San Gabriel Valley Council of Governments

City Managers’ Steering Committee Agenda
November 7, 2012
12:00 noon

El Monte City Hall
City Managers’ Conference Room
11333 Valley Boulevard
El Monte, CA

Preliminary Business
1.0 Public Comment
2.0 Changes to Agenda Order; Identify Subsequent Need or Emergency Items

3.0 Consent Items
Recommended Action:
Approve.
3.1 Minutes from October 10", 2012 -Page 1

Regular Business Items (It is anticipated that the Committee may take action on the following items)
4.0 SCAG Update — Presentation for Hasan Ikhrata, Executive Director SCAG — To be distributed separately
Recommended Action:
Receive and file update from the Executive Director of SCAG on information related to the following: 1)
2012-2035 RTP/SCS Implementation, 2) Southern California Economic Recovery & Job Creation Strategy
— Phase Il, 3)2016 RTP/SCS Growth Forecast Process, and 4)SCAG’s Video-conferencing
Sites Expansion.

5.0 ACE/SGVCOG Separation — Page 3
Recommended Action:
Receive and file report from General Counsel.

6.0 ACE 1% Quarter Financial Report — Page 5
Recommended Action:
Recommend approval to the Governing Board.

7.0 ACE FY 2011-12 Financial Audit — Page 20
Recommended Action:
Recommend approval to the Governing Board.

8.0 SGVCOG 1% Quarter Financial Report — To be distributed separately
Recommended Action:
Recommend approval to the Governing Board.

9.0 Status of Executive Director Recruitment — Ad Hoc Committee — Page 50
Recommended Action:
Appoint City Managers’ Ad Hoc Committee to participate in Executive Director recruitment effort.

New Business items for Next Regular Meeting / Announcements
Next Meeting

Adjourn
For TAC Meeting Notice and Minutes, Please access www.sgvcogd.org
NOTICE: City Clerks please post this notice (agenda)

Written materials relating to an item on any Regular Meeting Agenda of the this Committee of the San Gabriel Valley
Council of Governments that are distributed to the Committee within 72 hours of the Meeting will be available for public
inspection at the San Gabriel Valley Council of Governments, 1000 S. Fremont Ave. Unit 42, Bldg. A10, Suite 210,
Alhambra, CA 91803 during normal business hours.

In compliance with the Americans with Disabilities Act, if you need special assistance to participate in this meeting, please
contact the SGVCOG office at (626) 457-1800. Notification 48 hours prior to the meeting will enable the SGVCOG to make
reasonable arrangement to ensure accessibility to this meeting.


http://www.sgvcog.org/

San Gabriel Valley Council of Governments

City Managers’ Steering Committee Minutes
Date: October 10", 2012
Time: 12:00 noon
Location: EI Monte City Hall

Preliminary Business

The meeting was called to order at 12:10 p.m.

Members Present: Members Absent:
Alhambra J. Keating San Gabriel

Covina D. Parrish La Canada Flintridge
Diamond Bar J. DeStefano Rosemead

El Monte D. Keller Walnut

Glendora C. Jeffers

San Dimas B. Michaelis

West Covina C. Freeland

SGVCOG Staff:

F. Delach, Interim Executive Director
M. Creter, Staff

R. Jones, General Counsel

Public:
B. Kuhn
R. Richmond, ACE
M. Cristoffels, ACE

1.0 Public Comment
There were no comments from the public.

2.0 Changes to Agenda Order; Identify Subsequent Need or Emergency Items
There were no changes to the agenda order.

3.0 Consent Items

3.1 Minutes from September 10th, 2012

The Chair provided a grammatical correction to the Septmeber minutes. With that revision, there was a
motion to approve the minutes (M/S/C: C. Jeffers/ B. Michaelis/ Unanimous).

Regular Business Items

4.0 Operation and Organization Review Ad Hoc Committee Recommendations
The Interim Executive Director reported on this item. He indicated that the Governing Board took action to
select “Option 2” for staffing, which would have all “in-house” employees, with the caveat that the new
Executive Director would determine the number of employees necessary to perform SGVCOG work. He
also indicated, based on the latest communication with PERS, that agency was not willing to provide
exemptions for the new proposed employees.

Discussion on this item was continued after Item 5.0. Specifically, there was discussion regarding the
Governing Board’s direction that the new Executive Director select and hire any SGVCOG employees.
There was a motion to urge the Governing Board to allow the Interim Executive Director to make hiring
decisions regarding SGVCOG staff (M/S/C: C. Jeffers/ J. Keating/ Unanimous). The reasons that this
action was recommended were as follows: 1) the limited time period in which the new Executive Director
would have to make decisions regarding the existing employees as it relates to the 1,000 hour cap on their
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5.0

6.0

temporary employment contracts; 2) the Interim Executive Director’s familiarity with the current
temporary staff better positions him to make an informed decision; 3) addressing the status of the
temporary employees would provide them greater stability in terms of long-term employment; 4)
addressing the status of the temporary employees would be in the best interest of the Governing Board as it
would ensure continuity of services; and 5) extricating the status of the other SGVCOG staff from that of
the new Executive Director allows the Governing Board additional time to vet potential candidates.

Executive Director Recruitment

The Interim Executive Director reported on this item. He reviewed the proposed advertising and
recruitment process. He indicated that, based on the projected timeline, it would be possible to provide a
selected candidate a conditional offer of employment in early January, pending approval by the full
Governing Board at its Janaury 17", 2013 meeting. He recommended that an ad hoc subcommittee of the
Governing Board, with input from members of the City Managers’ Steering Committee, vet applications
and conduct interviews. Based on that timeline, the new Executive Director would be able to start
employment in mid-February. However, there was concern that, depending on the level of interest and the
ability of the ad hoc committee to narrow the pool of candidates, there could be slippage in the timeline.

The City Managers’ Steering Committee also reviewed the proposed salary for the new Executive Director.
There was a motion to recommend to the Governing Board a salary range of $170,000 - $190,000 annually
(M/SIC: C. Jeffers/ J. Keating/ Unanimous).

