g% | Zorsess |

amAD

"Hodey JPny wWysju| 1 Ul uasald suchipuod jo uojlezpobale] BjoN

Aousbiy Bupoenuos) s 18 sseaasd meinel 2y Bupnp paaasqo Jou 32ipRIdfeinpsedold = /N

loyejnwe uORdOPBIOREIAPISUCD YoM aq A8l 18U} UORERUAWILCOSY & W Bunses foueby Bugoenuog syl 1e pafolds sojoeid/@unpeodld = o
LORBPUSULALICDSY pUE UojjeAlasqQ ue ul Bupinsa) Asuaby Bugsenuoes ey) 18 palou UcRdeaXaIopUO) = o

B JoylayMm pue suiseq dolu pue syuig 's10)daoad *SUIBIUNGCY UEEM 'S9U0JBAE| Uoamiaq saoualap Buikjuern

ulesp qny B jo uodeapsseR uiksp Asusbiaws ue jo amjeu ay) Busgop apnpul sadwexy T pqirxy

%X X M x ul papiyoul sucgduosap 8yl Wi saunyxy Jo saoueualindde ‘saoueipdde jo sadA) snouen Sy o) LolfEULIOML
aandunssp pue uonesyUe [euonippe apwnosd pue dojassp pinoys sanuaby Bugoeguo? ay pue ya3)

S301AJ9S SAne)|Iqeyas apirold Jey) SOUIIIDE) PUR SBNILNWILLGS [BNUIPISAI JOM3L 18 SJaJU3Y AUUNUILIC)

sig)ays 1o sjeudsoy [ewue ‘(aoinies abeloaag pue pog) Byt 10} Sanias alqe) sepmald Jueinejsel ey

NG SouBLUS S Jeau JajsiBal B Je pase|d eie SIOPIO BIBYM} SJUBINE)SO) [ENSES-JSE) apnjow sadwexg

$88) V3| JO UoRIa}0D-Japun |eyualod Sy pue S3SSALISNG JO UDNEIWUSSEDSIW JO ¥SU SU) S0npal pinom

x x x % SIYL T IQIYXT Ul SISSBUISNG JO UOREIYISSER oY) 0} suondussap pue suoyusp [eucyippe BunuswnIop
JOpISUDY PINOYS YNl ARUSISISUOD PIYISSE]D I SOSSBUISHY [EIIWWo J0 sadA} jle aunsua 0} soueping

pue suciuyap ‘sbenfue| [euciyuppe apiacid o} Apenbal pajepdn oq pinoys r quuxg  oflews sessaulsng

Jo sadf) mau puB SAIOAR 0] aNUNUOD sesseuisng  uonevdde pue uoqejaidis)u Guikiea Joj woos s sI

siafy 1ok ‘sadA} ssauisnq AuBil Joy SUORIUYAP pajiejap sapIACK] mou pue pajepdn Ajuadsal sBMm [ HaIG

SUUN aInjxy 9sn-aWes pue adA-awes

JO WBuUgeas} oyl ul AJUDISISUCS SIEBI PINOM SIUL 919 juIs Buiysem Jo Joysemysip JUeINelsa e ‘uielp

x ey Bu 'S doys 1ayoing ‘melp gny 2ay € Se yons ‘gys oypads e o) anbiun are jEY) SauNjeay SSOU) puUB SHUIS pue
S]9(I0} WOONS3] SE YINS AN(IDE) [BI0Jawwios Aue o ped aIB Jey) Saurjea) UOWLIoD Usamjaq seysimBugsip

12U P pqux3 jo ped se soa) uoyogauucd BuiluLalep Jo §$a00Jd ol OM} € JBPISUDD pNoys Y3l

jsanbal uodn SUSWINDOP pUB P10l

x x X X 0} ssvaoe pue donesadoos jny ‘wpne o} WbU yn3| apnjou o) palepdn ag pinoys pesuo) [euciboy
93} LoIPAUUOD paplodal-lapun j0/pue pajsijol-Iapun sey Asuaby Gugoenuos)
x p'e x BfU B SaADaY V(3] Usum SBY YNI| §SINad81 3y} pUE Sa3) uDRoauU0s 10} SUSU UoneIyIBA pue uonsedsul

s.vn3 Buipiebau peRUo) jeuciBay ay) o) abenbue] pps pinoys salbusly Bunoenues ay) pue yn3| |

weibold [euoibay ay) o Aubaiu ay) sinsua pue pajdde s peguor) [eucifey ay)

10 JusiU 3 AuNsua 0} Japlo ul Aouedasosip pejaadsns B S| IOy} BJaYM BSOY) 10 SONIIDE) Wopues jpadsu
0} wesficid Buuojuows BuloB-uo ue Ysiqeisa puB ‘saIoB4 Jo uodadsu] g2 UORDAS WBJUOD [BUOIEY
Japun papinosd fjuoyne ay) asia1axa o) peaj ay) ayey pinoys sdnoib Jusuneanald pue Buluueld ynal
Paj0oj{0D pUE pasSOSSE Ale $2a] UGIIDaUUCD 198409 08 paldde uasy asey Jojoe) afiemas

pue adA) AioBaled atendoidde Ay pue equod ay) Jo uaselRidiaius ayl yum saalbe yrig] aunsus m deys
|eacidde pappe siyl welsks jeuoiBal ay) o} uooduuod e Buimoje pue Alus jejuapisalucy g 6} huuad
X X % % e Bunss Aouefy Buipenuon ayl o) Joud |eacudde pue go-ubiis jeuy aplold aaneasaudas ynI| ue
18y} Wawannbal & Buiysigelss “ssasosd yayo ueyd pue Bunpuiad ay) jo ped se ‘Jo ssaooid Bupuued
ID)EMIJSEM pUE 924 UONSBuUDD syl Buizieques Jepisueo pjnoys seiousby Supdenguod ayl pug yndl
Yi0T/EL0Z "SF34 pue SNOLLYONIWINODIFY S35 NOILIINNOD

SONeISIU BiRULO} PUE SIOLS LORBIYSSED SE ||9M S8 YNJ] A pepiaaid Seines

auy 4oy pred jou S8 PUE yN3t O} Peucdal jou aue Bl sesseuisng PSYRUdR! | sapudby Bunoenuon

X x x X gum digsuonejas Buspom ysiqeISe/euILL)ap PUE SMaINeY eluo:) [euoiBay ay) Gulnp pausacosip $as;
80luas papodaun puR S99 UDIIPIULOD JO SUNOWE PSJIDHf0D JOPUN/IBAD JO STIUBIND PaYUBP] SAMOSaY

Aep Jad suojed g2z JualIino W0y BINULI) N 3SIABI PUB MBIADY

B/u x eju Bfu

x x x x
> 27 x % PERILOD SA @3UBUPI0 £q Bunueaoh Jo suogesdun [epueuy pue feagod 1eba) Japisuod
SNOLLYGNIWNOIFY TTVHIAO
oulys BuEIO | Jigpjuow | pueldn sioepUawiwossy

sepueby Gupaenuos ayl pue Juawabeuen 3| 10} SUCHEPUILILOIAY HPNY [EWJU] - ¥ HQIYX3



B/U

ouRuIQ

BjU

{r 1quyxg
SMOJ|O) mou
|ausiomn
uonena|ed)

A%

S{lIH ouIYD

‘Hoday yphy WiLajuj ey} uj juesaud suopipuca Jo uonezuobiaje?) :ajoN
Aoualy Buioequon sy I8 s3eo0sd ma{aR AL} Bulhp palasqo JoU 330981 4/eNpentld = /N

UOMEINWA/UC)dOPEUCREIIPIEUOD oM ag AW JEY) Lolepuallwieday B Ul Bugmsal fouaby Gunoeiucl sy Je pafojdive eanoeid/emnpanid = A

(N Wma e {an Wm:v - -
Bfu X x Efu X
X x x x X
dvd
ol yum
papiacud
X P9 sjenysyom x X
uolealE)
\
Guagg | (ryawa g
smollo} m.esuu““_.ﬁ mao_ﬁm
jeouEyIom 190Us}I0M
uonEnojen) | UOREINED) | yongpnojeg) =5 =

e A% »

aMAD ouly | Euejio) | Jepjuon [ puerdn

UOEPUSLILIODEY PUB UopeAesqQ ue ul Bugnsas Asuaby Bugaknuos ey} 18 pejou UofdedxauoRIpuay) =

yoday Apanoy Buiping ay) Buuedeud

10 Led se sead Uonoauuwy) Joj ssascid malaed [Buwalw Ue Bundope Japisuco pjnoys sapuaby Buoeguon
[ JIqyX3 W paysige}se sauobajed ol fre) jou s3op 1o anbiun st odA} ascym sassauIsng

[EIIBWWoY jo uswieas; ay) uo aouepinb s.yn=| Buitiejgo Suipnpw ‘ueibss oy} ssouse ssao04d Junod
NPy YN | @yl i Aoualsisucs dojanap 0) saluaby Gugoenuen Jo sjuawleda] Buippng ay je Buiuen
BuioBuo pus JenBas Buiplaosd pue sanbiuyaay JUne MYy Ul asipadxs Budojoasp JapISUND pihoys YN
siseq Ajawi} B Uo passalppe

ale sonssi Jeyy pue pPeEQUOD |euoifey ey jo uocineoidde wejsisuos ansue o} welbold [euoifay
ey} pue sawuaby Bunoeguoy e Jyauaq pinom Joenuos) JeuciBay aup jo uoneddde ay) Ineqe anbojelp
BuieB-uo pue juenbely seusby Buneluon 1ay)o o) Aldde pinos Jeyy suonenys Jo suohsanb Jajuncous
Aew Kouaby Bunoenuon v [le Buowe uoneloqejjoo pue uolesedood JBJS0) PUE 'SUOHEN)IS [ENPIAPL
pue swaj sjqeuogsanb soyo ‘suoyuyep ‘Aidde o) sadf} AioBejes Jnoge suoysenb ssnosip 0] wnloj
B spinald pjnom sdoysyom ayy  wesBold pue Joeijuo) [eucibey auy) o uoneadde ay; Jnoqe suoysanb
¥SE pUE SSNISIP URD jjom Se S1ayjo Jojpue Buipg Amnn pue yoauyDd ueld Buippng se yons sjudwuedep
ui geys saueby Bunoequon eisym snuaAe Ue Se SIIANDE JEjIwIS pue sinv) jueld ‘sBunesw ‘sdoysyiom
Jenfas asow Jo Apepenk Buipjoy ul pes) ay) Bune) Jepisuoo pinoys vn3l ‘uoibes ay noybnoayy
Ajwioyun pue Acualsisucd Jojeasll dojenasp o) Japio up  Buipg AN pue ¥oayo ueld ‘Buiping se yons
sjuawpedsp w yejs saushy Bugoenuos 1sBucwie sjsxa [ uquuxg pue pequo) [euoifey ayl ‘wndl jo
Buipuessapun pue Ajjiqeuea Jealb |BY) pejou | @8RIWwWoagns [ haiyxg 9y} pue podsy Alanoy Buiping
[39xa pajepdn ay se yans sbuiyy Jop papasu se Buluey pue suieaw doy-pe apinesd o} unbaq Apealje
SBY yiFl ‘sespiwwos Ao [suciiay pue [ealuyoa) jeuocifay auj jo sBunsaw Jenbal ayy 0] ucippe Ul
U0 Toje Sself Buikmuspt UBY] Jaifel

palodal ale SUONIBLLIOD TR SL) AY) Je pajou e sapuedalasip Jo suogsenb Aue Ji Aousby Bundenuon
8y} PRJUCD O} UOREULOJUI AIESS308U By} @ARY PINoM YBIs VN3l  PeZIn SjUnod aunpXy pue sadA)
Kiofisjes auy jo uoneadde ay) loj poddns pajuawnosop pue AN[IGSIA Jajeasb yeis ynI| apiaoid pinom
Siy] Pealjoo $88) UOIOSUUDD BUF pue paliodal SUORISUUOD au) Joj Loddns Jeucipppe apirold pinom
sjoaysiIom uonemien ‘suodey Apansy Buiping AjLJUOW JI2y} UO pepnioul SSIHUD [BUSPISIIUOU ||& 1o}

5]93YS)I0M UOIEINJ|ED Uoo8LU0Y By} JO soidoo apiaoid selnuaby Bugoenuod jeys annbas pnoys LIEN

WB)SISU02 JoU Bl s)aaysHIom Uole|ndfes salpusby buiipenuol) ayl ssneaaq
sjunos 2y Jo uoeoldde BuiAtea pajou v CAjuuopun pue Aou9)sisuocd Jo ¥oe| e Gunesr ‘s|0o)
umo J1ay) dojeaep o) pasu yoee Jou pinom sepusby Bunoenuo eyl 0s saa) uopauuod ay) Bunndwoo
ul eoug)sISse apiroid pINOM JeBysSHIOM UOHEINIES pezIplepuEls v {ysem JEd e YIm Jewiuiwuoners
seb v ‘gdilexs Joj) uoneso] awes ay) Je ssauisng Jo 3dA} SUO UBY} QJOW Si aJay) uaym sauobaled
[BRIOWWeD JUaselip Je pojejndjed 8q o) ssalisng ' Jo sjusuodwos ajdpinw ioyp moje 0] yBnouo
a|qixay aq pinoys jaaysyom ay] 55300id Junod @inpq) 8y} 0} AJuLioyun pue UONEIYUE}D |eucippe
apiacud pue r uqiuxg Wl sadA) pun NPy Y JOUIW PINOYS JeaySyIom UONEINDED PIZIplepuels Y
I NqIYxg 19e1jUs) [eusiBay aU) Yim JUA)SIsU0a SABMIE JOU SI1 1 pue Jaaysyiom uopenaies anbiun umo sy
sey Aosusby BunoeRuUOT Yyoea "Afuouns SUONE[NDJED 83) UcHdauued ay) w saiouafy funoenuoy isisse
0] Jaaysylom uonenojes pazipiepue)s B Guidojeaap Japisucd pjnoys sapuaby Guinoesuon ayl pue y3|

‘uoiejadia)ul Ll SIDUIRKIP PS{BIARS MalAa) By |
SUIBIUNGY OM] J0 SUO JO SISISU0D ssaaoe paddeaipuel Joj wiseq eiedas e sapnjaul eyl wiejunoy Sunjuup

sUCcjepusiunuOIay

se1sueby Bunorijuas ey) pue Juswabeuel yYnT| 10) SUOREPUSILICISY JPNY [EWSY] - ¥ HAIYXT

Zl

L

413



e

B/U

X

Lee'tes'ss

opEjIQ

»

x

stgzea'ss PYZ'e8Z'0L8

SiH oulyd

esu

BU

e/

amAad

gJu

e/

e

X v
gju Bju
X x
e B
X X
e x
x X
X X
{ounpanns el
paseq nas)
» x
(4
P HAS o
SN [jou X}
PRidory =M
Vs

0£6'ZecYS | Loo'9sl'ss | ZLL'LSE'LS

oujys elRjuod | nepiop
sejpoueliy Buloenuog ayy pue Jusweabeuel yn3| 10} SUCPEPUSLIWIODZY NPNY [BUISIU] - V7 HqIYX]

‘Hodey PNy Wueju| ey uj jJuaseld SUCHIPUOS Jo LogeZUODeIE?) Bj0N
Asusly Bujolpuo?) S|U JB ssed0.d mejae) ay) BULNP PeAIBSAO 10U S[IDBIL/AINPAg0d = WIN

uopenweuopdopeLORRISP|SUCD (RJOM 34 ABLL JBU) LUOEPUBILWOISY B Uj Bupnses Aousby Bunoenuos ay; je poAojdwe eajoaud/einpeaald = ys

%

eju

B/

(707

£9B'PEZ'YS
pueidn

UCHEPLBLIICISY PUB LOBAISSA( UB W) Gujynses Aousby Bugoenuos eyj je pajou ucpdacxa/uojpucy =
ssa] Aed pjnoys sseulsng ou 12y} S[EUOIE] &Y} Jepun JUnowe Jey} jsee| je N3 euo jo wnwiuik e ableyasip
JC 9LINSUCD 10U Op JBY] SISSBUISNY [Bruswwod Buiig Jepisuos pineys sepusby Supenuog eyl pue ynI|

ABojopoaw Jaio 1o sjqedidde jseybiy papusiq Jayiie JMew Jasew Ag padiaes sedA) sseursng aidninw
L supnBDo| so) 2duepind Bunpq [euoippe oy pasu auyl 19pisuod pinoys saouaby Buioeiuos sy pue yna|
sjuBINE}Ses 8dlAIes-[in) O) pebieys sejel Jeybiy oy) 18 ses) Jemas A|yucw Aed

1nq 'sag4 UOIJDaLUDY JaMO| JNJUl SJUBINE}SA. pooj-jse) ‘asojasay] (Bunpq abeiemas Apguow .oy | AloBejen
24 LoIYm) S9SN SIS PUe [IBja) ‘soiyo yim padnoil aue sjuBInElsal poojJse) 5394 uoidauucy Jjo sasodind
1o} '1IBASMOH  ©je) ewes ay) Je Aed pue sescdind Buljiq a6eiemas Ajyjuow Joy @ AioBales ul papnjoul Yog aJe
SjuBINE}Sed BIIAIBS-{|N} PUE SjUBINE|SS) Poo)-ise) ‘eldwexe JoJ OM] 81U} USAMB] UOLEIELOY B 8jBaia ) pasu

| B BUILLEEP PUB S804 UOKIBULOY PUB $29) Jemes ALow usemieq dIUSUORE(S) BU) JSPISLICO puE ajenjeag

sassawisng Buikem pug seds joo) ‘sucies ‘suioped sbessew “seds se

Yons Sassausng palejad Bds pue soiu pue sigldsoy Jod pue sueleuLS)aa suchedo) andsal j1ad ‘sdoys jad se
y2ns sasseuisng pajefad 1ad apnfou sojdwexy  ApUSISISUCI PRINSSEID BJ8 SOSSIUISNY (BISIUWGD Jo sadA) ||8
sunsug 0} esueping pue sucqiuyep ‘aenfiue] leuonippe spinosd o} Auenkisi pajepdn oq pIRoYS WINPUBIOWS3W
1661 8yl obiews Sessauisng jo sedf] meu pue BA[OAS O] PONUIUOD S8AEY SSESIUISNG WNPUBIoWIBW
1661 8yl Jo uondope ayl souig  suoRdussep pue suchiuygep pajielap auow apiaosd pue sadA] ssauisng
M3l JBpISUDY O] WNPUBICWAL fg5| A Bujepdn Japisuos pinoys saouafiy fumdeyuod ayl pue yndi
1sanbal uedn SJUSWNJOP PUB SPI0IaL

0} §S8908 pue uonesadood )y upne o} WL yNJ| apnjou o) pajepdn aq pNoYs Joenuos) |eudibay
$38} Yons pauodanepun Jofpue pejosjod

-1gpun sey Asuafy Bunoesuon e seadileq YN usym sey yn3di @sinodss ay) pue sad) absiemas Ajyjuow
0] se s)Bu uoneayusa pue ucnadsu syn3| Swpiebel peluC) (euciiey ey 0} eBanbive| ppe pINoYSs vl
JBUUEL A[9LUI} PUBE JUBIOLYS BIOUI B Ul $88) J8MeS AJLjuow eABosel pjnom vy 3| 'seeoold

ay) BuusauwBusal Ag sAep g o) dn Joj Jewded Buikelep Aqelsy uewded aiojeq Y| WOy B2I0AW UE
10) Jem uey} pue uoieulolLl T apwnold seicueby Buloenuo] Agassym yorosdde Juaund By yym $15B4UDD
Siy] ouwi jo pouad s|qeuosesal & UIyIm ASSNp YT O SpuUn} Syl W pue ucHeuUiul (1T 9Y) apiaoid
pInod Asualy Buysesuos yoea ‘'saolosul uo Buifa) vey) Jeyes Juswded Apjuow oy joelU0D B Bulysiqe;se Ag
$93) James Alyjuow Joy Asualy Bugoenuo) Yoes Bukioaul Joj pash ssacoud Juelno ay) ejenjas pinoys yN3|
siseq Jenbes g Uo pejtouodal pue selfewoLE 1) payDieasal pue

pemalae) eq pinod Jewy) ucgewlojl apiaoid pinom siy]  sabueys abeuamas Ayjuow (enuspisal-uou jo sBuijsy
paziuap pue pajewoine Bupinaid pue Buiziplepue)s sapisuos poys saloualy Busequog ay pue wn
$3a01as Buipiacad JO 1509 BY) SUBACDS] Jey) 8INjons e)el sjqenbs pue s|qeugisns B BUIYSIGRISD Ul

Isisse pihos ApmS @e pue sjey e §5200id s} Jo Yed sy paidope Ajeulo) pue siojoal(] JO pieod W] o4l
0} pajuesasd aq pnoys ABojopoyiew Builiq eyl Binioruls ejed paseq Q3 UBL Joyel ujewunjoa e sjebnsasu
0} seluadoid jenuspisal Ag aBesn uoseas JojUIap Buuiwexs a9 pjnom ABojopoyew Buig oy Jo Hed se
Japisucd o} yseoudde Jayjouy  papinoud ssowues au yum paubije ag pinoys ABojopouiew Buyig oyl Sjoum e
se uoifal ay) 0} papiacid ssa1nes Jo sadh) syl pue pabiieydsip abelamas Jo Junowe pue adA} ayj uo jpedwi ue
aAey AW ydIym ‘obeSn Jejem Ul PEABIYOR UGBQ SABY SOIDUSIING WNpUeIOWaW /66| B Ul ABojopolsw Builig
Bunsixa ay} jo uoydope ay) 20ulg  paseymnd SN Jo uodunsuod Jaem AQ JaUNS ‘SSABLIDYE JOpISUCD pus
s99) sbesamas Alyjuow Bulig 40} pasn ABojopoylaw 2y SjenjeAs proys sabuaby Guipeiuoes a2y} pue vl
S3NUB JAYl0 pue [ELISHpW ‘[BOISWWOD UCHISUET} O} JOUISUM pUe yoium bl sAem g) aaif 51 uoljerepisucs [jun
Ajleniul pauejsuel) aq pinod seidedold [euepisay see) asey) Bugoe|od pue Buipg ui sepusby Buienuon
Ag pasn sonuNOsal 2ANBRASILILDE SU] S0NPa) PuB $S2200d JUSIDYIR AIDW ¥ L Ynsad pjceo (o xg) Apadaid
5y} Ybnolyy so9) ebesemes JO uoNds|jo]) |l X Apedoid 2 AlunoD ayr ybnouy) uoiBal aumus ay) Jay Ajjosap
sea) abeiames Aliuow jo uonaafion ayl Buiysiiqelsa Japisuce pinoys sepuaby Bugsenuod auy pue yna|
PLOZ/ELOT ST PUR SNOLLYGNINNOITY ONITHE FOVHIMIS ATHINONW

suojjeplsniuosay

ok



ouguQ

SliH oulys

(Ao
fauofie smem
Ao @ jong}
Bju

AMAD

Hodey ypny Wusjuj ayy u| jussasd SUORIPUOD J0 LanEZUOBNEY (SjoN
fousBy BugoeRuOD S} 18 $5200id MaiAad 2l Bulnp PaALasqo JoU BX0RIJeINPEd0IL = W/N

uoje[NW/UoRdOPE/UORRIZPISUCD YHOM 3g AL Ju) uoRepuswWILIedey & Ul Buginsel Aauey BujpeRual eyl 18 pafojdius saoEId/aunpasnl, = A

{ysecsdde
Ejsunedep
x BfU x -850U0 5850}
P4
x x X X
X x X P.3
x B x vju
r. X x X
x B/ x Bu
shupiing
ofdnni fevapiog  {ASHArI)
— snduey Josimy Buipping
ouyD oflmys o) 10055812
-affapon  jou avioys SH sjduies
Aayeyn SHOIISUOD HeIRUON Hpne
{asnna)  epewi Ar) {aswo) Jod ‘pojour
Bupyng aydwes Bupyng ouaN
woIssSea upne WOoISSELD
wiejq dod ‘pagou treig
L] aoN sualoly
pemoy)

oujys eurjuod | uejnuow | pueldn

LONEPUSLLIWOSSY PUB UORBAI9SGQ UE U| Bupinsal AsueBy Buloeiuo? 34 Je pajou Uelidaaxauionipued = x

[ BGIUXT Y SOUBPRIODDE W N3] 40) Bsoy) Bulpnpul

'S38) UORIBULIGS Lo JUSLISSSSE 3y} Ul Buiynsal panjoals aq o} sealeesaldal uawpedsp Buippng pue
SIOAA TN J9BBLY I SIy3  UOONYSUCD S MBU JNoGE MouY 0} JSii) Bl U0 Sie SaAlejussIIdD
wawpedap any 'ssaifia pue $S300E SINSUS 0} LUOIDNISUCD M3U 1oy pannbal 51 Alayes any 4oy Huuued
20UIS  SUDUGIEdap B4 pue ljod pue ‘SIoAR djang ‘Buippng ‘Buliueld Il w0l SaAneuasaldas
sapnpul drodB oyj uowdoleasp meu mawnar o) ApeinBal seow eyl sjuswpedsp Al e woy
dnoif anisnpul ue peuuoy sey puedn o AD 3y mojjop o) saueby Hugor)uoD 40 [BPOW [BUDIBaI
2 se s$e204d mamal uawdojaasp syl o] Yoeawdde Euswpedap-ssos spueidn Jo AU 24) JapISUOD
pasn Apiqnd pue psumo ARIgnd Usom)sd SSoUIIYIP aY) SSaIPPE pue puedxa 0} SaNIJID.) SAISS

ognd BurzuoBejed Joj uonewloul enduosep pue uoNEdHUED JopiIsSuod o) sosuepinb pue suouap
‘afenbue| [euonyppe apinoad o) ApenBes pejepdn ag pinoys  yqyxg uopesdde pue uonejasdiaL
Builiea 1o} WO |IAs SI 2Jau) J8A ‘sucipuyap pajejap sepinoid mou pue pejepdn Apusoal sem [ NIGIYXT
}sanbal uodn SJUBUTIIDN puB spIosal

0] ssaooe pue uoheiodoos i) ‘upne o} 6L w3l apnpw o} pajepdn aq pinoys I9BNUOY Jeuoiday
£99) Uyons papodal-1apun 10/pue paodjjed-Japun sey Aualy bunoequos) e saaslsq yN3|

uayMm sey y[iJ| 9SINCoal 94} puB $239) Jomas AUUoW PUB UCIIIBULCD O} SB SeljijiDed S1AIRS JIqnd Jo)
s)ybu uonesyuaa pue uofoadsul s,yn3| Buipietal Jpeguon |euoibBay ay) o) abenbue| ppe pinoys yN3|
S3II0E § SDIAIDG N Jo) ssaooud

Buijpuuad J3]ema)SEM FUE JUNOIDE YYD UOIOBUUDD "UOHE[MIED 294 UONJBUUOD 3yl Burenuas
jo spedwi jenueuy pue jeagjod 'lebal ayy Japisuod pinoys sepueby Gupenuol ay pue yndl
sabieyn efieiemag AJYUo pie s8a4 UOED3UUDYD

yieq woy siuswwanol At pue sjoouss ¥ — 3 ognd se yons sapuabe [ejuswwanob [go0] apnjoxe
{spuysiq uonepues Aunon sajebuy soq «y) ‘sjdwexa 10y} sawuaby alwos Jeyl punoy v ‘sweiboid
puE S|OBJUOD leuns ypm welbold pue PejUon edaag abemeg |euciBey 8yl Jo uosuedwor,
Hodai Jiphe ay Japun pajuawnoop sy sableyn afeiamag Ajyjuopw pue sae4 uopsuuey Joj abreyo
U} Woy sanioey SNARS KN JO UDISNXS ay) Japisuoy pinoys sswpuafly Bugoenuon ay) pue ynd|

POJ294103 Soa] UOLABULIOD ON HUM SRS BHAIBS QN el jo sojduexy

SNOLLVONIWINGDIY SILLITDYA FJIANTS OIT8d
souepisal Apwey a|BUis & o} pabileld Junclle sy} ey

SuONEpPLAWIIO0daY

sajouaby Bupoenuos ayy pue Juswabeuew yn3] 10} SUCEPUBWWINISY JIPNY [RUIalY] - ¥ UQIYXT

T



-

‘ 6075 Kimbail Ave, « Chino, CA 91708
P.O. Box 9020 « Chino, Hills, CA 91709

=3 B oo, e TEL (909} 893-1600 « FAX (909) 597-8875
_ Inland Empire Utilities Agency www.jeua.org
) . A MUNICIPAL WATER DISTRICT
DATE: May 28, 2015
TO: Joe Grindstaff

General Manager

FROM: Teresa V. Velarde
Manager of Internal Audit

SUBJECT: REGIONAL CONTRACT REVIEW
Interim Audit Report
City of Chino Hills

Audit Authority

The Inland Empire Utilities Agency (IEUA or Agency) Internal Audit Department (IA)
performed a review of the Agency’s Regional Sewage Service Contract (Regional
Contract) as implemented with the Regional Contracting Agencies (RCA or Contracting
Agency). The review was performed under the authority given by the IEUA Board of
Directors as documented in the Internal Audit Department Charter and according to the
Fiscal Year 2013/14 Annual Audit Plan.

Audit Objective and Scope
The objectives of the Regional Contract Review are to evaluate how each of the seven

Contracting Agencies apply the Regional Contract provisions, determine whether
processes are in compliance with Regional Contract requirements, determine
opportunities to improve processes and procedures and make recommendations to
consider as part of the Regional Contract renegotiation or amendment. The review
covered the period from July 1, 2012 through December 31, 2013 and where possible
considered events subsequent to that period.

The review included procedures to evaluate compliance with the Regional Contract,
Exhibit J Initial Connection Fees provisions as well as the recurring Sewer Service Fees
biling for the various types of land uses (commercial, industrial, residential, public
service and extra-territorial). 1A performed a variety of review procedures at each
Contracting Agency to evaluate:

Initial Connection Fees

Public Service Facilities Connection Fees
Monthly Volumetric Sewerage Charges
Extra-Territorial Fees

Reconciliations of fees collected and paid to IEUA
Overall Recordkeeping

Water Smart — Thinking in Terms of Tomerrow

Terry Catlin Michael E. Camacho Steven J. Elie Jasmin A. Hall Gene Koopman P.Joseph Grindstaff
President Vice President Secretary/Treasurer Director Director General Manager
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This report describes the results of the review performed at the City of Chino Hills.

City of Chino Hills — Background
The City of Chino Hills (Contracting Agency, Chino Hills or City) was incorporated in

December 1891 and utilizes a Council-Manager form of government. The City has a
poputation of 76,131 and encompasses 46 square miles, which is 19% of the 242-
square-miles covered by IEUA’s service area’. Of this, a little over 22 square miles is
made up of Chino Hills State Park and Carbon Canyon Regional Park, leaving a net of
approximately 24 square miles (or about 10% of the service area) that connects to the
Regional Sewerage System.

The City provides water, trash and local sewer services to residential, commercial and
other properties within its boundaries.

City of Chino Hills — Financial Information
As part of the Regional Contract, Chino Hills is required to report /nitial Connection Fees
and Sewer Service Fees on a monthly basis.

Initial Connection Fees (Connection Fees) are one-time fees levied on new
development connecting to the Regional Sewerage System, as well as existing users
who expand their number of fixture units. These fees are reported in the monthly
Building Activity Reports (BAR) to the IEUA Planning and Environmental Resources
Department and are recorded in the Agency’s financial system.

The amount of Connection Fees collected varies from year to year depending on the
construction activity occurring within the Contracting Agency's boundaries. The number
of Equivalent Dwelling Units (EDU’s) purchased and fees collected by the City during
the last two fiscal years are:

City of Chino Hills
Connection Fees

Fiscal Year EDU’s Fees collected
201213 42.30 $ 207,452
2013/14 396.47 $ 1,985,132

EDU’s and fees collected reflect the amounts reported in the BAR. Fees collected vary
from year to year depending on the amount of new development. The fees for FY
2013/14 were substantially higher than the prior year due to the Capriana/Villagio
apartment complex on Butterfield Ranch Road, a 286 unit apartment community.

' Chine Hills statistics from City of Chino Hills website and Comprehensive Annual Financial Report (CAFR) for the year ended June
30, 2014
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CCRA Account: Connection Fees are collected by the City and held in a Capital
Connection Reimbursement Account (CCRA) until called by [EUA. The CCRA balance
as reported by the City of Chino Hills at June 30, 2013 and 2014 was $933,078 and
$2,918,210, respectively.

Sewer Service Fees (Volumetric Sewerage Fees): Sewer Service Fees are recurring
fees assessed and collected from users that discharge into the Agency's Regional
Sewerage System. According to the Regional Contract, Contracting Agencies must pay
IEUA for sewer services each month. The City of Chino Hills reports the number of
EDU’s to IEUA on a monthly basis. The EDU’s reported are comprised of the following:
one EDU for residential, 0.7 EDU for multi-family residential, fixed EDU’s for schools
(based on student enroliment) and variable EDU’s for commercial entities (based on
water consumption).

The table below outlines the total number of EDU’s reported and Volumetric Sewerage
Fees paid to IEUA by the City of Chino Hills for the last two fiscal years. This
information is reported in the Agency’'s CAFR.

City of Chino Hills: Sewer Service Fees

Fiscal Year | EDU's" Fees
201213 288,891 $ 3,579,355

2013M4 290,726 $ 3,892,815
(1) = Calculated as Fees divided by Board approved rate.

The City of Chino Hills Finance Department provided the following break-down of their
monthly sewerage revenues for the 2013/2014 fiscal year:

! Description Revenues Percentage
Residential $ 3,563,293 90.59 %
Commercial $ 369,954 9.41 %
TOTAL $ 3,933,247 100.00 %

Initial Connection Fees

Contracting Agencies are required to assess, collect, and report Connection Fees for
any new development that connects to the Regional Sewerage System, or users who
expand their fixture unit count. The fees must be assessed and collected by the
Contracting Agency in accordance with the provisions of Exhibit J of the Regional
Contract.

IA selected various businesses to test whether Connection Fees were accurately
calculated, collected and reported in accordance with the Regional Contract. |A
judgmentally selected 62 different businesses from the following sources to verify the
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Contracting Agency applied and collected the correct EDU rate according to the Board-
approved rates and to determine the accuracy of the categorization type used per
Exhibit J of the Regional Sewage Service Contract:

New business license report provided by City staff

|A conducted physical observations of the City's commercial districts

Building Activity Reports submitted to IEUA

input received from IEUA’s Planning & Environmental Compliance Department

The review period extended from July 1, 2012 through December 31, 2013 (and in
some cases earlier or later when deemed necessary). For the earlier sample items
(prior to the June 19, 2013 revision of Exhibit J), Contracting Agencies’ guidance for
fixture unit counts was limited to the California Plumbing Code. The revision to Exhibit J
added additional descriptive examples of Category types and “Table 1 — Fixture Unit
(FU} Values” which provided specific unit amounts for assessing Fixture Unit Values.

The calculation worksheet Chino Hills utilized prior to the revision of Exhibit J had fewer
categories than the California Plumbing Code or the revised Exhibit J, but charged at
least as many fixture units than what was subsequently adopted by the revision of
Exhibit J. After the revision of Exhibit J, Chino Hills revised their own calculation
worksheet to ensure that it matches Table 1 of Exhibit J of the Regional Contract. Chino
Hills’ staff indicated that their revision was in use within a month after the revised Exhibit
J took effect.

IA recommends that calculation worksheets be standardized for all Contracting
Agencies to create uniformity in the fixture unit count and Connection Fee calculations.

The review noted the following:

1. Pet N Vets Animal Hospital: Since the descriptive information provided in Exhibit
J appear to overlap, these descriptions could have been interpreted differently
and the business could have been classified as Commercial Category Ill, a
convalescent home or hospital which would have resulted in higher Connection
Fees. According to City of Chino Hills staff, Pets N Vets is more of a Veterinary
Doctor’s office and is classified in the same way that doctors’ and dentists’ offices
are classified under Category Type | which includes “retail’ and “office”
descriptions.

Different interpretations for: Pets N Vets Animal Hospital

Description Exhibit J Exhibit J Description Fees

Factor

Chino Hills Retall, office, motel/hotel and

; Sewage
|
determination Category Type | similar businesses | 0.0444 $2,530.32

Other possible o
interpretation Category Type Il | Convalescent home or hospital ; 0.1780 | $10,180.18
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It is IA’s observation that although Exhibit J was recently updated and now provides
detailed definitions for many business types, there still appears to be some room for
varying interpretation and application. Businesses continue fo evolve and new types of
businesses emerge and the Regional Coniract should continually be updated to provide
additional language, definitions and guidance to ensure all types of commercial
businesses are classified consistently.

Additionally, IEUA should consider developing expertise in fixture count techniques and
providing regular and ongoing training at the building departments of the Contracting
Agencies to develop consistency in the IEUA fixture count process across the region,
particularly so that Contracting Agencies can obtain IEUA’s guidance on the treatment
of commercial enterprises whose business type is unique and does nof fall into the
categories established in Exhibit J.

Plumbing Plans — Fixture Unit Recount

IA reviewed the plumbing plans for five (5) of the originally selected 62 items to verify
the accuracy of the fixture count and the application of the required fees. The recount
was performed by the City of Chino Hills' Community Development staff and
witnessed/verified by IA. The results of the recount were agreed upon by both parties,

The recount noted differences in fixture unit values prior to the revision of Exhibit J. In
addition, due to the lack of specificity in some building plans, the fixture count can be
inherently subjective. It appears City of Chino Hilis staff was conservative in their
interpretation of the plumbing code, and Exhibit J (after the 2013 revision). IA only
noted small immaterial differences resulting from the fixture recount.

Chino Hills staff noted that regular meetings such as were heid by the BAR
subcommittee in preparing the revision of Exhibit J are helpful. Having the ability to
compare experiences with other Contracting Agencies’ staff involved in the plan check
and permit process helps create greater consistency throughout the region, particularly
as businesses continue to evolve and change.

In order to develop greater consistency and uniformity throughout the region, IEUA
should consider faking the lead in holding quarterly or more regular workshops,
meetings, plant tours and similar activities as an avenue where Contracting Agencies’
staff in departments such as Building, Plan Check and Ultility Billing and/or others as
well can discuss and ask questions about the application of the Regional Coniract and
Program. The workshops would provide a forum to discuss questions about category
types to apply, definitions, other questionable items and individual situations, and foster
cooperation and collaboration among all.

Public Service Facilities
Exhibit J includes for purposes of fee calculation: “All structures designed for the
purpose of providing permanent housing for enterprises engaged in exchange of good
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and services. This shall include, but not be limited to, all private business and service
establishments, schools, churches, and public facilities.”