ACE Independent Agency Feasibility Analysis and Draft Project Transfer Agreement

The CEO of ACE reviewed the status of activities related to possible ACE separation. There was extended
discussion on how to best manage the process and related analytical work. There was a motion to refer
ACE’s responses to the Governing Board’s questions regarding possible ACE separation to the City
Managers’ ad hoc subcommittee for this issue in order to both review ACE’s responses and formulate a set
of responses to submit to the Governing Board, and it was recommended that the Deputy CEO of ACE
attend the meetings of the ad hoc subcommittee to provide appropriate subject matter expertise related to
the ACE Project (M/S/C: C. Jeffers/ B. Michaelis/ Unanimous).

New Business items for Next Regular Meeting / Announcements

7.0

Upcoming SGVCOG Strategic Planning Session — November 30", 2012
The Interim Executive Director strongly encouraged members of the Steering Committee to attend the
SGVCOG'’s Strategic Planning Session.

Next Meeting

Adjourn
The meeting was adjourned at 2:25 p.m.
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m Alameda Corridor-East Construction Authority

(]
N I l s/ 4900 Rivergrade Rd, Ste, A120 Irwindale, CA 91706 (626) 962-9292 fax {626) 962-3552 www.theaceproject.org

MEMO TO: SGVCOG City Managers’ Steering Committee

FROM: Rick Richmond
Chief Executive Officer
DATE: October 25, 2012

SUBJECT:  ACE Project Quarterly Reports

Attached is a copy of the ACE Quarterly Report for the period ending September 30,
2012 along with a definition of terms.

Below is a summary of the information included in each exhibit:

Exhibit I — ACE Revenue by Source

This exhibit details all funding authorized, allocated to projects, and remaining
unallocated (surplus) since the inception of the ACE Project. (See definition terms for
more detailed explanation.)

Available project revenue (surplus) is decreased by $13.321 million from last quarter to

$100.291 million. The decrease in surplus revenue is due to new allocations of Federal,

MTA and railroad funds to the Nogales (const.), Durfee (design), and Sunset (const.) as
part of the project closeout, and a reduced allocation of MTA Measure R funding.

Exhibit IT — ACE Project Funding by Source

The funding allocation for the entire ACE Project is distributed among projects in this
exhibit. In addition to allocating any ‘new’ money to projects from the surplus, we also
shift allocations between projects to permit grantee billing, i.e. funds from projects with
excess funding (usually temporary) are shifted to projects needing funds in order to bill
incurred expenses.

Additional project allocations were made to Sunset ($0.1 million), Nogales ($3.520
million), and Durfee ($4.719 million).

Exhibit ITI — ACE Project Allocations vs. Estimate at Completion

This exhibit tracks project allocations as compared to estimated cost to complete for
each project, along with other data. The total estimate to complete has decreased by
$156.508 million from the last report, due favorable bids on the San Gabriel Trench
(-$162 million) offset by full funding of the Durfee design (+$4.7 million) and an
increased estimate for Nogales (+$0.8 million).

Exhibit IV — Expenditure Forecasts

This is a cash flow forecast for active projects. It has been updated from the prior
version. This exhibit also identifies the reasons for increased project costs, as
mentioned above in Exhibit III.
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Memo to: SGVCOG Steering Committee
RE: ACE Quarterly Reports

October 25, 2012

Page 2

Exhibit V — ACE Expenditures vs. Reimbursements

This exhibit captures the reimbursement status for all active or completed projects as of
September 30. The total incurred to date has increased by $4.459 million from last
quarter and funds received have increased by $5.033 million. The “Billed/Not Received”
has decreased by $4.040 million from last quarter. The unreimbursed expenses shown
in the two columns “MTA Retention” and “Indirect Costs Requiring Caltrans Approval”
have decreased by $.152 million from last quarter reflecting a decrease of indirect costs
to be recovered from Caltrans offset by a small increase in MTA retention. These
reimbursements lag due to approval and audit requirements of the respective agencies.

Exhibit VI — Project Schedules

This exhibit reflects current estimated schedules for different phases of active project.
The changes from last quarter’s report in design, acquisition or construction (exc.
closeout) are as follows:

Baldwin Two months added to construction due to a delay in the
bid process.
Nogales Three months added to construction due to an extended

Caltrans approval process for authorizing construction.

Exhibit VII — Treasury/ Banking Investments

This exhibit has two components — a statement of net assets as of September 30 and
an accounting of all banking and investments.

Net assets have decreased by $1.893 million to $7.199 million primarily due to a
requirement to allocate railroad matching funds previously carried as surplus to qualify
for an additional $5 million State grant. We will replenish the surplus with railroad
contributions expected over the next 6-12 months.

The banking and investments remain in compliance with the SGVCOG investment policy
and our letter of credit requirements.

Attachments

CcC: Fran Delach
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EXHIBIT | - ACE REVENUE BY SOURCE