The Division of the State Architect's Office (DSA) of the State of California provides
design and construction oversight for public schools (Kindergarten through 12th grade
and community college), and various other state-owned and leased facilities. Likewise,
the Office of Statewide Health Planning and Development (OSHPD) regulates hospital
construction. Entities that fall under the DSA or OSHPD have a permit and plan check
process that is separate and includes limited or no coordination with the local
jurisdiction. The DSA and OSHPD do not coliect Connection Fees on IEUA’s behalf as
part of their oversight process, even though the construction projects reviewed could be
new construction or expansions that result in additional discharge into the regional
infrastructure. It is the responsibility of each individual Contracting Agency to ensure
collection of the Connection Fees from entities that fall under the DSA or OSHPD and
reside within their service area.

Several approaches were used to determine Public Service Facilities in the City of
Chino Hills. IA used personal knowledge of the community and a physical observation.
In addition, |A reviewed the OSHPD website for information about hospital and similar
construction in the City. A also reviewed Bond Measure updates on the website for the
Chino Valley Unified School District to look for construction activity. This resulted in the
selection of the following for testing:

Site New Additions or Month/Year Amount
Renovations Fees Collected | Collected
BAPS Shri Swaminarayan Mandir; Hindu Temple
15100 Fairfield Ranch Rd."" additions June 2907 .$ 15268
BAPS Shri Swaminarayan Mandir; Hindu Temple
15100 Fairfield Ranch Rd.™" restaurant May, 20 ® 8idds
Chino Hills Community Center; .
14250 Peyton Dr. New construction June 2012 $ 38,283
Chino Hills Sheriff's Station; New SB County
14077 Peyton Dr. sheriff’s station January 2007 | § 69,590
Chineo Hills High School,; Pool, Showers and Within the last $0
16150 Pomona Ringcon Rd.: Locker room 3 years

) The Temple alsa paid $268,686 in Connection Fees in December 2006 for original construction.

No Connection Fees were collected for Chino Hills High School Addition
IA noted that in all instances other than the Chino Hills High School expansion, the City

collected Connection Fees from Public Service Facilities construction. City
representatives indicated that they “do not issue permits for school facilities nor do they
collect IEUA fees.” Since the customer does not come to the counter, the City of Chino
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Hills. does not have a process in place to identify and pursue PSF construction or
expansions. For comparison purposes, the City of Upland collected $22,506 in
Connection Fees for a new high school gymnasium and the Cucamonga Valley Water
District collected $42,792 in Connection Fees for a new high school classroom
wing/building, gymnasium expansion and athletic field complex.

IEUA should provide guidance and assistance to the Coniracting Agency fo adopt a
collaborative approach and foster a relationship with the School District and any other
PSF to ensure Connection Fees are charged and collected for any future planned
projects with new construction or expansion. For example, the City of Chino Hills has a
collaborative group called the Project Review Committee that meets to consider projects
that have been submitted for permit application. The role of this group could be
expanded fo include conversations of potential projects outside the permitting process.
Since planning for fire safety is required for new construction o ensure access and
egress, Fire department representatives are often the first to know about new PSF
construction. This would trigger Public Works and Building department representatives
fo be involved resulting in the assessment of connection fees, including those for IEUA
in accordance with Exhibit J.

In connection with a renegotiation of the Regional Contract, IEUA and the Contracting
Agencies should consider the legal and financial impacts of eliminating the requirement
for collecting connection fees and monthly sewerage charges from Public Service
Facilities. As documented under the audit report “Comparison of the Regional Sewage
Service Contract and Program with similar contracts and programs”, IA found that some
Agencies (for example, the Los Angeles County Sanitation Districts) exclude local
governmental agencies such as public schools and City governments from these
charges.

Volumetric Sewerage Fees

Section 18 of the Regional Contract states: “Concurrently with the adoption of the
Regional Sewerage System budget, the Board of Directors of CBMWD shall fix the
service charge rate for the fiscal year. The rate shall be expressed in dollars and cents
for each Equivalent Dwelling Unit (EDU) of sewage and shall be computed . . . as set
forth in the Regional Sewerage System budget adopted for the fiscal year. The
estimated EDU’s of sewage delivered into the Regional Sewerage System shall be
determined based on a standard daily measurement or contribution of sewage per EDU
agreed to from time to time by CBMWD and the Regional Technical Committee.”

The most recent information about monthly sewerage billing is from a memorandum
entitled “Procedures for Establishing a Regional Sewer Billing Formula” which was
endorsed by the Regional Technical and Policy Committees and forwarded for approval
by the IEUA Board for monthly/bimonthly billing processes in 1997. |A noted that there
is no indication that the document was presented to the IEUA Board of Directors and
approved. The document itself appears to be a draft for presentation purposes, not an
approved approach.  Finally, IA noted that other similar agencies are also examining
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winter season water usage of residential properties to investigate the possibility of a
volumetric rather than EDU based rate structure.

The City of Chino Hills performs monthly meter readings for several routes each day
such that all customers are billed on a monthly basis. All water customers are also
billed for the City’s and IEUA’s regular sewerage charges. On the customer’'s monthly
statement, City and |IEUA sewer fees are combined in one total, although they can be
viewed separately in the City's Sungard Utility Billing system. For [EUA sewerage
billing purposes, EDU’s are calculated in accordance the 1997 memorandum.

Customers are billed at the current monthly rate as follows: one EDU for residential, 0.7
EDU for multi-family residential, fixed EDU’s for schools (based on student enroliment)
and variable EDU’s for commercial entities (based on water consumption).

For the 62 entities originally selected, |A tested the monthly sewerage billing system to
determine whether monthly billing is in fact taking place and the appropriate categories
and rates for monthly volumetric fees are used. IA noted the following:

1. Sewer Service billing category inconsistencies: There is an inconsistency
between the rate charged for Connection Fees and the rate used for
monthly sewerage billing.

The billing formulas are based on the memorandum “Procedures for Establishing
a Regional Sewer Billing Formula” from 1997. The formulas are divided into
Residential, Commercial and Industrial categories and the Commercial
categories are further divided into eight Commercial categories and an additional
category for schools. Category eight includes: “Restaurant — full service;
Restaurant — Fast food; Market w/ grinder; and Bakery”.

A notes that the inclusion of both full service and fast food restaurants in the
same classification for monthly sewerage coniradicts the guidance provided for
Connection Fees where full service restaurants are charged a significantly higher
sewage factor to connect than are fast food restaurants. In general, full service
restaurants would probably pay higher monthly fees from higher water
consumption even though their sewer factor is the same as for fast food
restaurants, however the rate classification structure does lump them together in
the same category. As part of renegotiating the Regional Contract, IEUA and the
Contracting Agencies should evaluate and consider the relationship between
monthly Sewer Service Fees and Connection Fees and determine the need to
create a correlation between the two.

IA notes that documentation approving and mandating the billing methodology is
not available. Any revision should be presented to the IEUA Board of Directors
and formally adopted, based upon the recommendation of the Regional
Technical Committee.
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2. Master Meters:

businesses included under a master meter.

The Regional Contract does not provide guidance for

Many businesses in Chino Hills are located in commercial centers served by
master meters, meaning the City will bill the owner or anchor tenant of a
commercial center based on one water meter that services all the tenants:

Master . Applied by City
. Other Businesses .
Meter billed in Commercial Center Factor Factor | Internal Audit Comment
to Type Rate
Barnes and Noble, Restaurant/Market Use Commercial rate
Dillon’s Starbucks, Crabby with Grinder, 0.05731 adjusted for Landscape
Restaurant Corner, Créme De La adjusted for ’ Factor {.0401) for non-
Créme Bakery Landscape Factor restaurant uses?
Orphanage pet rescue, l.Jse Restauranb’Market
JoJo’s Pizza 99 Ranch Market with Grinder (0.1042) and
Kitchen Daiso Japan Your{ Drycleaner 0.1215 Commercial (0.0729)
Donp TE)fu g rates for various
9 businesses?
Use Commercial rate
TLC Animal Clinic, vip | RestaurantMarket | adjusted for Landscape
Fresh and . . with Grinder,
Eas Foot Spa, Chino Hills adiusted for 0.05731 Factor (.0401) for non-
Y Pet Salon Land s‘ica e Factor restaurant and non-
P market uses?
Spa Shangri- | Goodwill, Pets N Vets | Restaurant/Market 0.1042 =8 (i:tr:rpo?r\cl:;a::ég.somg)
La Animal Hospital with Grinder : )
businesses?

It is the Chino Hills’ practice to invoice master metered customers at the highest
billing rate/factor based on the types of businesses in the commercial center.
However, over time businesses may change and changes may not be made to
the rate/factor and the rates/factors may no longer be relevant. Therefore, the
City may or may not be billing appropriately.

Of the 62 items included in the sample that IA tested, 36 (58%) were part of
various master meters, either as the commercial entity being bifled or as one of
the other commercial entities also in the commercial center but not receiving a
bill. Of these 36 items, 21 (58%) were included in a rateffactor that differed from
the most appropriate rate/factor based on their business type (both higher and
lower). The reasons for these differences included:

= Being part of a group of businesses billed under the Chino Hills policy of
billing a master meter based on the highest rate/factor type of business at
the commercial center

» Commercial centers where a higher rate/factor business no longer exists
but the billing rate/factor has not been adjusted

« Commercial centers where a higher rateffactor business now exists but a
prior rate/factor has not been adjusted.
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The 1997 sewer services billing memorandum does not provide specific
guidance when a master meter is used and different Contracting Agencies apply
different billing practices.

IEUA and the Contracting Agencies should evaluate the billing methodologies in
the 1997 memorandum and determine and document the most appropriate
approaches to invoicing master meters, including potential approaches such as:
s A blended rate
» The City of Chino Hills use of the highest rate available for types of
businesses in a particular center
* Another method that is appropriate, equitable and documented

3. Billing categories do not consider the variety of commercial enterprises

that have evolved: Commercial billing rates were last evaluated and
revised in 1997. Since then businesses have evolved and changed. The
existing billing categories do not provide guidance for the variety of
businesses that now exist.

As part of reviewing the master meter billing practices at the City of Chino Hills,
Internal Audit noted 7 of the 62 items tested (over 10%) were businesses where
the commercial categorization is unclear according to the 1997 memorandum.
These businesses were primarily of two types:

e Pet related businesses including pet shops, pet rescue locations,
veterinarians and pet hospitals and clinics.

e Spa related businesses including spas, massage parlors, salons, foot
spas and waxing businesses.

Businesses continue to evolve and new types of businesses emerge. The 1997
billing memorandum should be updated regularly to provide additional language,
definitions and guidance to ensure all types of commercial businesses are
classified consistently.

IEUA and the Contracting Agencies should consider documenting additional
definitions and descriptions to the classification of businesses in the monthly
billing memorandum from 1997. This would reduce the risk of misclassification of
businesses and the polential under-collection of monthly fees. Examples include
pet related businesses and spa related businesses.

4. Minimum Sewer Service Fees based on one EDU: It would seem
appropriate that a commercial customer be bitled, at the minimum, the rate
for 1 EDU which is used for a residential customer, even if the commercial
consumption is lower than one calculated EDU.
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All residential customers are billed 1 EDU (.7 for multi residential) regardless of
water consumption or actual use or waste flow. The audit noted instances where
commercial customers are billed a lower amount than what a residential
customer pays.

Commercial customers are billed converting water consumption into EDUs.
Sometimes the calculations produce a fraction of an EDU (less than 1 EDU).
The rate is applied to the calculated EDU or fraction of an EDU and the
commercial customer is billed accordingly.

The monthly sewerage fee for a single EDU in the 2013/2014 fiscal year was
$13.39, yet |A noted commercial entities with billings as low as:

Business HCF Factor Billed Amount
Chineo Hills Cross Fit 7 0.0729 $6.83
CVS Phamacy 11 0.0729 $10.74
Walgreens 4 0.0729 $3.90
Shell service station 3 0.040095* $ 1.61

* Includes landscaping factor which is billed at 55% of commercial factor

IA noted that Cucamonga Valley Water District and the City of Montclair both bill
a minimum base amount of one EDU per month to commercial enterprises even
if the amount determined through water usage would be lower under the
rationale that no business should pay less than the amount charged to a single
family residence.

Total Sewer Service Fee Billings/Revenue
IA compared the Sewer Billing Revenues recorded by IEUA for agreement to the City of
Chino Hills' general ledger information.

IA noted the following variances between the Contracting Agency's general ledger
revenues and the revenues recognized by IEUA that are based upon Monthly Sewer
Billing Reports submitted to IEUA:

IEUA Revenue compared to Chino Hills Revenue
FY 2012/13 (July 1, 2012 through June 30, 2013)

Sewer Utility Revenue Sewer Utility Revenue ending
ending balance from IEUA balance per City of Chino Variance
CAFR for City of Chino Hills Hill's general ledger

$ 3,679,355 $ 3,698,933 $ 19,578
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IEUA Revenue compared to Chino Hills Revenue
FY 2013/14 (July 1, 2013 through June 30, 2014)

Sewer Utility Revenue Sewaer Utility Revenue ending
ending balance from IEUA balance per City of Chino Variance
CAFR for City of Chino Hills Hill's general ledger
$ 3,892,815 $ 3,933,247 $ 40,432

Per City of Chino Hills’ staff differences are the result of an accrual for unbilled revenues
at year-end.

IA noted the following variance between the Contracting Agency's general ledger
expenses and the revenues recognized by IEUA that are based upon Monthly Sewer
Billing Reports submitted to IEUA:

|IEUA Revenue compared to Chino Hills Expense
FY 2012/13 (Jul 1, 2012 through June 30, 2013)
Sewer Utility Revenue Sewer Utility Expense ending
ending balance from IEUA balance per City of Chino Variance
CAFR for City of Chino Hills Hill's general ledger
$ 3,579,355 $ 3,586,031 $6,677
IEUA Revenue compared to Chino Hills Expense
FY 2013/14 (Jul 1, 2013 through June 30, 2014)
Sewer Utility Revenue Sewer Utility Expense ending
ending balance from [EUA balance per City of Chino Variance
CAPFR for City of Chino Hills Hill's general ledger
$ 3,802,815 $ 3,807,719 $ 4,903

CAFR Reconciliation

[A verified that the CCRA amounts reported on the City's general ledger agreed to what
|IEUA reported on its CAFR at June 30, 2013 and June 30, 2014. The balances on both
reports at June 30, 2013 were $933,078 and $2,918,210, respectively. For the year
ended June 30, 2014 the IEUA balance was $2,918,210, but the City of Chino Hills
general ledger balance had already been reduced from that amount by the third quarter
Call payment of $308,194.

Extra-Territorial Fees
The City of Chino Hills has no Extra-Territorial areas and does not charge Extra-
Territorial (ET) fees.
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Internal Audit Recommendations

Through this evaluation, 1A noted observations and recommendations to strengthen
administrative, accounting, recording, and reporting controls to ensure the intent of the
Regional Contract is achieved. The recommendations can be applied to all Contracting
Agencies going-forward as part of an amendment to and/or as part of the Regional
Contract review and renegotiation process; in order to ensure all Regional Contracting
Agencies apply and administer the Regional Contract in a similar and consistent
manner. |A’'s recommendations are for IEUA’s Executive Management to consider.

Recommendations relating to Connection Fees:

As part of the review and renegotiation of the Regional Contract, IEUA and the
Contracting Agencies should consider:

1. In addition to the regular meetings of the Regional Technical and Regional
Policy Committees, IEUA has already begun to provide ad-hoc meetings
and training as needed for things such as the updated excel Building
Activity Report and the Exhibit J subcommittee. IA noted that great
variability and understanding of IEUA, the Regional Contract and Exhibit J
exists amongst Contracting Agencies’ staff in departments such as
Building, Plan Check and Utility Billing. In order to develop greater
consistency and uniformity throughout the region, IEUA should consider
taking the lead in holding quarterly or more regular workshops, meetings,
plant tours and similar activities as an avenue where Contracting Agencies’
staff in departments such as Building, Plan Check and Utility Billing and/or
others as well can discuss and ask questions about the application of the
Regional Contract and Program. The workshops would provide a forum to
discuss questions about category types to apply, definitions, other
questionable items and individual situations, and foster cooperation and
collaboration among all. One Contracting Agency may encounter certain
questions or situations that could apply to other Contracting
Agencies. Frequent and on-going dialogue about the application of the
Regional Contract would benefit all Contracting Agencies and the Regional
Program to ensure consistent application of the Regional Contract and that
issues are addressed on a timely basis.

2. Adding language in the Regional Contract regarding recourse for non-
collection and over/under collection of Initial Connection Fees.

3. A standardized calculation worksheet to create uniformity among the
Contracting Agencies with fixture unit counts and the connection fee
calculations.  Currently, each Contracting Agency utilizes its own
calculation worksheet and it is not always consistent with Regional
Contract Exhibit J. The standardized calculation worksheet should mirror
the fixture unit types in Exhibit J and provide additional clarification and
uniformity to the fixture count process. The worksheet should be flexible
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enough to allow for multiple components of a business to be calculated at
different Commercial categories when there is more than one type of
business at the same location (for example, a gas station/minimart with a
car wash). The standardized calculation worksheet will facilitate computing
the Connection Fees in a consistent and uniform manner. (Note: The City
of Chino Hills current calculation worksheet is consistent with Exhibit J.)

4. The inclusion of the initial connection calculation worksheets for all
nonresidential entities with monthly Building Activity Reports as additional
support for the connections reported and the Connection Fees collected.
This would provide IEUA staff greater visibility and documented support
for the application of the category types and the fixture counts. IEUA staff
would have the necessary information to contact the Contracting Agency if
any questions or discrepancies are noted at the time that connections are
reported rather than identifying these later on.

5. Exhibit J was recently updated and now provides detailed definitions for
many business types, yet there is still room for varying interpretation and
application. Businesses continue to evolve and new types of businesses
emerge. Exhibit J should be updated regularly to provide additional
language, definitions and guidance to ensure all types of commercial
businesses are classified consistently. This would reduce the risk of
misclassification of businesses and the potential under-collection of IEUA
fees. Examples include pet clinics and private community swimming and
recreation centers in residential communities.

6. Additional clarification and descriptive information for the various types of
appliances, appurtenances and/or fixtures in the descriptions included in
Exhibit J. Examples include; defining the nature of an emergency drain,
clarifying differences between lavatories, wash fountains, receptors, sinks
and mop basins and defining whether a drinking fountain that includes a
separate basin for handicapped access consists of one or two fountains.
The review revealed differences in interpretation.

7. A two-step process of determining Connection Fees as part of Exhibit J
that distinguishes between common features that are part of any
commercial facility such as restroom toilets and sinks (ie., a toilet is always
the same cost regardless of type of business whether a restaurant, office
or gym) vs. those features that are unique to a specific site, such as a
butcher shop drain or a restaurant dishwasher or washing sink, etc. This
would create consistency in the treatment of same-type and same-use
fixture units.

8. Developing significant expertise within IEUA in fixture count techniques
and providing regular and ongoing training at the building departments of
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the individual Contracting Agencies to develop consistency in the IEUA
fixture count process across the region.

9. Should consider, as part of the permitting and plan check process, a
requirement that an IEUA representative provide final sign-off and approval
prior to the Contracting Agency issuing a permit to a nonresidential entity
and allowing a connection to the regional system. This added approval
step will ensure IEUA agrees with the interpretation of the contract and the
appropriate category type and sewage factor have been applied so correct
connection fees are assessed and collected.

Although the City of Chino Hills collected Connection Fees for most types of Public
Service Facilities, the City did not collect Connection Fees for the public school selected
for testing.

Recommendations relating to Public Service Facilities:
As part of the review and renegotiation of the Regional Contract IEUA and the
Contracting Agencies should consider:

10. The exclusion of Public Service Facilities from the charge for Connection
Fees and Monthly Sewerage Charges. As documented under the audit
report “Comparison of the Regional Sewage Service Contract and Program
with similar contracts and programs”, IA found that some Agencies (for
example, the Los Angeles County Sanitation Districts) exclude local
governmental agencies such as public schools (Kindergarten through 12"
grade and community college) and City governments from both Connection
Fees and Monthly Sewerage Charges.

11.Adding language to the Regional Contract regarding IEUA’s inspection and
verification rights for Public Service Facilities as to Connection Fees and
monthly sewer fees and the recourse IEUA has when IEUA believes a
Contracting Agency has under-collected and/or under-reported such fees.

IEUA sewerage revenue from the seven Regional Contracting Agencies totaled almost
$43 million for the 2013/2014 fiscal year, yet IEUA relies entirely on one-page self-
reported monthly EDU counts from the Contracting Agencies to generate invoices for
these revenues with no significant oversight or reconciliation. Once these self-reported
EDU totals are provided to IEUA (generally approximately 15 days after the end of the
month), IEUA generates invoices that are mailed to each of the Contracting Agencies.
The Contracting Agencies then have 45 days to remit their payments. The following
recommendations are intended to improve and make this process more efficient:

Recommendations relating to Sewer Service Fees:
As part of the review and renegotiation of the Regional Contract IEUA and the
Contracting Agencies should consider:
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12.Establishing the collection of the monthly Sewer Service Fees (Volumetric
Fees) directly for the entire region through the County's Property Tax Roll.
Collection of the Sewer Service Fees through the property tax roll could
result in a more efficient process and reduce the administrative resources
used by Contracting Agencies in billing and collecting for these fees.
Residential properties could be transferred initially until consideration is
given to ways in which and whether to transition fees from commercial,
industrial and other entities.

13.Evaluating the methodology used for billing monthly sewerage fees and
possible alternatives; either by water consumption or EDUs purchased.
Since the adoption of the existing billing methodology in a 1997
memorandum there have been greater efficiencies achieved in water usage,
which may have an impact on the type and amount of sewerage discharged
and the types of services provided to the region as a whole. The billing
methodology should be aligned with the services provided. The billing
methodology should be presented to the IEUA Board of Directors and
formally adopted, since the Regional Contract specifies that the role of the
Regional Technical Commifttee is to make recommendations.

14. Updating the 1997 memorandum to consider new business types and
provide more detailed definitions and descriptions. Since the adoption of
the 1997 memorandum, businesses have continued to evolve and new
types of businesses emerge. The 1997 memorandum should be updated
regularly to provide additional language, definitions, and guidance to
ensure all types of commercial businesses are classified consistently.
IEUA should consider documenting additional definitions and descriptions
to the classification of businesses in the 1997 memorandum. Examples
include pet related businesses such as pet shops, pet rescue locations,
veterinarians and pet hospitals and clinics and spa related businesses
such as spas, massage parlors, salons, foot spas and waxing businesses.

15.Evaluating and considering the relationship between monthly Sewer
Service Fees and Connection Fees and determine the need to create a
correlation between the two. For example, fast-food restaurants and full-
service restaurants are both included in Category 8 for monthly sewerage
billing purposes and pay at the same rate. However, for purposes of
connection fees fast-food restaurants are grouped with office, retail and
similar uses (which are Category 1 for monthly sewerage billing).
Therefore, fast-food restaurants incur lower Initial Connection Fees, but
pay monthly Sewer Service Fees at the higher rates charged to full-service
restaurants.

16.Evaluate and consider the need to provide additional guidance for
locations serviced by a master meter. In these, generally mall-like
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locations, muitiple types of businesses are all serviced by a single
connection. Consideration should be given to providing billing guidance in
these instances, possibly through a blended volumetric rate or, as is Chino
Hills' practice, utilizing the highest volumetric rate applicable to the
businesses at that location or considering some other methodology.

17.Adding language to the Regional Contract regarding IEUA’s inspection and
verification rights as to the monthly sewerage fees and the recourse IEUA
has when IEUA believes a Contracting Agency has under-collected and/or
under/reported such fees.

18.Consider and determine the most appropriate methodology for billing
commercial businesses that do not consume or discharge a minimum of
one EDU. Currently, two member agencies bill a minimum base of one EDU
determined by water consumption under the rationale that no business
should pay less than the amount charged to a single family residence;
while all others bill based on actual consumption. Provide contracting
agencies’ clear guidance, in the Regional Contract, as to the most
appropriate methodology to ensure all contracting agencies’ bill
commercial customers in a consistent and uniform method.

19. Standardizing and providing automated and itemized listing of non-
residential monthly sewerage charges to provide information that could be
reviewed and researched for anomalies and reconciled on a regular basis.

20. Evaluating the current process used for invoicing each Contracting Agency
for monthly sewer fees collected. By establishing a contract for monthly
payment rather than relying on invoices, each Contracting Agency could
provide the EDU information and remit the funds collected to IEUA directly
within a reasonable period of time. This contrasts with the current
approach whereby Contracting Agencies provide EDU information and then
wait for an invoice from IEUA before payment thereby delaying payment for
up to 45 days. By reengineering the process, IEUA would receive the
monthly sewer fees in a more efficient and timely manner.

Although this is not a financial audit, and 1A makes no recommendations to the City of
Chino Hills, the following are suggested recommendations for the City’s consideration.

City of Chino Hills should:

21.Work with the local School District to determine and collect any additional
connection fees that are due to IEUA as required by the Regional Contract.

22.Consider adopting a collaborative approach and fostering a relationship
with the School District and any other PSF to ensure Connection Fees are
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charged and collected for any future planned projects with new
construction or expansion. For example, the City of Chino Hills has a
collaborative group called the Project Review Committee that meets to
consider projects that have been submitted for permit application. The role
of this group could be expanded fo include conversations about potential
projects outside the permitting process. Since planning for fire safety Is
required for new construction to ensure access and egress, Fire
department representatives are often the first to know about new PSF
construction. This would trigger Public Works and Building department
representatives to be involved resulting in the assessment of connection
fees, including those for IEUA in accordance with Exhibit J.

Acknowledgements

We would like to extend our appreciation to the City of Chino Hills and the IEUA
Planning and Environmental Resources Department for their cooperation and
assistance during this review.

Discussions with the City of Chino Hills
We provided the results of this audit to Mr. Winston Ward, Assistant Director,

Community Development, Sherry Copeland, Billing Supervisor, Finance Department
and Ms. Liz Carlock, Accounting Supervisor, Finance Department for their review and
comments prior to finalizing the report.

Discussions with the Planning & Environmental Resources Department

We also discussed the report with Chris Berch, Executive Manager of
Engineering/Assistant General Manager, Sylvie Lee, Manager of Planning and
Environmental Resources, Craig Proctor, Pretreatment and Source Control Supervisor,
Pietro Cambiaso, Senior Engineer and Kenneth Tam, Senior Associate Engineer of the
IEUA Planning and Environmental Resources Department prior to finalizing this report,
for their review and comments.

Action ltems

IA will submit a separate report for each of the seven Contracting Agencies as each
review is completed. At the conclusion of the audit of all seven Contracting Agencies,
IA will provide a comprehensive report summarizing all the identified observations and
recommendations and any additional observations and recommendations identified
throughout this process. |A anticipates finalizing the seven audit reports by June of
2015; in the meantime the recommendations provided in this report should be evaluated
and considered at this time.
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* 6075 Kimball Ave, « Chino, CA 91708
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& Inland Empire U tlhf{ES Agency TEL (909) 993-1600 FAX (909) 597-8875
\ A MUNICIPAL WATER DISTRICT
)
DATE: May 28, 2015 D R AFT |
TO: Joe Grindstaff This report is being submitted in DRAFT
General Manager form for discussion purposes.
FROM: Teresa V. Velarde

Manager of Internal Audit

SUBJECT: REGIONAL CONTRACT REVIEW
Interim Audit Report
City of Ontario

Audit Authority

The Inland Empire Utilities Agency (IEUA or Agency) Internal Audit Department (IA)
performed a review of the Agency’s Regional Sewage Service Contract (Regional
Contract) as implemented with the Regional Contracting Agencies (RCA or Contracting
Agency). The review was performed under the authority given by the IEUA Board of
Directors as documented in the Internal Audit Department Charter and according to the
Fiscal Year 2013/14 Annual Audit Plan.

Audit Objective and Scope
The objectives of the Regional Contract Review are to evaluate how each of the seven

Contracting Agencies apply the Regional Contract provisions, determine whether
processes are in compliance with Regional Contract requirements, determine
opportunities to improve processes and procedures and make recommendations to
consider as part of the Regional Contract renegotiation or amendment. The review
covered the period from July 1, 2012 through December 31, 2013 and where possible
considered events subsequent to that period.

The review included procedures to evaluate compliance with the Regional Contract,
Exhibit J Initial Connection Fees provisions as well as the recurring Sewer Service Fees
billing for the various types of land uses (commercial, industrial, residential, public
service and extra-territorial). [IA performed a variety of review procedures at each
Contracting Agency to evaluate:

Initial Connection Fees

Public Service Facilities Connection Fees
Monthly Volumetric Sewerage Charges
Extra-Territorial Fees

Reconciliations of fees collected and paid to tEUA
Overall Recordkeeping

Water Smart — Thinking in Terms of Tomorrow

Terry Catlin Michael E. Camacho Steven J. Elie Jasmin A. Hall Gene Koopman P.Joseph Grindstaff
President Vice President Secretary/Treasurer Director Director General Manager
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This report describes the results of the procedures performed at the City of Ontario.

City of Ontario — Background

The City of Ontario (Contracting Agency, Ontario or City) was incorporated on
December 10, 1891 and utilizes a Council-Manager form of government. The City has
a population of 166,866 and encompasses 50 square miles which is 21% of the 242-
square-miles covered by IEUA's service area’.

As well as other municipal services, the City provides water, trash and local sewer
service to residential, commercial and other properties within its boundaries.

Financial Information

Under the terms of the Regional Contract, the City of Ontario is required to report Initial
Connection Fees and Sewer Service Fees on a monthly basis.

Initial Connection Fees (Connection Fees} are one-time fees levied on new
deveiopment connecting to the Regional Sewerage System, as well as existing users
who expand their number of fixture units. These fees are reported in the monthly
Building Activity Reports (BAR) to IEUA Planning and Environmental Compliance
Department and are recorded in the Agency’s financial system.

The amount of Connection Fees collected vanes from year to year depending on the
construction activity occurring within the Contracting Agency’s boundaries. Equivalent
Dwelling Units (EDU’s) purchased and fees collected by the City during the last two
fiscal years are:

City of Ontario
Connection Fees
Fiscal Year EDU’s Fees collected
201213 157 $ 770,709
201314 345 $ 1,728,501

EDU’s and fees collected reflect the amounts reported in the BAR. The fees for FY
2013/14 were substantially higher than the prior year due to fees collected in connection
with the construction of new residential, gated communities in the City.

CCRA Account

Connection Fees are collected by the City and held in a Capital Connection
Reimbursement Account (CCRA) until called by IEUA. The CCRA balance as reported
by IEUA and the City of Ontario in their June 30, 2013 and 2014 CAFR’s was
$3,337,338 and $5,011,733 respectively.

! Ontarlo statistics from City of Ontario website: “About Ontario — City Facts”
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Sewer Service Fees (Volumetric Sewerage Fees) are recurring fees assessed and
collected from users that discharge into the Agency's Regicnal Sewerage System.
According to the Regional Contract, Contracting Agencies must pay IEUA for sewer
services each month. The City of Ontario self-reports the number of EDU’s to IEUA for
all its customers on a monthly basis, since the City bills monthly. The EDU's reported
are comprised of the following: one EDU for residential, 0.7 EDU for multi-family
residential, fixed EDU's for schools (based on student enroilment) and industrial
(recalculated annually), and variable EDU's for commercial entities (based on water
consumption).

The table below outlines the total number of EDU’s reported and Volumetric Sewerage
Fees paid to IEUA by the City of Ontario for the last two fiscal years. This information is
reported in the Agency’s accounting system (SAP).

City of Ontario
Sewer Service Fees

Fiscal Year | EDU's™ Fees'”
2012/13 707,004 | $ 8,770,935

201314 711,899 $ 9,632,321
{1) =From IEUA monthly billing invoices.

As part of reporting Sewer Service Fees, the City of Ontario provides additional detail as
shown below. The Regional Contract does not require this information and the amount
of information provided varies by Contracting Agency.

As of June 30, 2014 the City of Ontario’s total number of EDU’s consisted of the
following (from the June 2014 monthly billing information provided to [EUA);

Type of Account NUE'BI:_;; of .:.A(’) gl
Single Family Residential {1 EDU per dwelling) 26,492 41.70
Multi-Family Residential (.7 EDU per dwelling) 13,047 20.53
Public Authority 947 1.49
Interdepartmental w 127 ¢ 0.20
Industrial 4,208 6.62
Hotel/Matel 831 1.31
Commercial 17,884 28.15
| Total 63,536 100%

This information is reported by the City of Ontario. IEUA does not verify these lotals.



City of Ontario

Regional Contract Review
May 28, 2015

Page 4 of 31

Initial Connection Fees

Each Contracting Agency is required to assess, collect, and report Connection Fees for
any new development that connects to the Regional Sewerage System, or users who
expand their fixture unit count. The fees are to be assessed and collected by the
Contracting Agency in accordance with the provisions of Exhibit J in the Regional
Contract.

IA selected various businesses to test whether Connection Fees were accurately
calculated, collected and reported to IEUA in accordance with Exhibit J of the Regional
Contract. |A judgmentally selected 73 different businesses from the following sources
to verify the Contracting Agency applied and collected the correct EDU rate according to
the Board-approved rates and to determine the accuracy of the categorization type used
per Exhibit J of the Sewage Service Confract:

The new business license report provided by City staff

IA conducted physical observations of the City's commercial districts

Building Activity Reports submitted to IEUA

Input received from IEUA’s Planning & Environmental Compliance Department

The review revealed the following:

1. Ontario’s Calculation Worksheet does not match Exhibit J; therefore creating
differences in the Connection Fees that should be collected. For the items
tested, Ontario under-collected over $75,000 in Connection Fees. The review
found that the City of Ontario’s automated calculation worksheet, built into their
permits system, utilized to calculate Connection Fees does not always coincide with
the descriptions and/or associated fixture unit values as outlined in Table 1 of Exhibit
J of the Regional Contract. Ontario established a worksheet based on their
interpretation of the Califorma Plumbing Code, however, some of the descriptions for
the type of fixture installed and associated fixture unit value differ from the types and
values provided under Exhibit J creating differences when compared to the Regional
Contract required Fixture Unit count and Connection Fees assessed:

City of Ontario’s Worksheet Regional Contract Exhibit J (Table 1)
. Unit . SRININES
Type of Fixture Type of Fixture Unit
Water Closet-Commercial Qty 1 Water Closet, 1.6 GPF 4.0
Urinal Qty 4 Urinal 2.0
Sink-Service Mop Qty 2 Kitchen, Service or Mop Basin 3.0
\ Drinking Fountain Qty 1 Drinking Fountain or Water Cooler 0.5

The impact of using fixture unit values that vary from Exhibit J affects the dollar
amount of Connection Fees assessed and collected by the Contracting Agency. Of
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the 73 items selected, 22 paid Connection Fees for new fixture units since 2006.
Exhibit J did not provide a table of fixture unit values until its revision in 2013.
Therefore, there was no authoritative guidance prior to that revision and individual
Contracting Agencies relied on the Plumbing Code to determine fixture unit values.
|A noted the following variances in Connection Fees for these businesses:

Business/Permit Tested E:X?JJ EF);I; s‘j 0|r=|-ts:;'-|o OF:';O
FAST 5 PIZZA 14 $ 3,112.35 13 $ 2,800.04
JOGUE INCORPORATED 26 $ 9,457.68 30 $ 10,912.71
JOGUE INCORPORATED 13.0137 $63,884.25 | 13.0137 | $ 63,884.25
BIOSCRIP INFUSION SERVICES, INC 18 $ 392327 17 $ 3,705.31
MANDARIN HOUSE 12 $ 2,23776 11 $ 2,051.28
MANDARIN HOUSE 9 $ 167832 9 $ 1,678.32
ANJUMAN E. QUTBI (ORANGE COUNTY) 109 $32,728.12 67 $ 20,117.29
DEDEAUX INLAND EMPIRE 30 $ 6,348.31 17 $ 3,5607.38
MIGUEL'S JR. a7 $ 9,945.69 39 $ 8,252.81
FRESH & EASY #1164 59 $12,241.39 52 $ 10,789.02
Office Building 105 $ 23,342.63 107 $ 23,787.26
Office Building 97.5 $21,675.30 60 $ 13,338.85
Magic Hawaiian Barbecue also Pizza Palace, etc. 25 $ 5,668.77 24 $ 5,442.02
New Tilt-Up Building 23 $ 477207 11 $ 228220
Target 180 $ 33,566.40 154 $ 28,717.92
Lucky Elephant Thai 39 $ 8,252.81 42 $ 8,88764
Starbucks also Burger Zone, 3 Day Suit Broker 14 $ 441617 16 $ 5047.08
B201201590 46 $10,026.14 61 $ 13,20554
B201300259 229 $70,822.14 148 $ 45,771.52
WW2140 46.5 $ 8,671.32 32 $ 596736
B201301115 51 $15,772.62 31 $ 9,587.28
B201202858 117 $ 42,559.56 106 $ 38,558.23
B201302744 32.5 $10,251.83 30 $ 9,463.23
B201301578 48 $17,808.90 26 $ 9,646.49
B201302547 61.5 $13,672.11 62 $ 13,783.27
TOTALS 1,452.01 | §436,835.92 | 1,178.01 | $ 361,454.14
Audit Results c_ommerci_al Fees
Fixture Units

City of Ontario Connection Fee Worksheet Totals 1,178.01 $ 361,454.14

Internal Audit; Exhibit J-Verification Totals 1,452.01 $ 436,835.92

Net Difference ($ 75,381.79)
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Ontario under-collected $75,381 in Connection Fees for the items tested during this
review, from Fixture Unit differences in the Calculation worksheet.

In the 2013-14 fiscal year, the City of Ontario reported a total of $768,586 in
Connection Fees for non-residential building activity in the Building Activity Reports.
If we extrapolate using the error rate in the sample tested and compare it to the total
non-residential fees reported, Connection Fees could have been under-reported by
as much as approximately $160,000 (calculated, as follows: $75,381.79/
$361,454.14 x $768,586.06 or “error rate” times “reported fees”) for the 2013-14
fiscal year.