As of September 30, 2012
Net Allocated
Grant Authorized Adjustments Note  Authorized To Projects Surplus
Federal
TEA-21 Sect 0491 6,500,000 (402,000) a 6,098,000 6,098,000 -
TEA-21 Sect 1017 2,205,000 (136333) b 2,068,667 2,063,683 4,984
TEA-21 Sect 1138 17,250,000 - 17,250,000 17,250,000 -
TEA-21 Sact 1533 100,000,000 - 100,000,000 100,000,000 -
TEA-21 Sect 198 9,562,500 (572,760) b 8,989,740 8,989,740
Hiway Fund FY 01 1,500,000 (3300) b 1,496,700 1,496,700 -
NCPD FY 2000 1,240,000 - 1,240,000 1,240,000 -
NCPD FY 2001 2,400,000 {2565) b 2,397,435 2,397,435 -
NCPD FY 2002 4,000,000 {116,000) b 3,884,000 3,884,000
NCPD FY 2003 1,495,000 (10,000) b 1,485,000 1,485,000 -
NCPD FY 2004 2,000,000 {119,163) b 1,880,837 1,880,837
STP FY 2006 4,200,000 (42,000) b 4,158,000 4,158,000 -
STP FY 2008 570,000 - 570,000 570,000 -
SIPFY 2010 500,000 (85) b 499,915 499,915 -
AAA FY2003 950,000 < 950,000 - 950,000
AAA FY2010 1,348,770 c 1,348,770 - 1,348,770
SAFETEA-LU FY 05 Sect 1701 2,528,000 (255,185) d 2,272,815 1,883,142 389,673
SAFETEA-LU FY 06 Sect1701 2,528,000 (254,883) d 2,273,117 2,273,117 -
SAFETEA-LU FY 07 Sect1701 2,528,000 (252,029) d 2275971 2275571 -
SAFETEA-LU FY 08 Sect1701 2,528,000 {252,029) d 2,275,971 2,275,971 -
SAFETEA-LU FY 08 Sect1701 2,528,000 (254,136) d 2,276,864 2,276,864 -
SAFETEA-LU FY 05 Sect 1934 3,000,000 (280,077) d 2,719,923 2,719,923
SAFETEA-LU FY 06 Sect 1934 6,000,000 (560,154) d 5,439,846 5,439,846
SAFETEA-LU FY 07 Sect 1934 7,500,000 (700,292) d 6,739,808 6,799,808 -
SAFETEA-LU FY 08 Sect 1934 7,500,000 (700,392) d 6,799,808 6,799,808 -
SAFETEA-LU FY 09 Sect 1934 6,000,000 (560,154) d 5,439,846 3,130,775 2,309,071
SAFETEA-LU FY 05 Sect 1301 3,125,000 (247,763) d 2,877,237 2,877,237 -
SAFETEA-LU FY 06 Sect 1301 6,250,000 (495,526) d 5,754,474 5,754,474 -
SAFETEA-LU FY 07 Sect 1301 7,812,500 (619,407) d 7,193,093 7,193,093 -
SAFETEA-LU FY 08 Sect 1301 7,812,500 (619,907) d 7,193,093 7,193,093 -
SAFETEA-LU FY 09 Sect1301 6,250,000 (495,526) d 5,754,474 5,353,599 400,875
FRA 2,544,100 - 2,544,100 2,544,100 -
ISTEA (Nogales-LA) 6,936,147 - 6,936,147 6,936,147
CMAQ {Nogales-1A) 6,347,000 - 6,347,000 6,347,000 -
Subtotal 245, 17 86 237,490,651 232,087,278 5,403
State
mp 39,000,000 (18,426) e 38,981,574 38,981,574 -
PUC {Brea Canyon) 5,000,000 - 5,000,000 5,000,000 -
TCRP 150,000,000 (19,700,000) f 130,300,000 130,300,000 -
Prop 18 - HRCSA (Nogales-LA) 25,600,000 - 25,600,000 25,600,000 -
TCIF {SG Trench) 336,600,600 - 336,600,000 336,600,000
TCIF (Baldwin) 37,638,000 - 37,638,000 37,638,000 -
Subtotal 593,838,000 ]19‘718&26] 574,119,574 54E,§Z4 -
Local
MTA 1 {FY 98-02) C25% 37,500,000 (23,360,000) g 14,140,000 14,140,000 -
MTA 2 (FY 03-05) C10% 1,857,000 - 1,857,000 1,857,000 -
MTA 2 (FY 03-05) C25% 13,178,000 - 13,178,000 13,178,000 -
MTA 2 (FY 03-05) AB3n%0 9,308,000 - 9,308,000 9,308,000 -
MTA 2 (FY 03-05) STIP-RIP 5,496,000 - 5,496,000 5,496,000 -
MTA 3 (FY 06-09) C25% 85,000,000 - 85,000,000 85,000,000 -
MTA 4 (FY 09-15) C 25%-Remalning 28,566,800 - 28,566,800 28,566,800 -
MTA 5 (FY 09-15) € 25%-Supplemental 112,323,000 {9,978,000) h 102,345,000 29,074,150 73,270,850
MTA 6 (Nogales-LA) C25% 28,849,000 - 28,849,000 28,849,000 -
MTA 7 (Phase II) Measure R 135,000,000 - 1 135,000,000 135,000,000 -
Subtotal 457,077,800 |3§,§B,DDD[ 423,739,800 350,468,950 73,270,850
Other Sources
Raiiroad {UPRR/Metrolink) 31,921,000 - J 31,921,000 11,178,000 20,743,000
Citles {Nogales-1A)} 9,600,000 - 9,600,000 9,600,000 -
{Citles/n link) 17,773,575 - 17,773,575 17,084,825 688,750
MWD (Brea Canyon) 2,207,402 - 2,207,402 2,207,402 -
Sub 61,501,977 - 61,501,977 40,070,227 21,431,750
TOTAL GRANTS 1,357,856,294 (61,004,292) 1,296,852,002 1,196,746,029 100,105,973
Other Income
Property Rental Income 184,574 - 184,574 - 184,574
Net Investment Income - - - - -
b i 184,574 - 184,574 - 184,574
TOTAL ACE Construction 1 58,040 868 61,004,292 1,297,036,576 1,196,746,029 100,290,547
Notes:
8) Transferred by LA County to ACE for the Nogales-LA project.
b} Federal budgetary reduction.
<) Appropriation for ACE still to be determined by SCAG.
d) Based on Caltrans updated OA, appr red by 10% | d of 15%.

e) $18K for Ramona lapsed in June 2008 prior to project closedut,

f) $19.7 million programmed to other entitles {yetto be allocated by State),
g) Allocated to City of LA,

h) Adjustment made by MYA based on 17% of total project cost.

1) Of the S400M Measure R funds for the ACE Program, $42M has an executed MOU and $93Mis be g

requested for Phase Jf projects,
J) Based on Individual projects, UPRR pald 1/2 before and 1/2 after construction phase,

$30.921M committed by UPRR but due to phasing of construction, on y $14.597M has been recelved.
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Ex -A R n
Grant

Authorized

Adjustmen

Net Authoriz

All te to Proj

Surplus

ACE Project Quarterly Report

D nition of Terms

Actions by funding agenci t make moneya ilable specifically for
the ACE Project as a whole or for specific projects where noted.
The amount of money initially identified by Federal, Stat and MTA
other contributing agency fo the ACE Project.
Red ctions in authorized amounts; reasons explaine in notes ©

i ith
The amount available to the ACE Construction Authority to commit o
individual proj ,subj to matching requirements or any other
special provisions noted on Exhibit }.
The amou ts ACE has committed to specific projects, e. individual
grade sep rations; these monies can be shift betwe n proj
except where the original grant is restricted.
Thesourcesa amoun available o allocat toindi idual proj

Funding sources as id ntified in Exhibit i as distributed between specificproj Sso expenses.
hineachproj fundingiss litinto hree separate Ca ran designated hases/accounts

(desig , righ o wayor construction). “Better” ref rs o additions to project scope requested
and | funde by local agencies.