The City of Ontario recently revised their calculation worksheet to align it with Table
1 of the revised Exhibit J, but kept the limited number of categories and naming
conventions from the prior version (See Exhibit A — City of Ontaric Revised
Calculation Worksheet). Therefore, there are still differences between the revised
worksheet and Exhibit J:

EXHIBIT J CATEGORIES NOT INCLUDED ON ONTARIQO WORKSHEET

. DESCRIPTION F.U.

| High efficiency clothes washer ' 2.0
Food waste grinder (commercial) 3.0
Floor drain, emergency 0.0
Shower, multi-head, each additional 1.0
Lavatory, in sets of two or three 2.0
Washfountain (1.5-in minimum fixture branch size) 2.0
Washfountain (2-in minimum fixture branch size) 3.0
Receptor, indirect waste — Bar 2.0
Receptor, indirect waste — Clinical 6.0
Receptor, commercial with food waste (1.5-in minimum fixture branch size) 3.0
Receptor, commercial with food waste (2-in minimum fixture branch size) 4.0
Receptor, commercial with food waste (3-in mimmum fixture branch size) 6.0
Receptor, kitchen, domestic 2.0
Receptor, Service, flushing rim 6.0
Waterless Urinal 1.0

ONTARIO CATEGORIES NOT SPECIFIED IN EXHIBIT J

DESCRIPTION F.U.
Floor sinks 2.0
MH park frap - one trailer 6.0
Sink-food waste 3.0

IA recommends that calculation worksheets be standardized region-wide and that
Contracting Agencies prepare separate calculation worksheets for the individual
categories when businesses operate in multiple segments as described in Exhibit J.

It is IA’s observation that although Exhibit J was recently updated and now provides
detailed definitions for many business types, there still appears to be some room for
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2,

varying interpretation and application. Businesses continue to evolve and new types
of businesses emerge and the Regional Contract should continually be updated fo
provide additional language, definitions and guidance to ensure all types of
commercial businesses are classified consistently. Additionally, the Contracting
Agencies should look for IEUA’s guidance.

Building Activity Reports: |A selected items for testing from the Building
Activity Reports. In conjunction with these procedures, IA noted the following:

a) Connection Fees collected for customers serviced by the Cucamonga
Valley Water District (CVWD) service area should have been collected and
reported by CVWD not the City of Ontario: IA noted several instances where
Connection Fees were collected for commercial enterprises located in Ontario,
but whose water and sewerage are in the CVWD service area. These fees
should be collected by CYWD and included in their CCRA account. In some
cases these amounts were refunded to the developer in a subsequent BAR, but
in others, the Connection Fees remained with the City of Ontario. |A reviewed
Building Activity Reports submitted by CVWD for several months before and .after
these collections. IA did not find comparable addresses to verify collections for
these connections by CVWD.

b) Private residential community Centers have varying interpretations by the
different contracting agencies. |A noted a recent trend where new housing
developments include a community center with amenities such as fithess
centers, swimming pools, meeting rooms and gathering places. This is an
instance that can create varying interpretations and applications of Exhibit J of
the Regional Contract. In the March, 2014 BAR, the City of Ontario reported
such a facility as commercial category lll, which includes “Health Spa with Pool’
as one of the descriptions and has a Sewage Factor of 0.1081. This compares
to the City of Chino’s practice of using commercial category | which includes
retail, office and fast food and has a lower Sewage Factor of 0.0444 and
translates to lower Connection Fees.

Although Exhibit J was recently updated and now provides greater detailed
definitions for many business types, there still appears to be room for varying
interpretation and application. Businesses continue fo evolve and new types of
businesses emerge and the Regional Confract should be updated regularly to
provide additional language, definitions and guidance to ensure all types of
commercial businesses are classified consistently.

Plumbing Plans —~ Fixture Unit Recount

In attempting to perform a fixture unit recount at the City of Ontario, |A determined that
Ontario’s procedure in assessing Connection Fees differs from the other Contracting
Agencies. According to Ontario’s Building Department staff, the City of Ontario asks
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permit applicants to self-assess their fixture units and determine the Connection Fees
that they owe. The City then performs its own review during the site inspection process
to confirm that the actual structure conforms to the plans that were submitted. in 1A’s
opinion this procedure omits the critical step of verifying that the actual Connection Fee
calculation conforms to the building/plumbing plans. In addition, the City of Ontario is
not fully utilizing the expertise of its Building Department staff in collecting fees.

IA recommends that the City of Ontario examines and restructures the Connection Fee
calculation and collection process to ensure that the fixture unit counts are correctly
tallied, the categorization of businesses is appropriate and that connection fees are not
under-collected.

|A reviewed the plumbing plans for five of the originally selected 73 items to verify the
accuracy of the fixture count and the application of the required fees. At all other
Contracting Agencies the recount was performed by Contracting Agency staff,
witnessed/verified by IA and the results of the recount agreed upon by both parties.
However, since the City of Ontario requires permit applicants to self-assess fixture units
the Building Department officials indicated that they would not be able to provide
assistance for the plumbing plans recount. Although IA staff have no plan-check
experience and do not have the technical expertise of an actual plan-checker or
someone familiar with the Plumbing Code and Exhibit J, IA attempted to independently
examine the five sets of building/plumbing plans to determine the accuracy of the fees
that were collected. |A’s review noted the following:

e Jogue, Inc: The City's permitting files reference Permit #s 201203421 and
201302705, neither of which were found to have been included in Building
Activity Reports to IEUA. The only relevant permit that was reported is #2142
which shows 30 fixture units. |A’s fixture unit count totaled 73 domestic industrial
fixture units rather than the 30 that were reported, resulting in under-collection of
$15,642.

e Continental Funeral Home: The caiculation worksheet used the general
commercial category | sewage factor (0.0444) rather than the category |l that
includes mortuaries (0.1081), resulting in under-collection of $4,378.

e Office Building, 150 E. Holt: One of the two sets of plans associated with this
location was unavailable. The other set that was made available to A indicated
that the building houses medical clinics, facilities, and offices. [A performed
additional Google research which shows a Women/Infant/Children (WIC) clinic
on the 1% floor and the Ontario Public Health Clinic on the second floor. 1A’s
fixture unit count totaled 122 fixture units rather than the 107 that were reported.
The calculation werksheet also used the commercial category | sewage factor
(0.0444) rather than category lll that includes hospitals and convalescent homes
(0.1780). Overall, this resulted in an under-collection of $14,697.
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« Haliburton: IA attempted to recount the fixture units on this set of building plans.
However, without the technical expertise and knowledge that Building Officials
have, |A was unable to validate the fixture unit count. See additional discussion
of Haliburton later in this report.

e Excelsior Charter School Resource Center: I|A’s fixture count matched the
calculation worksheet and the City did use the correct category VI sewage factor
{0.0630) for a Public Service Facility.

The impact of these findings is summarized:

IMPACT
BUSINESS ERROR TYPE (Under Collected)

| Jogue, Inc. Fixture Unit difference ($ 15,642)
Continental Funeral Home | Classification difference ($4,378)
150 E. Holt Fixture Unit & Classification differences { $14,697)
Haliburton Industrial Calculation difference {addressed separately) unknown

| Excelsior Charter No differences noted none noted
[ TOTAL {$ 34,717)

{EUA and the Conitracting Agency should work together to ensure the calculation of
connection fees and fixture units is in compliance with Exhibit J of the Regional Contract
in order to prevent over/under collections and to ensure all Contracting Agencies apply
the values required under the Regional Contract in a consistent and uniform manner.

IEUA should work with the Contracting Agency to establish, as part of the permitting
and plan check process, the requirement to have an IEUA representative provide a final
sign-off and approval, prior to the Coniracting Agency issuing a permit o a business or
industry and allowing a connection fo the system. This added approval step will ensure
IEUA is in agreement with the interpretation of the Contract and that the appropriate
category type and sewage factor has been applied so that the correct Connection Fees
are assessed and collected.

Public Service Facilities

Exhibit J includes for purposes of fee calculation: “All structures designed for the
purpose of providing permanent housing for enterprises engaged in exchange of good
and services. This shall include, but not be limited to, all private business and service
establishments, schools, churches, and public facilities.”

The Division of the State Architect's Office (DSA) of the State of California provides
design and construction oversight for public schools (Kindergarten through 12th grade),
community colleges, and various other state-owned and leased facilities. Likewise, the
Office of Statewide Health Planning and Development (OSHPD) regulates hospital
construction. Entities that fall under the DSA or OSHPD have a permit and plan check
process that is separate and includes limited or no coordination with the iocal
jurisdiction. The DSA and OSHPD do not collect Connection Fees on IEUA’s behalf as
part of their oversight process, even though the construction projects reviewed could be
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new construction or expansions that result in additional discharge into the regional
infrastructure. It is the responsibility of each individual local jurisdiction to ensure
collection of the Connection Fees from entities that fall under the DSA or OSHPD and
reside within their service area.

For purposes of this review, several approaches were used to determine Public Service
Facilities in the City of Ontario. A reviewed the website for OSHPD for information
about hospital and similar construction in the City of Ontario. This review noted that the
Kaiser Ontario facility opened in November of 2011. The medical facility is located on a
28-acre master-planned campus and the construction project included a 386,000 sq. ft.
Hospital Medical Center with two patient towers that hold 260 beds and a diagnostic
and treatment wing, a new three-story 160,000 sq. ft. hospital support building that has
medical offices, and major additions to the existing Central Utility Plant. The City of
Ontario collected Connection Fees in the amount of $1,409,106 for this facility.

IA also reviewed the websites of school districts that service the City of Ontario. This
included looking at bond measure construction update reports and the annual school
accountability report cards of individual schools. As a result of these procedures one
elementary school (Richard Haynes Elementary School), one middle school (Ray
Wiltsey Middle Scheol) and one high school (Ontario High School) were chosen for
testing. IA noted:

Name of School . Bond When Fees
School District Type of Construction Measure | completed | Collected
Richard Addition of a Multi-purpase room
Haynes anta;n;) with muitiple restrooms and T Sgrgger $0
Elementary omela’y warming kitchen
Ray Wiltsey Ontario 13 classroom modular facility with we Summer $0
Middle Montclair multiple restrooms, outdoor areas 2013
Chaffey New classroom building, restrooms
Ontario High Jc_)mt Union | ¢ S ball stadium and ) ool ' P In Process $0
High School

1. Richard Haynes Elementary School: Per staff, the City has no record of any fees
collected. For comparison purposes Cucamonga Valley Water District collected
$10,809 in Connection Fees for a new elementary school cafeteria and the City
of Montclair collected $24,021 in Connection Fees for a new elementary school
multipurpose room with kitchen and restrooms (and $78,367 of prior fees).

2. Ray Wiltsey Middle School:

Per staff, the City has no record of any fees

collected. For comparison purposes Cucamonga Valley Water District collected
$62,958 in fees for a new 14 room classroom building with restrooms.

3. Chaffey Joint Union High School District — Ontario High School: Per staff, the
City has no record of any fees collected. For comparison purposes, the City of
Upland collected $22,506 in Connection Fees for a new high school gymnasium
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and the Cucamonga Valley Water District collected $42,792 in Connection Fees
for a new high school classroom wing/building, gymnasium expansion and
athletic field complex.

Approximately half of the Contracting Agencies are collecting Connection Fees for
school construction. However, even those that collect Connection Fees do not do so
in all instances. In moving forward with renegotiating the Regional Contract IEUA
and the Contracting Agencies should consider the following options:

1. IEUA should provide guidance and assistance to the Contracting Agency to
adopt a collaborative approach and foster a relationship with the School
District and any other PSF to ensure Connection Fees are charged and
collected for any future planned projects with new consiruction or expansion.
For example, the City of Ontario could consider and adopt the collaborative
approach ulilized at the City of Upland. The City of Upland has formed an
inclusive group from all city departments that meets regularly fo review new
development. The group includes representatives from the Planning,
Building, Public Works, Police and Fire departments. Since planning for fire
safety is required for new construction to ensure access and egress, Fire
department representatives are often the first to know about new PSF
construction.  This will trigger Public Works and Building department
representatives o be involved resulting in the assessment of connection fees,
including those for IEUA in accordance with Exhibit J.

2. In connection with a renegotiation of the Regional Contract, IEUA and the
Contracting Agencies should consider the legal and financial impacts of
eliminating the requirement for collecting Connection Fees and monthly
sewerage charges from Public Service Facilities. As documented under the
audit report “Comparison of the Regional Sewage Service Contract and
Program with similar contracts and programs”, 1A found that some Agencies
(for example, the Los Angeles County Sanitation Districts) exclude local
governmental agencies such as public schools and City governments from
these charges.

Volumetric Sewerage Fees
Section 18 of the Regional Contract states:

“Concurrently with the adaption of the Regional Sewerage System budget, the Board of
Directors of CBMWD shall fix the service charge rate for the fiscal year. The rate shall
be expressed in dollars and cents for each Equivalent Dwelling Unit (EDUO of sewage
and shall be computed . . . as set forth in the Regional Sewerage System budget
adopted for the fiscal year. The estimated EDU’s of sewage delivered into the Regional
Sewerage System shall be determined based on a standard daily measurement or
contribution of sewage per EDU agreed to from time to time by CBMWD and the
Regional Technical Commiftee.”
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Thus, the Regional Contract delegates the details of determining monthly sewerage
biling to the Regional Technical Committee. The most recent information about
monthly sewerage billing is from a memorandum entitled “Procedures for Establishing a
Regional Sewer Billing Formula® which was adopted by the Regionai Technical and
Policy Committees for monthly/bimonthly billing processes in 1997.

The City of Ontario bills customers each month for water and the City’s and IEUA’s
regular sewerage charges. For IEUA sewerage billing purposes EDU’s are calculated
in accordance with the 1997 memorandum.

Customers are billed at the current monthly rate as follows: one EDU for residential, 0.7
EDU for multi-family residential, fixed EDU’s for schools (based on student enroliment)
and variable EDU’s for commercial entities (based on water consumption). Industrial
customers are billed in a variety of ways.

For the 73 entities originally selected for review, |A tested the monthly sewerage billing
system to determine whether monthly billing is in fact taking place and the appropriate
categories and rates for monthly volumetric fees are used. Approximately a third (33%)

of the items tested noted erroneous rates or other concerns:

# OF % OF
ISSUE DESCRIPTION ITEMS | TOTAL
Errors and anomalies:
. Possibly a master meter/meter at
Businesses not found anoth ery site or street 5 6.85%
Restauranis billed at commercial factor Master meter or different prior use 4 5.48%
Funeral home & health clinic Commercial facior used 2 2.74%
Bakery Billed at Laundromat factor 1 1.37%
For-Profit college Billed at medical office factor 1 1.37%
Elementary School may not be being billed 1 1.37%
Water services not provided by Ontario:
No sewerage billing, but Connection Fees Water provided by Jurupa Water 4 1.37%
collected District '
New industrial and manufacturing entities in Ontario:
g:’;?rr:a ?r&aﬂzg:}rsat:?szﬁ‘:‘& ?:zes ihiized Additional information provided below 9 12.33%
Tested with no exceptions: 49 67.12%
TOTAL TESTED 73 100.00%
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The information in the table describes:

1. Errors and anomalies: In fourteen instances, {or 20% of items tested)
either an inaccurate billing factor was used or the billing for monthly
sewerage fees was not found.

Although the findings were confirmed only for the individual billing period
examined (one monthly billing), all of them become magnified over time
impacting the volumetric sewerage fees paid to IEUA.

2. Water services not provided by City of Ontario: One address was found
that was not being billed for sewerage services because water services are
provided by the Jurupa Water District.

Although IEUA does not show this area as connected to the regional sewerage
system, it is within IEUA's service area and the City of Ontaric did collect
Connection Fees.

Contracting Agencies should review their Utility Billing Systems on a regular
basis to ensure that all business and residential properties are being billed for
sewer services and make any needed corrections. The City of Ontario should
review its Ultility Billing system from time fo time to verify all active sewer
accounts have been captured and billing is in alignment with those receiving
sewer services. Additionally, the City should ensure thal any residential or
commercial properties connected to the sewerage system are included in the
reporting of EDU’s to IEUA as part of the Volumetric Sewerage Fees according
to the requirements of the Regional Contract.

IEUA should consider including language in the Regional Coniract regarding
recourse for non-payment for services provided and work closely with the
Contracting Agencies to ensure there are reconciliation and verification controls
fo ensure all sewer services are reported and paid accurately and according to
the requirements of the Regional Contract.

3. New industrial and manufacturing entities in Ontario: There appears to be
a need to improve guidelines for industrial enterprises to ensure that
Connection Fees and monthly sewerage charges are assessed correctly
are fair and equitable and are determined in accordance with the intent of
the Regional Contract.

In selecting items for testing, (A noted few industrial entities in most of the
region’s Contracting Agencies, other than the City of Ontario. Some Contracting
Agencies do not have any industrial entities in their service area. Cucamonga
Valley Water District is home to the industrial entity most similar to those found in
Ontario, the Evolution Fresh juice manufacturer owned by Starbucks. As
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described in the interim report for the Cucamonga Valley Water District, the
industrial BOD/TSS and related domestic EDU calculations resulted in this entity
being assessed 233.96 EDUs and fees of $1,148,150, (which were reduced to
$561,642 by an offsetting unsupported credit).

During the Regional Contract Review, |A found a wide range of these new
manufacturing and industrial businesses in Ontario. The Connection Fees and
monthly sewerage charges for these enterprises varied widely, as shown in the
table below (a more detailed version of the Table is included as Attachment B).

. e Connection Monthly Billing April 2014
Business | Address Description Foes Method Monthly Bill
G Flavoring Syrups
Jogue, Inc. ;| Pacific $ 74,197 .0202 Factor $23.80
Privado & Concentrates
New-indy 5100 E : (b) .
Ontario llc | Jurupa St. Paperboard Mill nfa Fixed 47 EDUs $629.33
3042 E.
Greif Inland Packaging supply n/a® No billing $0.00
Empire Blvd.
Liquid waste
Zurn 3690 E. . ()
S TerIs Jurupa St. disposal s_ystems n/a .04 Factor $2.68
supplier
Niagara l%?ﬁg d%l hia Water botiling $ 33,331 Fixed 66 EDUs $883.74
Bottling Ave P company ’ rate :
Wing Hin 2539 E. manufacturer of
9 HING | philadelphia | Chinese foods & $ 37,485 .0087 Factor $25.74
Foods
St noodles
. 3855 E. Manufacturer of Fixed 186 EDU
Haliburton Jurupa o D $69,043 rate $2,490.54
. Manufacturer of (a)
TropicalsRgji2o7 Y. fresh fruit & ice $6,177 5902 Factor $20,950.26
’ cream bars
. Manufacturer of $88.78
fimerican | 2490= . | chicken based pet | $168,070.72 0729 Factor | (May~1* month
erky - treats. available)

@)
&

Note August ‘14 Factor reduced to .0411 reducing bill to $2,356.25
Facilities in existence for extended period of time. Connection Fees not tested.

The number of industrial entities in the region is expected to grow in coming

years, magnifying their impact on fees.

economist for the Inland Empire Economic Partnership:

According to John Husing, chief
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{The following was from an article in the Los Angeles Times on March 20, 2015.)

The local logistics industry could even Lelp boost lagging manvfacturing emplovment,
Rusing said

The production process 1s increasinghy beang broken vp and scattered around the
woild. Husing believes that the Inland Empire distribution warehouses could do
double duty as factories where various component parts are assembled mto a final
product and delivered to customers

Industrial vacane rates i the Inland Empire have fallen to 4.5% from 12 8%
during the recession. As of December, 16 ¢ milbon sguare feet of industrial space
was under construction i the region — 80% of the total for Southern Cabfornia.

Although Connection Fees varied widely, |A has received information to support
the calculation of Connection Fees for all of the payments made by entities
shown, other than Halliburton. According to City of Ontario staff additional
Connection Fees based on industrial factors are still being negotiated with
Halliburton (see also additional information later in this report).

At the time of writing this report, |A has not received information to validate the
monthly sewerage fees for the manufacturing and industrial entities from the City
of Ontario although both the monthly billing factors/methods and the monthly
sewerage fees vary widely as shown.

IA noted confusion and a lack of clarity among Contracting Agencies about the
treatment of industrial entities:

e City of Ontario staff noted that IEUA Connection Fees can be an
impediment to businesses locating or relocating to their community
impacting the City’s goal of encouraging job growth, specifically the
industrial waste permit based on Biochemical Oxygen Demand (BOD) and
Total Suspended Solids (TSS), since in their experience this has resulted
in fee calculations that businesses believe to be prohibitively high.

« Another Contracting Agency noted that proximity to one of the two Non-
Recyclable Waste Systems (NRWS) can impact the costs to a business in
terms of their desire to connect to that system rather than the regional
sewerage system,

s Another Contracting Agency commented that Connection Fees paid by
industrial entities based on BOD and TSS are not related to Fixture Units
in the traditional sense and guidance is unclear about how these would be
transferred or owned if a building is sold to a new owner or if an owner
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wants to transfer these to a new location or if the industrial equipment is
removed.

+ Another Contracting Agency commented that it is unclear what value an
industrial entity receives for its previously purchased capacity as a
Significant Industrial User (SIU) when it is declassified from being one or
for the EDUs previously purchased when becoming an SIU.

The purpose of the Regional Contract is to ensure Connection Fees and monthly
sewerage charges are assessed and collected consistently and uniformly by all
Contracting Agencies. Exhibit J was revised as of June 19, 2013, to provide
clarity and guidance in selecting category types and collecting Connection Fees
more consistently throughout the region. Contracting Agencies had an
opportunity to express their ideas and concerns with any formulas or calculation
methods used to calculate Connection Fees.

IA recommends that IEUA and the Confracting Agencies compare and contrast
the Connection Fees and monthly sewerage charges from being an industrial
entity that is part of the regional sewer sysfem to the fees and charges paid for
contracting with either of the two NRWS lines, particularly for similar types of
businesses and consider options to ensure that fees and charges are fair,
equitable, determined in accordance with the intent of the Regional Contract, and
not a detriment to businesses considering a location in the Inland Empire.

IA recommends that IEUA and the City of Ontario work together to resolve their
differences regarding the calculation and collection of Connection Fees and
monthly sewerage charges for all commercial and public service categories, but
particularly for manufacturing and industrial entities.

IA recommends that IEUA take the lead fo, hold workshops, meetings, plant
tours and similar activities as an avenue where the Contracting Agencies’
personnel can discuss and ask questions related to the application of the
Regional Contract and the program. The workshops will provide a forum to
discuss questions about the calegory types to apply, questions on definitions,
other questionable items related to individual situations, as well as foster
cooperation and collaboration among all. One Contracting Agency may
encounter certain questions or situations that could apply to all other Contracting
Agencies. Having frequent and on-going meetings and discussions about the
application of the Regional Contract will benefit all Contracting Agencies and the
Regional Program to ensure there is consistent application of the Regional
Contract and issues are addressed timely.

4. Minimum sewer service fees based on one EDU: It would seem appropriate
that a commercial customer be billed, at the minimum, the rate for 1 EDU




City of Ontario

Regional Contract Review
May 28, 2015

Page 17 of 31

which is used for a residential customer, even if the commercial
consumption is lower than one calculated EDU.

All residential customers are billed 1 EDU (.7 for multi residential) regardless of
water consumption or actual use or waste flow. The audit noted instances where
commercial customers are billed a lower amount than what a residential
customer pays.

Commercial customers are billed converting water consumption into EDUs.
Sometimes the calculations produce a fraction of an EDU (less than 1 EDU).
The rate is applied to the calculated EDU or fraction of an EDU and the
commercial customer is bilied accordingly.

The monthly sewerage fee for a single EDU in the 2013/2014 fiscal year was
$13.39, yet IA noted commercial entities with billings as low as:

Business HCF Factor Monthly Billed Amount
Excel Industries, Inc. 10 0.0729 $9.77
Nesco, LLC 2 0.0729 $2.01
Astrophysics, Inc 1 0.0729 $0.94
Minsly, Inc 2 0.0729 $2.01
Anjuman E. Qutbi Mosque 14 0.067 $12.59
Jack Sweeney/Dynateck 1 0.0729 $094
Zurn Industries 5 0.04 $2.68
1690 Milliken 2 0.0729 $2.01

IA noted that Cucamonga Valley Water District and the City of Montclair both bill
a minimum base amount of one EDU per month to commercial enterprises even
if the amount determined through water usage would be lower under the
rationale that no business should pay less than the amount charged to a single
family residence.

5. Sewer service billing category inconsistencies: There is an inconsistency
between the rate charged for Connection Fees and the rate used for

monthly sewerage billing.

The billing formulas are based on the memorandum “Procedures for Establishing
a Regional Sewer Billing Formula” that was apparently adopted by the Regional
Technical Committee in 1997. The formulas are divided into Residential,
Commercial and Industrial categories and the Commercial categories are further
divided into eight Commercial categories and an additional category for schools.
Category eight includes: “Restaurant — full service; Restaurant — Fast food;
Market w/ grinder; and Bakery”.

1A notes that the inclusion of both full service and fast food restaurants in the
same classification for monthly sewerage contradicts the guidance provided for
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Connection Fees where full service restaurants are charged a significantly higher
sewage factor to connect than are fast food restaurants. In general, fulf service
restaurants would probably pay higher monthly fees from higher water
consumption even though their sewer factor is the same as for fast food
restaurants, however the rate classification structure does lump them together in
the same category. As part of renegotiating the Regional Contract, IEUA and the
Contracting Agencies should evaluate and consider the relationship between
monthly Sewer Service Fees and Connection Fees and determine the need to
creafe a correlation betwsen the two.

IA notes that documentation approving and mandating the billing methodology is
not available. Any revision should be presented to the IEUA Board of Directors
and formally adopted, based upon the recommendation of the Regional
Technical Committee,

Haliburton Foods

During the original planning for this review, the IEUA Planning and Environmental
Compliance Department requested IA determine the number of EDUs purchased by
Haliburton Foods. |A performed a review of Building Activity Reports from December
2011 through June 2013 that found $69,042.82 in total Connection Fees for 250 fixture
units amounting to 14.2482 EDUs. In addition City of Ontario staff provided a prior
permit for 3855 E. Jurupa Ave. for 18 fixture units, 0.7892 EDUs and $3,734.66 in fees
(most likely paid for construction of the original shell building). In connection with these
procedures, |A had the foliowing recommendations:

As part of renegotiating the Regional Contract, the Agency may want to consider adding
provisions for the collection of additional EDUs for existing fixture units at the higher
rates in situations where a change in category of usage occurs, at a minimum in
situations where the building has had no prior occupants.

As part of renegotiating the Regional Contract, the Agency should standardize the
Monthly Sewage report to require that Contracting Agencies provide sufficient
information to track customer history from the time of initial connection through on-
going/monthly services. The standardized monthly form should require that each non-
residential business be identified with the total number of EDUs reported for the month.

IEUA Planning and Pre-Treatment groups should take the lead to exercise the authority
provided under Regional Confract Section 26 Inspection of Facilities, and establish an
on-going monitoring program to inspect random facilities or those where there is a
suspected discrepancy in order to ensure the intent of the Regional Contract is applied
and ensure the integrity of the Regional Program.

As a result of conversations with City of Ontario staff, |A understands that the IEUA
Planning Department is in discussions with the City of Ontario about the classification
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and additional fees owed by Haliburton. Therefore, IA did not perform additional
procedures as part of this review.

Total Sewer Service Fee Billings/Revenue

As part of the review, 1A attempted to compare the Sewer Billing Revenues recorded by
|IEUA for agreement to the City of Ontario’s CAFR information to determine if all sewer
related collections/billings by the City are paid to (or “passed-through”) and reported to
IEUA. The City of Ontario records all Sewer Service Revenue into one fund, which
includes IEUA’s treatment fee, local sewer service fees, stand-by fees, and local sewer
capital replacement fees.

IA was unable to reconcile Sewer Service Revenue recorded by IEUA with the
Contracting Agency's CAFR information because of the multiple types of revenue
combined into one fund by the City.

Additionally, 1A noted the following variances between the Contracting Agency’'s CAFR
expenses and the revenues recognized by |IEUA that are based upon Monthly Sewer
Billing Reports submitted to IEUA:

IEUA Revenue compared to Ontario Expense
FY 2012/13 (Jul 1, 2012 through June 30, 2013}
Sewer Utility Revenue Sewer Utility Expense ending Balance Variance
ending balance from IEUA balance per City of Ontario’s over/{under) paid to
SAP for City of Ontario CAFR IEUA
$ 8,770,935 - $ 8,782,140 $ (11,205)

IEUA Revenue compared to Ontario Expense
FY 2012/13 {Jul 1, 2012 through June 30, 2013)

Sewer Utility Revenue Sewer Utility Expense ending Balance Variance
ending balance from IEUA balance per City of Ontario’s overf{under) paid to
SAP for City of Ontario CAFR IEUA
$ 9,532,321 $ 9,844,757 $(312,436)

|A did not receive information from City of Ontario staff about the reasons that utility
expense recorded by the City is higher than the amount billed by and shown on the
{EUA accounts.
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CAFR Reconciliation

IA verified that the CCRA amounts reported on the City's CAFR agree to what IEUA
reported on its CAFR at June 30, 2013 and June 30, 2014. The balance on both
reports was $3,337,340 at June 30, 2013.

At June 30, 2014 the City of Ontarioc’'s CAFR showed a balance of $3,935,945 with
additional accounts payable of $1,075,788. These two amounts agree in total to the
$5,011,733 shown in |IEUA’s CAFR. The accounts payable amount shown by Ontario
agrees to the “Capital Call” amount requested by IEUA for the third quarter of 2014.

Extra-Territorial Fees

The City of Ontario has no Extra-Territorial areas and does not charge Extra-Territorial
(ET) fees. In recent years the City has annexed some previously unincorporated areas,
but these were not considered ET areas as described in the contract.
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Internal Audit Recommendations

Through this evaluation, IA noted observations and recommendations to strengthen
administrative, accounting, recording, and reporting controls to ensure the intent of the
Regional Contract is achieved. Most of the recommendations provided could be applied
to all Contracting Agencies on a going-forward basis, as part of an amendment and/or
as part of the Regional Contract review and renegotiation process; in order to ensure all
Regional Contracting Agencies apply and administer the Regional Contract in a similar
and consistent manner. |A’s recommendations are for IEUA’'s Executive Management
to consider.

Recommendations relating to Connection Fees:
As part of the review and renegotiation of the Regional Contract, IEUA and the
Contracting Agencies should consider:

1. In addition to the regular meetings of the Regional Technical and Regional
Policy Committees, IEUA has already begun to provide ad-hoc meetings
and training as needed for things such as the updated excel Building
Activity Report and the Exhibit J subcommittee. [A noted that great
variability and understanding of IEUA, the Regional Contract and Exhibit J
exists amongst Contracting Agencies’ staff in departments such as
Building, Plan Check and Utility Billing. In order to develop greater
consistency and uniformity throughout the region, IEUA should consider
taking the lead in holding quarterly or more regular workshops, meetings,
plant tours and similar activities as an avenue where Contracting Agencies’
staff in departments such as Building, Plan Check and Utility Billing and/or
others as well can discuss and ask questions about the application of the
Regional Contract and Program. The workshops would provide a forum to
discuss questions about category types to apply, definitions, other
questionable items and individual situations, and foster cooperation and
collaboration among all. A Contracting Agency may encounter questions
or situations that could apply to other Contracting Agencies. Frequent and
on-going dialogue about the application of the Regional Contract would
benefit all Contracting Agencies and the Regional Program to ensure
consistent application of the Regional Contract and that issues are
addressed on a timely basis.

2. Having IEUA Planning and Pretreatment groups take the lead fo exercise
the authority provided under Regional Contract Section 26 Inspection of
Facilities, and establish an on-going monitoring program to inspect
random facilities or those where there is a suspected discrepancy in order
to ensure the intent of the Regional Contract is applied and ensure the
integrity of the Regional Program.

3. Comparing and contrasting the Connection Fees and monthly sewerage
charges associated with being an industrial entity that is part of the
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regional sewer system to the fees and charges paid for contracting with
either of the two NRWS lines (including transportation costs and distance),
particularly for similar types of businesses and consider options to ensure
that fees and charges are fair, equitable, determined in accordance with the
intent of the Regional Contract and not a detriment to businesses
considering a location in the Inland Empire. Additionally, clarifying the
relationship between EDUs and “paying for capacity” would assist the
Contracting Agencies and businesses considering locating in the region to
understand their costs at the outset.

4. A standardized calculation worksheet to assist all Contracting agencies in
the initial connection fee calculations. Currently, each Contracting Agency
utilizes its own calculation worksheet; the audit found inconsistencies in
the calculation worksheets when compared with the requirements of the
Regional Contract Exhibit J. The standardized calculation worksheet
should mirror the fixture unit types in Exhibit J and provide additional
clarification and uniformity to the fixture count process. The worksheet
should be flexible enough to allow for mulitiple components of a business
to be calculated at different Commercial categories when necessary. The
standardized calculation worksheet will facilitate computing the initial
Connection Fees in a consistent and uniform manner. Alternatively, a
process whereby IEUA would review, suggest changes and potentially
approve the calculation worksheet used by each Contracting Agency would
achieve similar results.

5. The inclusion of the connection calculation worksheets for all
nonresidential entities with monthly Building Activilty Reports as additional
support for the connections reported and the Connection Fees collected.
This would provide IEUA staff greater visibility and documented support
for the application of the category types and the fixture counts. This
process would also allow IEUA staff to contact the Contracting Agency Iif
any questions or discrepancies are noted.

6. Additional definitions and descriptions to the classification of businesses
in Exhibit J. This would reduce the risk of misclassification of businesses
and the potential under-collection of IEUA fees. Examples include private
community centers, swimming facilities and recreation centers in
residential communities. Ontario’s practice has been to classify these as
category lll which includes descriptions such as “health spa with pool”
whereas the City of Chino included these in category | along with fast food
restaurants, stores and offices. Although Exhibit J was recently updated
and now provides greater detailed definitions for many business types,
there still appears to be room for varying interpretation and application.
Businesses continue to evolve and new types of businesses emerge and
the Regional Contract should continually be updated to provide additional
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fanguage, definitions and guidance to ensure all types of commercial
businesses are classified consistently.

7. Additional clarification and descriptive information for the various types of
appliances, appurtenances and/or fixtures in the descriptions included in
Exhibit J. Examples include; defining the nature of an emergency drain,
clarifying differences between lavatories, wash fountains, receptors, sinks
and mop basins and defining whether a drinking fountain that includes a
separate basin for handicapped access consists of one or two fountains.
The review revealed differences in interpretation.

8. IEUA and the Contracting Agencies agreeing to establish, as part of the
permitting and plan check process, the requirement of having an IEUA
representative provide a final sign-off and approval, prior to the
Contracting Agency issuing a permit to a business or industry and allowing
a connection to the system. This added approval step would ensure that
IEUA is in agreement with the interpretation of the Contract and that the
appropriate category type and sewage factor have been applied so that the
correct Connection Fees are assessed and collected.

9. A two tier process of determining connection fees as part of Exhibit J that
distinguishes between common features that are part of any commercial
facility such as restroom toilets & sinks and those features that are unique
to a specific site, such as a butcher shop drain or a restaurant dishwasher
or washing sink, etc. This would create consistency in the treatment of
same-type and same-use fixture units.

10.Developing significant expertise within IEUA in fixture count techniques
and providing regular and ongoing training at the building departments of
the individual Contracting Agencies to develop consistency in the IEUA
fixture count process across the region.

11.Clarifying language describing the criteria for being classified a “Floor
Drain, Emergency” in Exhibit J. The City of Ontario charges two Fixture
Units for all floor drains under the general “Floor Drain” category whereas
in the City of Upland all California State Plumbing Code required drains
such as in bathrooms are considered “Emergency” and are charged zero
Fixture Units.

12. Adding language in the Regional Contract regarding recourse for non-
collection, in addition to over/under collection of Initial Connection Fees.

Although the City of Ontario collected Connection Fees for other types of Public Service
Facilities, the City did not coliect Connection Fees for new construction at the pubiic
schools selected for testing.
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Recommendations relating to Public Service Facilities:
As part of the review and renegotiation of the Regional Contract IEUA and the
Contracting Agencies should consider:

13. The legal and financial impacts of excluding Public Service Facilities from
the charge for Connection Fees and monthly sewerage charges. As
documented under the audit report “Comparison of the Regional Sewage
Service Contract and Program with similar contracts and programs”, IA
found that some Agencies (for example, the Los Angeles County Sanitation
Districts) exclude local governmental agencies such as public K — 14
schools and City governments from both Connection Fees and monthly
sewerage charges.

14.Adding language to the Regional Contract regarding IEUA’s inspection and
verification rights for Public Service Facilities as to Connection Fees and
monthly sewerage charges and the recourse IEUA has when IEUA believes
a Contracting Agency has under-collected and/or under-reported them.

IEUA sewerage revenue from the seven Regional Contracting Agencies totaled almost
$43 million for the 2013/14 fiscal year, yet IEUA relies entirely on a one-page self-
reported monthly EDU count from the Contracting Agencies to generate invoices for
these revenues with no significant oversight or reconciliation. Once these self-reported
EDU totals are provided to IEUA (generally approximately 15 days after the end of the
month), IEUA generates invoices that are mailed to each of the Contracting Agencies.
The Contracting Agencies then have 45 days to remit their payments. The following
recommendations are intended to improve and make this process more efficient:

Recommendations relating to sewer service fees:
As part of the review and renegotiation of the Regional Contract IEUA and the
Contracting Agencies should consider:

15. Establishing the collection of the monthly sewer service fees (Volumetric
Fees) directly for the entire region through the County’s Property Tax Roll.
Collection of the sewer service fees through the property tax roll could
resulf in a more efficient process and reduce the administrative resources
used by Contracting Agencies in billing and collecting for these fees,
Residential properties could be transferred initially until consideration is
given to ways in which and whether to transition fees from commercial,
industrial and other entities.

16. How and which customers are billed for sewerage services. As an example
the Los Angeles County Sanitation Districts do not bill local governments
and schools for monthly sewerage services. As another example Paso
Robles and the City of Mill Valley are measuring residential water flows
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during winter months to develop a differentiated rate structure for
residential customers as opposed to the uniform 1 EDU per residence no
matter what size utilized by IEUA. Conversely, the City of Fontana bills all
customers, residential and commercial, a fixed billing amount based upon
the number of EDUs purchased.

17. The relationship between monthly sewer service fees and Connection Fees.
For example fast-food restaurants and full-service restaurants are both
included in Category 8 for monthly sewerage billing purposes and pay at
the same rate. However, for purposes of Connection Fees fast-food
restaurants are grouped with office, retail and similar uses (which are
Category 1 for monthly sewerage billing). Therefore, fast-food restaurants
incur lower Connection Fees, but pay monthly sewer service fees at the
higher rates charged to full-service restaurants. Such inconsistencies
between Connection Fees and monthly sewerage charges reduce the
credibility of the established rate categories and could lead them to be
challenged.