Project

Cost Estimat s (1 97)

Cost Estimates (2006)

Allocated (Exhibit 1)

Th indi - ual projects or expe seon hich grant mo leshave ee

spen . The list is broken down into active (and completed) proj

where allocation and penditure data exists and inactive projects
herei does ‘.

The cost estima es for individual proj made in the original

SGVCOG grade  ssing stud .

Updated estimates for those rojects active as of 2006. Past cost

experience on active projects was ext apolated to provide a tota

~astimate” for all originally adopted projects. Inactive projects ar

undefined, have no schedule and no inflation allowances ar

included.

The amounts of grant funds allocated o each project (all phases);

includes railroad but not betterments.
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Betterments /Other
Railroad

Total Allocated

ITD Expend ures
(Exhib V)

Estimate at Com letion

ariance

St us

-

The amount of betterment or other funding committed to each
project.

Allocations of railroad funding (UPRR or Metrolink) pledge to
specific projects.

The combination of allocated a d etterment funds; does not includ
railroad which is already included in th “allocated”.

Expenditur incurred to date of report for each project; comes from
AC general ledger.

ACE staff’s estimate of the cost to ¢ mplete each project as of th
date of this report.

Reflects the diffe nce between Estimate a Completio and
Allocated for each proj , i.e., does not include be erments which
are "self-liquidating”. Any positive differences will be shifted to oth
projectson ecioc  utis complet . Negative differences will be
eliminate inadvanc of nee ing invoice funding agencies r
money spent.

"Clos u means heproj Iisfi ishe ,l.e.i service, exc ptfo
Caitran closeout.

“Complete” m ans proj s finished and closed out.

“Active” mea sindesi , ght wayacquisili no const o .

A shflowesti t foractive projects roken o nint i curred through! st fiscal year,
curren udget ea,an fouryea intoth ture.

Projects

ITD Expenditures
Received

Billed/ otR ceived
To Be Billed

MTA Retention

Indirect Costs Requiring

All active {including com leted) proj or e penses.

S me as Exhibit il

Reimbursements received from all funding agencies by p oject;
Betterments not include since all payments by r qu stingag ncie
arereceivedinad nceo anyspending by AC .

Reimbu ement requests pe ding with funding age cie asoft e
date of this report.

Any e pen itures by ACE which cannot be billed due to insufficient
approved allocations to individual projects.

Expenditures incurred and billed to MTA but reimbu sement with eld
until closeout of individual memoranda of understan ing.

Caltrans must approve our indirect cost plan for each year in orde
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Caltrans Approval for us to include indirect (overhead) e penses in our invoices to
them.

Unreimburseable ACE expenditures which will not be reimbursed by an of our funding
agencies.

Projects encompassing the complete adopted ACE Project are divided into four groups -

completed and closed, ojects in closeout, active projects and fut re projects {(which do not
have a schedule).

Provides a “snapsh  of the Authority’s financial position as of he date oft ereport. Doesn
include cash received in advance of construction (p marily etterments). Cash and In

categori identi thetyp of asset accounts of the Aut or .Th otheras categories ar
define inExhib .

o= i
indentifiesthe  esof Investments b ing used by the Authori and eir compliance ith th

investmen olici softh SGVCOG ndth issue ofourl erofc di s ppo | gourgrant
antici o note .
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Alameda Corridor — East Construction Authority

(A Component Unit of San Gabriel Valley Council of Governments)
Year ended June 30, 2012

with Report of Independent Auditors
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DRAFT

Report of Independent Auditors

Board of Directors
Alameda Corridor — East Construction Authority

We have audited the accompanying financial statements of the governmental activities and major
fund of Alameda Corridor - East (ACE) Construction Authority, a component unit of San Gabriel
Valley Council of Governments, as of and for the year ended June 30, 2012, which collectively
comprise Ace Construction Authority’s basic financial statements as listed in the table of contents.
These financial statements are the responsibility of ACE Construction Authority's management. Our
responsibility is to express n opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes consideration of internal control over financial
reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of ACE Construction Authority's
internal control over financial reporting. Accordingly, we express no such opinion. An audit also
includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used and the significant estimates made
by management, as well as evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinions.

In our opinion, the component unit financial statements referred to above present fairly, in all material
respects, the respective financial position of the governmental activities and major fund of ACE
Construction Authority as of June 30, 2012, and the respective changes in financial position for the
year then ended in conformity with accounting principles generally accepted in the United States of
America.

In accordance with Government Auditing Standards, we have also issued our report dated
November 7, 2012, on our consideration of ACE Construction Authority's internal control over
financial reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements and other matters. The purpose of that report is to describe the
scope of our testing of internal control over financial reporting and compliance and the results of that
testing, and not to provide an opinion on internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit.
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DRAFT

Accounting principles generally accepted in the United States of America require that the
management's discussion and analysis and budgetary comparison information on pages 3 — 10 and
26 be presented to supplement the basic financial statements. Such information, although not a part
of the basic financial statements, is required by the Governmental Accounting Standards Board who
considers it to be an essential part of financial reporting for placing the basic financial statements in
an appropriate operational, economic, or historical context. We have applied certain limited
procedures to the required supplementary information in accordance with auditing standards
generally accepted in the United States of America, which consisted of inquiries of management
about the methods of preparing the information and comparing the information for consistency with
management’'s responses to our inquiries, the basic financial statements, and other knowledge we
obtained during our audit of the basic financial statements. We do not express an opinion or provide
any assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

Los Angeles, California
November 7, 2012
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Alameda Corridor - East Construction futirori
(A Component Unit of San Gabriel Valley Council of GOVEHA FT
Management’s Discussion and Analysis
Year ended June 30, 2012

The following discussion and analysis of the financial performance and activity of the Alameda
Corridor — East (ACE) Construction Authority provides an overview of ACE Construction Authority
financial statements for the year ended June 30, 2012. This discussion was prepared by
management and should be read in conjunction with the financial statements and notes which follow
this section.