18. Standardizing and providing more detailed regular reporting of the ongoing
sewerage charges. In particular an automated item by item detailed listing
of non-residential charges would provide information that could be
reviewed and researched for anomalies and reconciled on a regular basis.
Alternatively, an automated interface between IEUA and the Conftracting
Agencies would provide similar advantages.

19. Evaluating the current process used for invoicing each Contracting Agency
for monthly sewer fees collected. By establishing a contract for monthly
payment instead of relying on the invoice process, each Contracting
Agency could provide the EDU information and remit the funds collected to
IEUA directly within a reasonable period of time; instead of waiting for an
invoice that delays payment for up to 45 days. By reengineering the
process, IEUA would receive the monthly sewer fees collected by the
Contracting Agencies in a more efficient and timely manner.

20.Ensuring all current customers receiving sewer services are reported on
the Monthly Volumetric report and the appropriate rates are paid to IEUA,
according to the Regional Contract. Work together with IEUA to resolve
the accounts identified in this review, where there is no indication that
monthly sewer fees are paid to IEUA.

21. Adding language in the Regional Contract regarding recourse for non-
payment of monthly sewerage services provided.
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Although this is not a financial audit, and |1A makes no recommendations to the City of
Ontario, the following are suggested recommendations for the City of Ontario’s
consideration.

Recommendations for consideration by the City of Ontario:

The City of Ontario should:

22.Work to resolve issues regarding the calculation and collection of
Connection Fees and monthly sewerage charges for manufacturing and
industrial entities.

23.Work together with the local School Districts to determine and collect any
additional Connection Fees that are due to IEUA as required by the
Regional Conftract.

24.Examine and restructure the Connection Fee calculation and collection
process to ensure that the fixture unit counts are correctly tallied, the
categorization of businesses is appropriate and that connection fees are
not under-collected. The current procedure omits the critical step of
verifying that the Connection Fee calculation conforms to the
building/plumbing plans.

25.Consider the City of Upland’s cross-departmental approach to the
Development Review Process. This team approach to the Development
Review Process (or, alternatively a liaison relationship with the Fire
Department which seems to play a role even with Public Service Facilities)
facilitates obtaining information about new Public Service Facilities
construction to ensure fee collection.
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Discussions with City of Ontario and Planning & Environmental Compliance

We provided the results of this audit to Mr. Michael Sigsbee, Utilities Admin Services
Manager, Mr. xx, Senior Engineer and Ms. Delilah Patterson, Revenue Services
Director for their review and comments prior to finalizing the report. We also discussed
the report with Chris Berch, Executive Manager of Engineering/Assistant General
Manager, Sylvie Lee, Manager of Planning and Environmental Compliance, Andy
Campbell, Deputy Director of Planning and Environmental Compliance, Craig Proctor,
Pretreatment and Source Control Supervisor, Pietro Cambiaso, Senior Engineer and
Kenneth Tam, Environmental Compliance Officer of the |EUA Planning and
Environmental Compliance Department prior to finalizing this report, for their review and
comments.
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Action Items

IA will submit a separate report for each of the seven Contracting Agencies as each
review is completed. At the conclusion of the audit of all seven Contracting Agencies,
IA will provide a comprehensive report summarizing all the identified observations and
recommendations and any additional observations and recommendations identified
throughout this process. IA anticipates finalizing the seven audit reports and the
comprehensive report by June 2015; in the meantime the recommendations provided in
this report should be evaluated and considered at this time.
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ATTACHMENT A

REGIONAL CONTRACT REVIEW:
CITY OF ONTARIO

REVISED CALCULATION WORKSHEET
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ATTACHMENT B

REGIONAL CONTRACT REVIEW:
DETAILED TABLE OF
CONNECTION FEES
AND
MONTHLY SEWERAGE CHARGES
FOR

INDUSTRIAL AND MANUFACTURING BUSINESSES
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THE CITY OF ONTARIO
INDUSTRIAL AND MANUFACTURING BUSINESSES
INITIAL CONNECTION FEES AND MONTHLY SEWERAGE BILLING

i Business Address Description Connection Fees | Monthly Billing Example |  April 2014
| Noted ' Monthly Bl
Jogue, 4142 E Flavoring Domestic industrial: | April 2014 Billing: 88 HCF
Inc. Pacific Syrups & $10,313 @ .0202 Factor $23.80
Privado Concentrates Industrial: $63,884
New-indy | 5100 E Paperboard Mill | None provided, in April 2014 billing:
Ontario llc | Jurupa St. existence for Fixed 47 EDUs rate $629.33
extended period
Greif 3042 E. Packaging None provided, in No April 2014 billing for
Inland supply existence for water or wastewater. $0.00
Empire Blvd, extended period
Zurn 3690 E. Liquid waste Per building permit | April 2014 billing: Two
Industries | Jurupa St. disposal fixtures established | meters. one with 5 HCF
systems in 2001 @ .04 Factor & another $2.68
supplier with 0 HCF, but not turned
off.
Niagara 2560 E. Water bottling Commercial from April 2014 billing: Fixed 66
Bottling Philadelphia | company 3/2006 to 6/2013 EDUs rate $883.74
Ave. $33.331
Wing Hing | 2539 E. manufacturer of | March 2007: April 2014 billing: 221 HCF
Foods Philadelphia | Chinese foods | $5,967 (purchased | @ .0087 Factor
St. & noodles by Haliburton) $25.74
Industrial: April
2013 $31,518
Haliburton | 3855 E. Manufacturer of | Commercial and Apni 2014 billing: Fixed
Jurupa soups & Domestic industrial | 186 EDU rate
sauces purchased from $2,480.54
2011 -2013
$69,043
Tropicale | 1237 W. Manufacturer of | Commercial April 2014 billing: 2,651
Foods State St. fresh fruit & ice | connections per HCF @ .5902 Factor.
cream bars BAR from 2007 — August 2014 billing: 3,984 $20,950.26
2010: $6,177 HCF @ .0411 factor
reducing bill to $2,356.25.
American | 2400 E. Manufacturer of | Domestic industrial | May 2014 was first month $88.78
Jerky Francis St. chicken based | and industrial: billed for 91 HCF at office/ | (May —1* month
pet treats $168,070.72 commercial factor of .0729 available)

Received information to support the calculation of Connection Fees for all of the payments made
by entities shown, other than Halliburton.
Have not received information to validate the monthly sewerage fees.
Noted confusion and a lack of clarity amongst Contracting Agencies about the treatment of
industrial entities.
Recommend Connection Fees and monthly sewerage charges be compared and contrasted for
industrial entity connected to regional sewer system with fees and charges paid for contracting

with either of the two NRWS lines,

Recommend options to ensure that fees and charges are fair, equitable and not a detriment to

businesses considering a location in the Inland Empire.
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=" gl Infand Ernpire Utilities Agency
A MUNICIPAL WATER DISTRICY

Date: June 17, 2015

To: The Honorable Board of Directors

Through: Audit Committee (06/10/15)

From: Teresa V. Velarde
Manager of Internal Audit

Subject: Follow-Up of Outstanding Recommendations - Pre-Treatment and Source
Control

RECOMMENDATION

This is an informational item for the Board of Directors to review.

BACKGROUND

Internal Audit (IA) has completed the follow-up evaluation of the outstanding recommendations
for Pre-Treatment and Source Control (PTSC) according to the approved Fiscal Year 2014/15
Annual ‘Audit Plan. The Internal Audit Department Charter requires that IA perform follow-up
evaluations to determine the progress made to implement the recommendations provided in
previous audits. The follow-up audit evaluates the status of the eleven recommendations made
in the audit reports dated August 22, 2012 and February 26, 2013. Recommendations previously
provided were made to strengthen controls over industry Self-Monitoring Reports (SMRs)
review and IEUA’s Enforcement Response Plan, along with invoicing and inspection activities
of Significant Industrial Users (SIUs).

Based on the results of the follow-up evaluation, IA reviewed the corrective actions that have
been made for two of the eleven recommendations provided in the 2012 PTSC audit. The other
nine recommendations noted in the 2013 PTSC audit report are no longer applicable due to the
new agrecement between IEUA and the County Sanitation Districts of Los Angeles County
(CSDLAC). In 2013, IEUA renegotiated the agreement with CSDLAC to ensure the rate
structure provided cost-recovery, along with equitable and consistent application of the
ordinance among the industries. On July 1, 2014, the new agreement became effective and
resulted in changes to the invoicing methodologies and processes and procedures.

TA will evaluate PTSC’s operations and application of the new agreement with CSDLAC during
a future audit.



Follow-Up of Outstanding Recommendations - Pre-Treatment and Source Control
June 17, 2015
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PRIOR BOARD ACTION

On September 17, 2014, the Board of Directors approved the Annual Audit Plan for Fiscal
Year 2014/15.

On December 18, 2013, the Board of Directors reconfirmed the Internal Audit Department
Charter.

IMPACT ON BUDGET

None.

G-\Board-Rec'2015\15138 Board Letter - Follow up Rpt - PTSC.docx



‘in 6075 Kimball Ave, « Chino, CA 91708
P, PO. Box 9020 « Chino, Hills, CA 91709
TEL (909) 993-1600 « FAX (909) 597-8875

Inland Empire Utilities Agency www.feus.ory
s A MUINICIPAL WATER DISTRICT
DATE: June 1, 2015
TO: Joe Grindstaff
General Manager
FROM: Teresa V. Velarde

Manager of Internal Audit

SUBJECT: Follow-Up of Outstanding Recommendations
Pre-Treatment and Source Control

Audit Authority
The Internal Audit (IA) Department's Charter and the Annual Audit Plan require that IA

follow-up on the status of audit recommendations to determine if corrective actions have
been implemented. [A completed a follow-up review of the 11 outstanding
recommendations provided in the Pre-Treatment and Source Control (PTSC) audit
reports dated August 22, 2012 and February 26, 2013. The audit was performed under
the authority provided by the Inland Empire Utilities Agency (IEUA) Board of Directors.

Audit Objective and Scope
The purpose of the follow-up audit was to evaluate the corrective actions implemented

as a result of the 11 outstanding recommendations previously provided. The PTSC
Interim Audit Report was issued in August 2012 and provided two recommendations to
strengthen controls over the industry Self-Monitoring Reports (SMRs) review and
IEUA’s Enforcement Response Plan. Subsequently, |A issued the final PTSC Audit
Report in February 2013, which provided nine recommendations for the Invoicing and
Inspection activities of Significant Industrial Users (SIUs), resulting in a total of 11 audit
recommendations.

At the time of finalizing the PTSC audit report, IEUA staff was already in discussions to
review the rate structure for industries and make changes to the agreement between
IEUA and County Sanitation Districts of Los Angeles County (CSDLAC). On December
18, 2013, the |\EUA Board of Directors approved a new agreement between |IEUA and
CSDLAC that became effective July 1, 2014. With the renegotiation of the agreement,
IEUA’s processes and procedures have changed to meet the terms and provisions of
the new agreement. Therefore, this follow-up review focuses on any previous
outstanding recommendations whereby corrective actions were possible. The report
that follows provides a summary of the status of each outstanding recommendation.

Water Smart — Thinking in Terms of Tomorrow

Terry Catlin Michael E. Camacho Steven J. Elie Jasmin A. Hall Gene Koopman P.Joseph Grindstaff
President Vice President Secrefary/Treasurer Director Diractor General Manager
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Audit Techniques
Audit techniques included:
* Interviews with Agency staff
Review of prior audit reports
Review of [IEUA's Operating and Capital Program Budget (FY 2014/15)
Review of PTSC’s Standard Operating Procedures (SOPs)
Review of IEUA’s Enforcement Response Plan

Audit Results — Executive Summary

At the time of the original audit report, the department responsible for the Pre-treatment
duties was under PTSC reporting to the Executive Manager of Engineering. Currently,
the Pre-treatment duties fall under the Planning and Environmental Compliance
Department, reporting to the Executive Manager of Engineering/Assistant General
Manager in the Engineering Division.

Based on the results of the review, |IA reviewed the corrective actions that have been
made for two of the 11 recommendations provided in the 2012 PTSC audit. The other
nine recommendations noted in the 2013 PTSC audit report are no longer applicable
due to the new agreement between IEUA and CSDLAC. On July 1, 2014, the new
agreement became effective and resulted in changes to the invoicing methodologies
and processes and procedures.

IA will evaluate PTSC’s operations and application of the new agreement with CSDLAC
during a future audit when necessary or requested and as scheduled through the
Annual Audit Plan.

Acknowledgements
We would like to extend our appreciation to PTSC and Planning and Environmental
Resources Department staff for their cooperation during this review.

Discussions with Management
We provided the results of this follow-up review to Ms. Sylvie Lee, Manager of Planning

and Environmental Resources and Mr. Craig Proctor, PTSC Supervisor on May 20,
2015, prior to finalizing this report for their review and comments.

Written Response to internal Audit

All outstanding recommendations have been cleared. There are no outstanding
recommendations and no new recommendations were provided in this report. No
response is required.

TV:sn



Pre-Treatment and Source Control
Follow-up Audit Report

June 1, 2015

Page 3 of 6

Background
For an overview of IEUA’s Regional Pre-Treatment program, Non-Reclaimable

Wastewater System (NRWS), and the Agency’s agreement with CSDLAC and Santa
Ana Watershed Project Authority (SAWPA), |A refers the readers to the PTSC audit
reports dated August 22, 2012 and February 26, 2013, which were received and filed by
the Board of Directors, or these can be requested from the Manager of Internal Audit.

Readers are also encouraged to refer to IEUA’s Operating and Capital Program Budget
for FY 2014/15 to obtain additional information.

Status of Recommendations provided in the August 22, 2012 Audit Report:

Standard Operating Procedures
Recommendation #1: PTSC should develop a Standard Operating Procedure to

include all key processes in the evaluation of an industry SMR and ensure
required PTSC staff is trained on the procedures. PTSC should consider
addressing/including the following in the SOP:

e The SOP should provide a systematic process for staff to follow when
analyzing and reviewing industry SMRs. For example, a checklist would
serve as a good tool for staff to ensure that all review steps are followed.

* The SOP should stipulate the industry criteria that is to be considered and
the documents that are to be referenced when determining industry
compliance (i.e. industry permits, 40 CFR 136, etc).

o The SOP should establish procedures that are to be followed when
violations are noted and require staff to document violation, enforcement
actions taken, and brief explanation for determination of enforcement
action taken.

» Ensure PTSC staff is trained on the SOP requirements.
Status: Implemented

During the previous audit, IA found that PTSC did not have documented Standard
Operating Procedures (SOPs) that detail the steps that should be followed by PTSC
staff when reviewing and analyzing industry SMRs. The purpose of SOPs is to ensure
processes and procedures are consistently and uniformly performed by staff during
absences, staffing changes, and cross-training. Having written procedures serves as
an added control to ensure functions are performed consistently and uniformly.
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During this follow-up evaluation, [A noted that PTSC has the following SOPs:

» Inspection of Industrial Users (Dated XX/XX/XX, and signed) — provides
guidelines and procedures to be utilized in performing inspections of industrial
users within IEUA’s service area and compliance with Pretreatment Program
standards and requirements.

* Industrial User Self-Monitoring Reports (SMRS) (Dated XX/XX/XX, and signed)

— establishes guidelines and detailed procedures for the review of Industrial
User's SMRs and compliance with the Code of Federal Regulations (40 CFR
403.8 (f)(2)(iv)), and

» Sample Collection and Testing (Dated XX/XX/XX, and signed) — establishes
guidelines for the collecting, handling and preserving of wastewater samples and
compliance with the requirements of the Code of Federal Regulations (40 CFR
Part 136).

IA reviewed the SOPs, which have been finalized, approved, and signed off by the
Manager of Planning and Environmental Resources in May 2015. Going-forward, 1A
recommends that PTSC continue to ensure SOPs are up-to-date, added as required,
and reflect current business practices/procedures to ensure consistency.

IEUA’s Enforcement Response Plan
Recommendation #2: With regards to the Agency’s Enforcement Response Plan,
PTSC should:

» Ensure that enforcement actions are in accordance with the Agency’s ERP
or document the judgment used when deviating to prevent the appearance
of inconsistent application.

» Determine if revisions are needed and incorporate them the next time the
ERP is taken before the Board of Directors for adoption.

» Determine the need for an NRWS Enforcement Response Plan.
Status: Implemented

During the previous audit, 1A found instances of enforcement actions taken by PTSC
staff that were not consistent with the IEUA Board-approved Enforcement Response
Plan (ERP) and enforcement actions that were not carried out in a timely manner. The
Code of Federal Regulations, 40 CFR 403.8 (f}5)), requires all pre-treatment programs
to develop and implement an ERP, which is currently utilized by IEUA for both the RSS
program and NRWS industries. The ERP provides the guidelines and criteria to
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determine whether industrial users (SlUs) are in compliance with the pre-treatment
standards, and outlines the enforcement actions to be carried out for non-compliance.

With the renegotiation of the new agreement between IEUA and CSDLAC, the
Department updated and revised the Agency’s ERP, which was presented to IEUA’s
Board of Directors for approval and adoption on October 15, 2014,

|A did not perform any test work to verify if enforcement actions are in accordance with
the new ERP. The new agreement between IEUA and CSDLAC resulted in changes to
the processes and procedures; therefore, IA will evaluate PTSC's operations and
compliance with the Agency's ERP during a future audit.

Status of Recommendations provided in the February 26, 2013 Audit Report:
The audit report dated February 2013 provided nine recommendations (as shown in the

table below) for the Invoicing activities and Inspection operations related to Industrial
users. Because of the changes resulting from the new agreement between IEUA and
CSDLAC, the recommendations are no longer applicable.

Number Recommendation
A recommends that AFM and FP coordinate to perform periodic reconciliations of total
1 actual [EUA expenses to total actual IEUA revenues collected. This periodic reconciliation

process would highlight where IEUA stands financially and provide more information for
setting appropriate rates that more closely recover all IEUA administrative expenses.

IA recommends that FP take the lead to establish a contact and ongoing coordination with
2 the CSDLAC finance group to gather additional, detailed, financial information on CSDLAC
projected costs that will assist in the development of more appropriate IEUA rates.

IA recommends that FP establish a process to document the analysis of the CSDLAC

3 costs/expenses and its cost drivers by reviewing year-to-date and historical data at the time
of rate setting. FP should inquire from CSDLAC about any anomalies observed during their
evaluation.
|A recommends PTSC work with AFM to review invoices from CSDLAC and ensure these

4 are accurately calculated before processing for payment; any discrepancies identified

should be immediately resolved with CSDLAC.

IA recommends that PTSC initiates the process to work with other IEUA staff to evaluate the
5 costs and benefits, and the need to retain the current level of capacity in the Brine Line, and
evaluate the possibilities for selling, leasing, or relinquishing unused capacity.

IA recommends AFM evaluate the current invoicing methodology, and determine if greater
6 efficiencies could be achieved by synchronizing the timing of the South NRWS industries
invoices to correspond with the payment of the SAWPA monthly invoice, and ensure there is
an adequate reconciliation process coordinated with PTSC.

IA recommends PTSC document Standard Operating Procedures to address the various
processes as they relate to the NRWS program and functions, for example, coordinating the
7 review of invoices with AFM, implementing special or new agreements, and inspection
activities. Agency Policy A-51 should be used as a reference when documenting

. departmental Standard Operating Procedures.
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IA recommends PTSC coordinate with CAP to determine and implement a plan to formalize,
8 as needed, the special agreements, such as obtaining formal Board approva! andfor
documenting the contracts or amendments.

IA recommends PTSC coordinate with CAP to determine and implement controls to ensure
9 future special agreements are fully documented and disclosed, and approved by the Board
of Directors as needed and required by the Ordinance.