Background

The San Gabriel Valley Council of Governments (SGVCOG) created the ACE Construction Authority
in 1998 to mitigate the effects of increasing Union Pacific Railroad (UPRR) train traffic in the San
Gabriel Valley (the Valley). There were 55 “at-grade” crossings in the Valley where vehicular and
pedestrian traffic cross directly over railroad tracks and must stop while trains pass by. This creates
congestion, degrades the local environment, and compromises safety. The ACE Project will separate
20 crossings at the busiest intersections — by either raising or lowering the crossing street or the
railroad — along the 35-mile freight rail corridor from East Los Angeles to Pomona.

The original budget for the project was $950 miillion in 1998 dollars. The project was broken out into
two phases. Phase | included a test deployment of a modernized traffic control system, safety
improvements at 39 grade crossings, and 10 grade separations, two of which were assigned to other
agencies. Phase |l included the remaining 10 grade separations. Since then, all but one of the 10
Phase | grade separations are completed or in construction. The cost estimate as of June 30, 2012
for the completed safety improvements and 13 grade separations either completed or going into
construction was $1.133 billion. The scope of the remaining portion of the overall ACE Project was
studied over the last two years and a revised project scope was adopted by the ACE Board and by
SGVCOG in March 2012. The adopting remaining scope totals eight grade separations, two of
which (Puente Avenue and Fairway Drive) are in design. The estimated total cost for the safety
improvements and 21 grade separations is $1.863 billion.

The Nogales Street project in West Covina/Industry was completed in 2005, the Reservoir Street
project in Pomona was opened to traffic in 2005, Ramona Boulevard in EI Monte, East End Avenue
in Pomona, and Brea Canyon Road in Industry/Diamond Bar opened in 2008, and Sunset Avenue in
City of Iindustry opened in 2010. The Temple Avenue Train Diversion in Pomona construction is
complete, though we must await Union Pacific/Kinder Morgan agreement on relocating two Kinder
Morgan pipelines in order divert the train traffic away from two crossings. Archaeological
investigation at the San Gabriel Trench has been concluded and under budget construction bids
have been received. The beginning of the main construction contract — relocation of fiber optic lines
— will begin in the Fall. Both the Baldwin and Nogales grade separation projects will be bid in the
second half of this calendar year.
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Alameda Corridor - East Construction t i F
e

(A Component Unit of San Gabriel Valley Council of Gov
Management’s Discussion and Analysis
Year ended June 30 2012

Project Progress During FY 2012
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Alameda Corridor - East Construction m FT
(A Component Unit of San Gabriel Valley Council of Gov e
Management’s Discussion and Analysis
Year ended June 30, 2012

As of June 30, 2012, the following funding had been committed to the ACE project:

Committed/Pledged

Federal ($ millions)
TEA-21 Earmark $ 1344
Annual Appropriations (FY 2000-09) 20.2
SAFETEA-LU Earmark 67.3
ISTEA (Nogales LA) 6.9
CMAQ (Nogales LA) 6.4
Total Federal $ 235.2
State
Trans. Imp. Program (FY 2000-04) 39.0
PUC Grade Separation Fund 5.0
Trans. Cong. Relief Prog. (TCRP) 130.3
Trade Corr. Infr. Fund (TCIF) 374.2
Hwy. Rail Crossing Safety Act (HRCSA) 256
Total State $ 574.1

Los Angeles County MTA
Metropolitan Transportation Authority

17% - Match 269.9
FY 2007 Call-for-projects 28.8
Measure R 42.0
Total L.A. County MTA $ 340.7
City/County Funds 29.6
Railroad Contributions 31.9
Total ACE Project Funding $ 1,211.5

The committed/pledged amounts may differ slightly from authorized funding due to budgetary
holdbacks on multi-year grants, and reflect management’s best estimate as to the amount that will
be available. In addition to the committed funds shown above, we expect to receive an additional
$358 million in Los Angeles County Metropolitan Transportation Authority (Metro) Measure R funds
through Fiscal years 2019. Railroad contributions reflect a regulatory ceiling of 5% of construction
cost pro-rated over the construction phase of the various projects.

ACE Construction Authority manages its projects to avoid risk wherever possible. All projects are
designed to be within the scope allowed by federal, state and local guidelines. The project host city
is responsible for paying for any “betterments” not needed for the basic grade separation. In addition,
each phase - design, right-of-way acquisition and utility relocation, and construction - must be
approved for reimbursement in advance by Caltrans.

ACE Construction Authority must pay contractors and vendors first before invoicing grantors for
reimbursement. Reimbursements are currently running between two to six weeks for Caltrans
(federal and state funding) and Metro (local funding). Working capital therefore remains a major
consideration. ACE Construction Authority’s parent organization, the San Gabriel Valley Council of
Governments (SGVCOG), authorized the issuance of up to $100 million in grant anticipation notes
(GAN) to satisfy working capital requirements. Presently, $20 million in GANs are outstanding at
June 30, 2012.
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Financial Highlights
For the fiscal year ended June 30, 2012;
o Net assets decreased by $101,421, a decrease of 1.7%.
¢ Construction in progress increased $25.3 million, an increase of 13.8%.
e Total revenue decreased $17.5 million, a decrease of 39.2%.

e Total project expense decreased $17.5 million, a decrease of 39.2%.

Overview of Basic Financial Statements
ACE Construction Authority's basic financial statements consist of three components: (1)
Government-wide Financial Statements, (2) Fund Financial Statements and (3) Notes to the Basic
Financial Statements.

Government-wide Financial Statements

The government-wide financial statements found on pages 11 and 12 are designed to give readers a
broad overview of the Authority’s financial position. These include all of the Authority’s assets and
liabilities, revenues and expenses. The accounting basis is full accrual (similar to private sector
companies) where the Authority’'s revenues and expenses are reported as the causal event occurs,
instead of when the revenue was received or expense paid.