AFM = Accounting and Fiscal Management; FP = Financial Planning

At the time of finalizing the original PTSC audit report (date February 2013), IEUA staff
and CSDLAC had already begun discussions to renegotiate the agreement and review
the NRWS rate structures. |A supported the discussion efforts and recommended that
any proposed revisions to the agreement and rate structure consider equity among the
industries and rates are consistent with the level of services provided to the industries.

According to PTSC the current process is adequate and ensures payments are made
timely. Because of the changes resulting from the new agreement with CSDLAC, IA will
consider an evaluation the invoicing processes and procedures for both the North and
South NRWS systems in a future audit as scheduled through the Annual Audit Plan.
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# Inland Empire Utilities Agency
A MUNICIPAL WATER DISTRICT

Date: June 17, 2015
To: The Honorable Board of Directors
Through: Audit Committee (06/10/15)
From: Teresa V. Velarde()
Manager of Internal Audit
Subject: Report on Outstanding Audit Recommendations
RECOMMENDATION

This is an informational item for the Board of Directors to review.

BACKGROUND

The Internal Audit Department Charter (Charter) and professional standards require that Internal
Audit Department (IA) follow-up on the status of open and outstanding audit recommendations
to determine if corrective action efforts have been made. The Charter also requires IA to
annually provide, to the Audit Committee and Board of Directors, a report listing all outstanding
audit recommendations with implementation plans and planned resolution dates.

The table that follows on the next page summarizes the total outstanding recommendations by
audit report name and date when the report was issued. The attached provides a list of all
outstanding recommendations.

All audit reports request that the audited businesses unit submit a corrective action plan to IA.
Additionally, upon completion of the audits and during exit mectings, follow-up audit action is
discussed with the auditees. The IA website on AIMS, available to all Agency employees, also
provides information on the audit approach and describes the purpose and process of an internal
audit and the follow-up action requirements. During audits, including follow-up audits, IA
coordinate and work in collaboration with the auditees to make the follow-up process efficient.

Of the 72 open recommendations reported in the FY 2014/15 Annual Audit Plan, 39
recommendations do not require a follow-up review at this time because they relate to audits
completed during FY 2013/14 and staff requires sufficient time for full implementation,
therefore, these are noted as “recommendations remaining to be verified by IA”. The other 28
recommendations are in progress of being evaluated. IA staff has been working closely with
various Agency representatives to follow up on the status of those recommendations. Once the
in progress follow up reviews are completed, 1A will provide the results in separate, documented
audit reports.
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List of Qutstanding Recommendations
, ; :
Fallow-up , No. of Recs. ‘
review in ;| Remainmg to | Planned
| progressby . be Verified by | Follow-
Ares Audited Report Issued Date | [4 i 1A Up by TA

Intercompany Receivables - CDA February 24, 2011 2

Intercompany Receivables - RCA March 30, 2011 2

Intercompany Receivables - Watermaster August 30, 2011 6

IT Equipment August 21, 2012 16
i IT Equipment Follow-Up November 14, 2012 2

Payroll Audit August 24, 2010 1 FY2016

Human Resources Follow-Up June 20, 2012 1 FY2016

Contracts and Procurement Follow-Up August 29, 2012 2 FY2016
| 2013 Petty Cash May 31, 2013 5 FY2016
| SCE Utility Payments August 28, 2013 3 FY2016
| Accounts Payable Follow-Up August 29, 2013 9 FY2017
| Automobile Insurance Requirements March 3, 2014 2 FY2017
I Vehicle Security Procedures March 3, 2014 3 FY2017

Vehicle Inventory Procedures March 12, 2014 13 FY2017

Total 28 39

Regional Contract Review
In addition to the outstanding recommendations from the various audits noted above, to-date, 1A
has completed eight different audit reports related to the Regional Contract Review:

* Interim Audit Report for Cucamonga Valley Water District (March 2015)

* Interim Audit Report for the City of Chino (December 2014)

* Interim Audit Report for the City of Fontana (December 2014)

* Interim Audit Report for the City of Montclair (September 2014)

* Interim Audit Report for the City of Upland (September 2014)

*  “Survey of Comparative Information of the Seven Contracting Agencies” (September 2014)
* “Regional Contract Review — Review of the Ten Year Forecast” (June 2014)

* “Regional Contract Review — Survey of Comparable Agencies” (June 2014)

Upon completion of all reviews related to the Regional Contract Review, IA will submit a
comprehensive report with final recommendations for IEUA to consider in moving forward with
renegotiating the Regional Contract. To-date, IA has provided 31 recommendations.

IA anticipates completion by June/September of 2015.

PRIOR BOARD ACTION

On September 17, 2014, the Board of Directors approved the Annual Audit Plan for Fiscal
Year 2014/15.

G:\Board-Rec\2015\15140 June 2015 Board Letter - List of Open Recommendations.docx
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On December 18, 2013, the Board of Directors reconfirmed the Internal Audit Department
Charter.

IMPACT ON BUDGET

None

G:\Board-Rec\2015\15140 June 2015 Board Letter - List of Open Recommendations.docx
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“»

i Infand Empire Utilities Agency
A MUNICIPAL WATER DISTRICT

Date: June 17, 2015
To: 'The Honorable Board of Directors
Through: Audit Committee (6/10/15)
From: Teresa V. Velarde a&é_’—
Manager of Internal Audit
Subject: Internal Audit Department Status Report for June 2015
RECOMMENDATION

This is an information item for the Board of Directors to review.

BACKGROUND

The Audit Committee Charter requires that a written status report be prepared and submitted each
quarter. The Internal Audit Department Status Report includes a summary of significant internal
and external audit activities for the reporting period. Attached is the Status Report for June 2015.
PRIOR BOARD ACTION

On September 17, 2014 the Board of Directors approved the Annual Audit Plan for Fiscal Year
2014/15.

On December 18, 2013, the Board of Directors reconfirmed the approved Audit Committee
Charter.

IMPACT ON BUDGET

None.

G:\Board-Rec\2015'15137 Board letter - IAD Qtrly Status June2015.docx
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Projects Completed This Period

Audit: Regional Contract Review

Scope:

The objectives of the Regional Contract review include:

Evaluation of how the seven Contracting Agencies apply the Regional Contract provisions
Determine if the seven Contracting Agencies comply with the Regional Contract requirements
Determine opportunities to improve processes and procedures

Identify opportunities and make recommendations for consideration as part of the Regional
Contract renegotiation

The review covers the period from July 1, 2012 through December 31, 2013 and where possible considers
events subsequent to that period. |A performed a variety of audit procedures to evaluate:

= [nitial Connection Fees
+ Public Service Facilities Connection Fees
= Monthly Volumetric Sewerage Charges
« Extra-Territorial Fees
* Reconciliations of fees collected and paid to IEUA
¢ Overall recordkeeping
City of Ontario DRAFT June 2015

Expected Completion Date: September 2015
Refer to the draft report under separate cover for a complete report to date of the observations and
recommendations. IA has submitted the Interim Audit Report for the City of Ontario in draft form so as to

provide the City of Ontario every opportunity to provide additional information to finalize the evaluation. 1A
noted the following:

¢ Connection Fees: Prior to the June 19, 2013 revision of Exhibit J, guidance about fixture unit counts
was limited to the California Plumbing Code. As a result, the City (like all Contracting Agencies)
had improvised their own calculation worksheets resulting in fewer categories and varying fixture
unit amounts than that shown in the revision to Exhibit J, in most cases leading to calculations
made by the City that understated Connection Fees. For the items tested, Ontario under-collected
about $75,000 in Connection Fees. The review found that the City of Ontario’'s automated
calculation worksheet, built into their permits system, utilized to calculate Connection Fees, still has
fewer and differing categories than cutiined in Table 1 of Exhibit J, although the fixture unit values
for the categories shown do now agree with Table 1. IA has included multiple recommendations
to improve the Connection Fees calculation and collection processes.

¢ Ontario asks permit applicants to self-assess their fixture units and determine the Connection Fees
they owe. This procedure omits the step of verifying that the actual Connection Fee calculation
conforms to the building/plumbing plans. In addition, the City of Ontario is not fully utilizing the
expertise of its Building Department staff in collecting fees.

» Public Service Facilities: Recent construction information was obtained from a variety of public
records for testing. The City does not collect connection fees from construction at schools in the
community. Fees of $1.4 million are reported as having been paid for Kaiser Permanente’s Ontario
Medical Center. |A has included recommendations suggesting enhanced communication and
collaboration with the School Districts in the community as a means of encouraging connection fee
payments.
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Commercial Volumetric Sewerage Accounts: Approximately a third of the monthly sewerage billing
items tested noted erroneous rates or other concerns. |A has asked the City for additional
information.

Manufacturing and Industrial Entities: There appears to be a need to improve guidelines to
Contracting Agencies for manufacturing and industrial enterprises to ensure that Connection Fees
and monthly sewerage charges are assessed correctly, are fair and equitable, and are determined
in accordance with the intent of the Regional Contract.

City of Chino Hills COMPLETED June 2015

Refer to the final report under separate cover for a complete report of the observations and
recommendations. IA noted the following:

Connection Fees: In most cases the calculations made by the City were materially accurate. Prior
to the June 19, 2013 revision of Exhibit J guidance about fixture unit counts was limited to the
California Plumbing Code. As a result, the City (like all Contracting Agencies) had improvised their
own calculation worksheets resulting in fewer categories and varying fixture unit amounts than that
shown in the revision to Exhibit J. IA has included multiple recommendations to improve the
Connection Fees calculation and collection processes.

Public Service Facilities: The City collected Connection Fees for all Public Services Facilities tested
other than Chino Hills High School which added a pool, showers and locker rooms. The City does
not generally collect Connection Fees from construction at schools in the community. |A has
included recommendations suggesting enhanced communication and collaboration with the School
Districts in the community as a means of encouraging connection fee payments.

Commercial Volumetric Sewerage Accounts:

o The Regional Contract does not provide guidance for businesses included under a master
meter. Many businesses in Chino Hills are located in commercial centers served by master
meters, meaning the City bills the owner or anchor tenant of a commercial center based
on one water meter that serves all tenants. |A has recommended a minimum commercial
rate of 1 EDU per month.

o The Regional Contract does not provide for minimum sewer service fees of at least one
EDU for commercial customers. Commercial customers are billed for sewer services
based on water usage. It would seem that a commercial customer should be billed a
minimum rate for 1 EDU (rate for a residential customer) even if commercial consumption
is lower than one calculated EDU. A noted instances where commercial customers are
billed a lower amount than what a residentiat customer pays. |A has recommended that
Exhibit J provide additional guidance.

Cucamonga Valley Water District COMPLETED March 2015

City of Chino COMPLETED December 2014
City of Fontana COMPLETED December 2014
City of Montclair COMPLETED September 2014
City of Upland COMPLETED September 2014

Refer to the final reports under separate cover for details on all observations and recommendations

|A also submitted the following audit reports related to the Regional Contract Review:
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+ The report titled "Regional Contract Review — Review of the Ten Year Forecast” was completed in
June 2014. The scope of the Ten Year Capacity Demand Forecast (TYCDF) review was to
evaluate the TYCDF prepared by each of the seven Contracting Agencies and how that information
is subsequently compiled and utilized by IEUA to prepare the IEUA Ten Year Capital Improvement
Plan (TYCIP). The review considered the requirements of the Regional Contract and how those
requirements are met through the TYCDFs prepared by the Contracting Agencies and the TYCIP
prepared by IEUA.

* The report titled “Regional Contract Review — Survey of Comparable Agencies” was completed in
June 2014. The report compared IEUA’s Regional Contract and program with four similar
agencies/programs in California. The review evaluated the structure used to bill and collect
Connection Fees and sewer service fees from residential, commercial, industrial and public service
users. The review considered whether greater efficiencies could be gained from adopting different
applications and methodologies in administering the contract and collecting fees as applied at other
agencies.

» The “Survey of Comparative Information” was compieted in September 2014. This report provided
a comprehensive side-by-side comparison of the preliminary responses received from each
Contracting Agency about how the Regional Contract provisions are applied.

» The first “Internal Audit Recommendations” report was completed in September 2014. This report
provided a comprehensive list of recommendations and the related relevant Contracting Agency.
This report was limited to the two Contracting Agencies that had been completed: Upland and
Montclair.

¢ A new “Internal Audit Recommendations” report has now been completed. This report has been
updated to include all seven Contracting Agencies. This report is complete and is presented under
separate cover for this agenda. There are three sections of recommendations:
o Connection Fees Recommendations
o Public Service Facilities Recommendations
o Monthly Sewerage Billing Recommendations

Final/Comprehensive Regional Contract Review Report in Progress

Date for full compietion: September 2015

Upon completion of all reports for each of the seven Member Agencies, IA will document a final report to
provide Executive Management and the Board of Directors with a summary of all IA recommendations and
suggested direction to take. A brief presentation has already been made to the Executive Management
team. A complete and comprehensive documented report will be the final product of the Regional Contract
Review.

Audit: Pre-Treatment and Source Control Follow-Up Review

Scope:
Follow-up evaluation of the 11 outstanding recommendations provided in the Pre-Treatment and Source
Control (PTSC} audit reports dated August 22, 2012 and February 26, 2013,

Status: COMPLETED
Of the 11 outstanding recommendations, two have been implemented as provided in the 2012 PTSC audit
report. The other nine recommendations noted in the 2013 PTSC audit report are no longer applicable due

to the new agreement between IEUA and County Sanitation Districts of Los Angeles County (CSDLAC).
No additional findings or recommendations noted.

See the report under separate item in the Audit Committee Agenda.
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On-going Projects

Audit: Follow up of Qutstanding Recommendations Intercompany Receivables:
¢ Chino Desalter Authority,
* Inland Empire Regional Composting Authority (RCA), and
* Chino Basin Watermaster

Scope:

IA is in the progress of performing a follow-up evaluation to determine the status of the 10 outstanding
recommendations provided in the Intercompany Receivables audit reports dated February 24, 2011, March
30, 2011 and August 30, 2011.

Status: IN PROGRESS

IA has met and discussed the outstanding recommendations with the assigned representatives in
Accounting and Fiscal Management. Some of the initially requested documents and information have been
received. Additional information and meetings may be requested to complete the follow-up evaluation.

IA will report on the status of each recommendation in three separate audit reports. Anticipated date for
completion is July 2015.

Audit: Information Technology Equipment Follow Up Review

Scope:

IA is in the progress of performing a follow-up evaluation to determine the status of the 18 outstanding
recommendations provided in the Information Technology (IT) Equipment audit reports dated August 21,
2012 and November 14, 2012.

Status: IN PROGRESS

There are 18 recommendations that require follow-up evaluation. 1A is currently in the planning phase of
this project. IA met with Integrated Systems Services to discuss the outstanding recommendations with
the assigned representatives. All 18 recommendaticns require audit follow-up procedures be performed to
verify if corrective actions have been implemented.

IA will report on the status of each outstanding recommendation and the anticipated date for completion is
July 2015.

Project: Annual Audit Plan

Scope:
The IAD and the Audit Committee Charters require that annually, IA submit a flexible plan of proposed audit
projects for the following fiscal year.

Status: IN PROGRESS

The Manager of IA has inquired of all Agency key individuals of any recommendations, referrals, key areas
for audit, such as a process, contract, activity or business unit. Inquiries have been made of the External
Auditors, the Audit Committee Advisor, Executive Management, the Board, as well as consider audit trends
and best practices. If information is provided, a risk assessment will be completed prior to finalizing the
Annual Audit Plan for Board approval.
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Project: Review of Internal Audit Department and Audit Committee Charters

Scope:
The IAD and the Audit Committee Charters require that annually, IA review and ensure the Charters are
updated as necessary.

Status: IN PROGRESS

The Manager of IA and the Audit Committee Advisor completed a review of both Charters to ensure these
are in agreement with the leading practices such as the Institute of internal Auditors (llA), and the American
Institute of Certified Public Accountants for similar committees. At this time no changes or amendments
are recommended.

Project: Review of Internal Audit Department SOP’s

Scope: As required by the Internal Audit Department Charter and the [IA Standards, the Manager of
IA is responsible for documenting procedures and review/update procedures periodically to ensure these
are aligned with current department practices/procedures, leading practices or new requirements.

Status: IN PROGRESS

IA has formally documented seven SOPs. SOPs serve various objectives: provide consistency in the audit
methods applied, are a useful training/reference tool, establish ground rules of professional conduct and
responsibilities, and provide continuity during staff changes. The seven SOPs and are provided for review
and discussion under separate cover in this Audit Committee Agenda.

Project: Management Requests

Scope:

Assist Agency Management with requests for analysis, evaluations and verification of information, assist
with the interpretation of policies and procedures, or providing review and feedback on new policies or
procedures. These services are provided according to the IA Charter, the Annual Audit Plan, and best
practices.

The management request projects are short-term projects, typically lasting no more than 60 — 75 hours
each where |IAD determines it has the necessary staff, skills and resources to provide assistance without
having to delay/defer scheduled audits and priority projects. The scope of each review is agreed upon
between the department manager requesting the evaluation/review/analysis/assistance and the Manager
of IA and when deemed appropriate by Executive Management.

During this quarter, IA has been requested to serve on the Agency's Steering Committee for Managing
Records and Information. Additionally, IA assisted the Records Management group during the 18
Enterprise Content Management (ECM) sessions where various Agency steps and stages of selected
activities and processes were discussed to determine the types of documents and the course and or method
of submitting/issuing/saving/processing the needed documents. Additional requests related to IA's
interpretation or recommendations have been responded to and IA participates in various Agency-wide
meetings and training sessions. Lastly, recently IA provided a brief workshop to Executive Management
on options for moving forward with the Regional Contract recommendations.
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Planned/Future/Additional Projects

Audit: Master and Rotating Contracts Audit
Scope: To evaluate the Agency's Master and Rotating Contracts to ensure these follow the required

Agency policies and procedures and ensure controls that enforce proper contracting, procurement
transactions are in place.

Status: Projected start date: September 2015

IA will coordinate an audit kick-off meeting in mid-June will all the responsible managers/supervisors. 1A
will perform preliminary surveys, planning, interviewing and inquires of Agency personal in relation to the
areas of the audit above. It is anticipated fieldwork will begin approximately in September 2015. A status
report of the progress of the Master and Rotating Contracts Audit will be provided at the next Audit
Committee Meeting.

Internal Audit Department

Internal Audit Department Staffing:
The Internal Audit Department is staffed as follows:

e 1 Manager of Internal Audit
e 2 Full-time Senior Internal Auditors

Internal Audit Staff Professional Development Activities:
As required by the International Standards for the Professional Practice of Internal Auditing, auditors should

continue to enhance their knowledge, skills, and other competencies through continuing professional
development.

During the past quarter, |A staff continues to stay abreast of industry developments through review of
industry periodicals. IA staff attended a half-day seminar on Combining Data Quality and Data
Visualization, along with a full-day conference with insights on Executive Leadership, Risk and Strategic,
Information Technology, and Ethics & Fraud. Two |A members continue to prepare for the 3-part Certified
Internal Audit certification, the only globally-recognized certification for internal audit professionals. One
Senior Auditor is a Certified Public Accountant. Additional professional development education will be
scheduled in the near fufure.

Future Audit Committee Meetings:

e Wednesday, September 9, 2015 — Regularly Scheduled Audit Committee Meeting
* Wednesday, December 9, 2015 - Regularly Scheduled Audit Committee Meeting
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