The “Statement of Net Assets” presents all of the Authority’'s assets and liabilities, with the difference
reported as net assets (or equity in the private sector). While large net assets might indicate that a
governmental agency has not spent all available revenues and other resources, negative net assets
indicates that the agency has overspent. It is management's position to maintain sufficient net assets
to compensate for any disallowed costs, but to allocate any surplus to construction activities.

The “Statement of Activities” presents the Authority’s revenues and expenses for the fiscal year
ended on June 30, 2012. The statement has four primary areas: Operating Expenditures, Operating
Revenues, Nonoperating Income (Expenses) and Change in Net Assets. Expenses are broken out
into Direct (those expenses that can be identified directly to individual projects) and Indirect, while
Financing Income is the interest earned on cash balances less interest and fees paid on the
corresponding debt.
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Fund Financial Statements

The fund financial statements can be found on pages 11 and 12 of this report. A fund is a grouping
of related accounts that is used to maintain control over resources that have been segregated for
specific activities or objectives.

ACE Construction Authority, unlike cities, county or State governments, has one activity —
construction. All of ACE Construction Authority’s activities are classified as a Construction (Capital
Projects) Fund with the exception of the amount invested in a deferred compensation plan funded
solely by staff.

Differences between the two sets of financial statements are normally determined by the complexity
of the reporting agency and usually revolve around different treatments for capital assets and
depreciation, and debt issuance and repayment. The Authority’s focus on a single activity results in
the two statements being very similar.

Notes to the Basic Financial Statements

This report includes notes to the basic financial statements. They provide additional information that
is important to a complete understanding of the data contained in the government-wide and fund
financial statements. The notes can be found on pages 13 through 26 of this report.

Statements of Net Assets

The following table shows the condensed statements of net assets for the past two years:

June 30
2012 2011

Current and other assets $ 37,220,011 5 45,329,675
Capital assets 4,260 23,160
Construction in progress 209,337,159 183,999,655
Less due to member cities and

Union Pacific Railroad (209,337,159) (183,999,655)
Total assets 37,224,271 45,352,835
Current liabilities 31,404,744 39,431,887
Net assets $ 5,819,527 $ 5,920,948

All organizations are required to report construction in progress (that is, the sum of prior and current
year's construction expense) on the Statement of Net Assets as an asset. This would normally be
done by treating each year's construction as a capital expense which would be excluded from the
Statement of Activities. However, the grant reimbursements generated by construction would be
included in the Statement of Activities as revenue. The ACE Construction Authority is obligated to
transfer components of completed projects to the UPRR and the cities so that they can be included
in their financial statements. The resulting reduction in assets would flow through the Statement of
Activities as a loss. The net effect would be to produce widely fluctuating Net Assets and Fund

7
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Balances depending on whether ACE Construction Authority was constructing (Surplus) or
transferring assets to member cities (Deficit).

Therefore, the ACE Construction Authority elected to treat construction in progress as a matching
asset and liability. This shows the total cost of ACE Construction Authority’s projects and the
resulting liability to transfer the assets upon completion while not unduly impacting the Statement of
Activities.

Assets decreased by 17.9% to $37.2 million (see condensed Statements of Net Assets, page 7)
mainly due to reducing the amount held in investments to pay down outstanding GANs to match
lower levels of project activity, lower grants and unbilled receivables as a result of lower grant
reimbursable incurred expenditures.

Construction in progress increased 13.8% to $209.3 million (see condensed Statements of Net
Assets, page 7) primarily as a result of Right of Way acquisition and Archeological excavation
activities on the San Gabriel Trench project and Right of Way activity on the Nogales South project.

Deferred revenue (unearned and unavailable) increased 42.6% to $6.7 million (see Statement of Net
Assets, page 11) primarily due to having to recognize $1.5 of surplus rental property generating
revenue after project was closed. Sale of this property is expected to take place within the next
fiscal year. Also, increase is due to recognizing advanced construction funds from Union Pacific
Railroad for the Nogales South project and the Baldwin Grade Separation project.

The SGVCOG, on behalf of the Authority, had $20 million (see Statement of Net Assets, page 11) in
variable rate, tax-exempt commercial paper outstanding as of June 2012. Interest rates vary
according to market conditions and have ranged from 0.2121% to 0.3161% during FY 2012. The
decision as to how much to issue is made periodically by the ACE Construction Authority
management in consultation with its financial advisors taking into account current and prospective
cash flow needs.

Grants receivables increased 27.5% to $5.1 million and unbilled receivables decreased 29.5% to
$5.4 million (see Statement of Net Assets, page 11).

The FY 2012 revised budget for operating expenditures was $42.9 million compared to $82.7 million
in FY 2011. Actual total operating expenditures are $26.7 million compared to $44.2 million in FY
2011. (See Statement of Revenues, Expenditures and Changes in Fund Balance — Budget to Actual,
page 27).

Project revenues continue to closely track expenditures. ACE Construction Authority’s policy is to
avoid where possible costs not reimbursable under State and Federal guidelines. Metro also
provides project funds and, under separate agreement, continues to fund certain administrative
expenses not reimbursable under federal and state regulations; Cities requesting work in excess of
Caltrans guidelines (referred to as betterments) are paid for by the requesting city.
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Statement of Activities
The following table shows the condensed statements of activities for the past two years:

Years ended June 30

2012 2011
Project expenses
Direct (construction) $ 21,234,663 $ 40,879,495
Indirect expenses charged to operations 5,864,400 3,735,496
Total project expenses 27,099,063 44,614,991
Revenues
Grant reimbursements 26,625,509 44,181,756
Other operating revenues 496,267 475,871
Total revenues 27,121,776 44,657,627
Income/(loss) from operations 22,713 42,636
Nonoperating income (expense)
Financing income 120,954 543,560
Financing expense (245,088) (4,907,655)
Net financing income (expense) (124,134) (4,364,095)
Change in net assets (101,421) (4,321,459)
Net assets at beginning of year 5,920,948 10,242,407
Net assets at end of year $ 5,819,527 $ 5,920,948

The ACE Construction Authority is reimbursed for indirect expenses based on Caltrans approved
Indirect Cost Allocation Plan (ICAP) rate. The reimbursement is added to all Caltrans and Los
Angeles County Metro invoices and is calculated by applying the ICAP rate to direct salaries and

wages and fringe benefits. The applied indirect expense to projects was higher than the actual
indirect expense incurred, reducing the amount deferred to future years to $276,038.
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Capital Assets

ACE Construction Authority had $4,260 and $23,160 invested in capital assets, net of depreciation,
as of June 30, 2012 and 2011, respectively.

ACE Construction Authority’s capital assets consist of leasehold improvement and office equipment
only.

Economic Factors and Next Year’s Budget

Sufficient funds were available at the close of FY 2012 to continue with remaining active grade
separation projects.

Los Angeles County voters approved Measure R in November 2008. ACE Project is included for
$400 million in local funds over the life of the sales tax. Metro has approved an initial drawdown of
$42 million for the ACE Project and projects that the full $400 million will be available between now
and FY 2019.

ACE Construction Authority Board approved suspension of the Integrated Rail Roadway System
(IRRIS), a traffic signal system demonstration project, in June 2009. A total of $6.4 million has been
spent on the project since inception. Caltrans and the Federal Highway Administration have
approved the closeout of the project.

With less than a quarter of expenditure activity in FY 2013, it is challenging to estimate that actual
expenditures will be consistent with levels assumed in the FY 2013 budget. However, using recent
expenditure trends it appears the ACE Construction Authority will be within 20% of the FY 2013
Approved Budget of $67 million.

Requests for Information
These financial statements are designed to provide citizens, taxpayers, customers, and creditors
with a general overview of the Authority's finances and to demonstrate accountability for the money it
receives. If there are any questions about this report or a need for additional information, please

contact The ACE Construction Authority, 4900 Rivergrade Road, Suite Al20, irwindale, CA 91706, or
call (626) 962-9292. :
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Capital Project Government-
Fund Adjustment wide
ASSETS
Current assets
Cash and investments $ 17,891,133 $ - 3 17,891,133
Grants receivable 5,142,907 - 5,142,907
Unbilled receivables 5,372,955 - 5,372,955
Interest receivable 1,390 - 1,390
Retention receivable 4,516,953 - 4,516,953
Receivable - other -
Deferred cost incurred 276,038 - 276,038
Prepaid expenses
Insurance 679,681 - 679,681
Cost of issuance, commercial paper 55,763 - 55,763
Property held for sale 3,283,191 - 3,283,191
37,220,011 - 37,220,011
Noncurrent assets
Leasehold improvements and equipment, net - 4,260 4,260
Construction in progress - 209,337,159 209,337,159
Less due to member cities and Union Pacific Railroad - (209,337,159) (209,337,159)
Total assets 37,220,011 4,260 37,224,271
LIABILITIES
Current liabilities
Accounts payable and accrued expense 2,439,231 - 2,439,231
Accrued retention payable 815,343 - 815,343
Deferred revenue 8,015,418 - 8,015,418
Compensated absences 134,752 - 134,752
Commercial paper 20,000,000 - 20,000,000
Total liabilities 31,404,744 - 31,404,744
FUND BALANCES/NET ASSETS
Fund balance
Nonspendable for:
Deferred cost incurred 276,038
Prepaid expenses 735,444
Assigned:
Capital project fund 4 803,785
Total fund balance $ 5,815,267
Net assets
invested in capital assets 4,260 4,260
Unrestricted - 5,815,267
Total net assets 4260 $ 5,819,527

See notes to financial statements.
11
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Capital Project Government-
Fund Adjustment wide
Project expenses
Direct (construction) $ 21,234,663 $ - $ 21,234,663
Indirect expenses charged to operations 5,845,500 18,900 5,864,400
Total project expenses 27,080,163 18,900 27,099,063
Revenues
Grant reimbursements 26,625,509 - 26,625,509
Other operating revenues 496,267 - 496,267
Total revenues 27,121,776 - 27,121,776
Income from operations 41,613 (18,900) 22,713
Nonoperating income (expense)
Financing income 120,954 - 120,954
Financing expense (245,088) - (245,088)
Net nonoperating income (expense) (124,134) - (124,134)
Deficiency of revenues over
expenditures/Change in net assets (82,521) (18,900) (101,421)
Fund balance/Net Assets at beginning of year 5,897,788 23,160 5,920,948
Fund balance/Net Assets at end of year $ 5,815,267 $ 4260 $ 5,819,627

See notes to financial statements.
12
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NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Reporting Entity
ACE Construction Authority is a component unit of the San Gabriel Valley Council of
Governments, (SGVCOG).

Basis of Accounting

Government-wide reporting uses the full accrual basis of accounting. The Statement of
Activities presents changes in Net Assets. (This is equivalent to an Income and
Changes in Equity Statement in private sector companies.) Revenues are recorded
when earned and expenses are recognized at the time of the causal event.

ACE Construction Authority recognizes reimbursements from grants as revenues to the
extent reimbursing obligations are earned on or before June 30, 2012 and are therefore
the same under both modified accrual and full accrual basis. Major interest bearing
debt is short-term in nature so there is no difference relating to accrued interest owed.

Description of Funds

ACE Construction Authority uses funds and account groups to report on its financial
position and results of its operations. Fund accounting is designed to demonstrate legal
compliance and to aid financial management by segregating transactions related to
certain government functions or activities.

Governmental Fund

Capital Project Fund - Accounts for the activity of obtaining support from governmental
groups, determining funding and specifications for structures needed and to fund the
contracts for the grade crossing improvements. This fund accounts for most of the
activities of the Authority.

Fund Balance Reporting

Starting fiscal year ended June 30, 2012, ACE Construction Authority has
implemented Governmental Accounting Standards Board (GASB) Statement No. 54,
Fund Balance Reporting and Governmental Fund Type Definitions. This Statement
establishes the following fund balance classifications that comprise a hierarchy
based primarily on the extent to which a government is bound to observe constraints
imposed upon the use of the resources reported in governmental funds:

Nonspendable fund balance includes amounts that cannot be spent because they
are either (a) not in spendable form or (b) legally or contractually required to be
maintained intact. Examples are inventories, prepaid expenses, long-term
receivables, or non-financial assets held for resale.

Restricted fund balance includes resources that are subject to externally enforceable
legal restrictions. It includes amounts that can be spent only for the specific purposes
stipulated by constitution, external resource providers, or through enabling
legislation.

13
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NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Fund Balance Reporting (continued)

Committed fund balance includes amounts that can be used only for the specific
purposes determined by a formal action of ACE Construction Authority's highest level
of decision-making authority (Board of Directors).

Assigned fund balance consists of funds that are set aside for specific purposes by
ACE Construction Authority’s highest level of decision making authority or a body or
official that has been given the authority to assign funds. Assigned funds cannot
cause a deficit in unassigned fund balance.

Unassigned fund balance - is the residual classification for ACE Construction
Authority’s general fund and includes all spendable amounts not contained in the
other classifications. This category also provides the resources necessary to meet
unexpected expenditures and revenue shortfalls.

The Board of Directors, as ACE Construction Authority’s highest level of decision-
making authority, may commit fund balance for specific purposes pursuant to
constraints imposed by formal actions taken. Committed amounts cannot be used
for any other purpose unless the Board of Directors removes or changes the specific
use through the same type of formal action taken to establish the commitment. ACE
Construction Authority does not have any fund balance that meet this classification as
of June 30, 2012.

The Board of Directors delegates the authority to assign fund balance to the Chief
Executive Officer for purposes of reporting in the annual financial statements.

ACE Construction Authority considers the restricted fund balances to have been
spent when expenditure is incurred for purposes for which both unrestricted and
restricted fund balance is available. ACE Construction Authority considers
unrestricted fund balances to have been spent when expenditure is incurred for
purposes for which amounts in any of the unrestricted classifications of fund balance
could be used. When expenditures are incurred for purposes for which amounts in
any of the unrestricted fund balance classifications could be used, it is the policy of
ACE Construction Authority to reduce the committed amounts first, followed by
assigned amounts, and then unassigned amounts.

Budgetary Reporting
The Board approved the FY 2012 budget in June 2011.

The budget was based on estimated expenditures over the operating period. Significant
under-runs were initially encountered as the Authority experienced delays in obtaining

various Caltrans’ required approvals for major design contracts from Federal and State
grantors.
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NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Budgetary Reporting (continued)

It is the Authority's policy not to start any phase of a project (i.e., design, right-of-way
acquisition, or construction), unless there are sufficient funds to complete that phase.
All project related expenses are reimbursable from existing grants and, as such,
budgeted revenues were not budgeted separately, but derived from budgeted
expenditures.

Cash Equivalents

Cash equivalents are those short-term investments readily converted into cash.
Deposits with the State of California’s Local Agency Investment Fund (LAIF) Operating
Fund and the bond portfolio managed by Citizens' Business Bank meet that
description.

Grant Revenues and Expenditures

All grants are between the SGVCOG and the granting authority. ACE Construction
Authority has been given authority to obtain and administer funding in the name of
SGVCOG. The MTA grant was in existence when ACE Construction Authority was
created and all subsequent grants therefore are administered by ACE Construction
Authority.

To-date, all grants with the exception of the UPRR contributions are, and are
anticipated to be in the future, cost reimbursable. That is, the Authority must first
expend the money and then bill for reimbursement from the grantors.

Short-term Notes (Commercial Paper)

in March 2001, SGVCOG authorized the issuance of up to $100,000,000 in short-term
variable rate tax-exempt grant anticipation notes. The notes are backed by a letter of
credit from Bayern LB.

As of June 30, 2012, $20 million in variable rate, tax-exempt commercial paper is
outstanding. The decision as to how much to issue is made periodically by the ACE
Construction Authority management in consultation with its financial advisors taking
into account current and prospective cash flow needs.

ACE Construction Authority management and financial advisors review on a periodic
basis the current and prospective cash requirements in determining the amount of
commercial paper to be issued.

Arbitrage has been earned on the differential between interest earned on investment
with the State Treasurer's Local Agency Fund (LAIF) and a local bank, and to holders
of the commercial paper. Arbitrage earned may be required to be refunded uniess
certain specific Internal Revenue Code requirements are met. Specific provisions of the
borrowing are described in Note 4 (Advances by the San Gabriel Valley Council of
Governments).
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NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Leasehold Improvements and Equipment

Phases of equipment and other improvements that can be capitalized are recorded as
expenditures in the capital projects fund. The threshold for capitalization has been
$5,000 since FY 2005 in accordance with Federal guidelines. On the government- wide
financial statements such items are recorded as capital assets and are depreciated
based upon their estimated useful lives on a straight-line basis. Useful lives of assets
categories are as follows:

Leasehold improvements 10 years
Office furniture 10 years
Computer, office and telephone equipment 5 years

Use of Estimates

The process of presenting financial information requires the use of estimates and
assumptions regarding certain assets and liabilities and their related income and
expense items. Grant reimbursements and construction costs are especially
vulnerable to such assumptions and accordingly actual results may differ from
estimated amounts.

Property Held for Sale
The property held for sale is recorded at the lower of acquisition cost or estimated net
realizable value.

NOTE 2 LEASEHOLD IMPROVEMENTS AND EQUIPMENT
The leasehold improvement and equipment are recorded at cost and consist of the
following:
Balance Balance
July 1, 2011 Additions Deletions June 30, 2012
Cost:
Leasehold improvements $ 19,762 $ - 8 - 8 19,762
Computer equipment
Hardware 159,992 - - 159,992
Software 105,692 - - 105,692
Website 3,393 - - 3,393
Telephone equipment 12,086 - - 12,086
Office furniture 31,972 - - 31,972
Total cost 332,897 - - 332,897
Less accumulated depreciation for:
Leasehold improvements 19,762 - - 19,762
Computer equipment
Hardware 152,227 9,259 - 161,486
Software 91,562 8,376 - 99,938
Website 3,393 - - 3,393
Telephone equipment 12,086 - - 12,086
Office furniture 30,707 1,265 - 31,972
Total accumulated depreciation 309,737 18,900 - 328,637
Leasehold improvements and equipment, net $ 23,160 $ (18,900) $ - 8 4,260
D
epreciation expense included in indirect expenses for the year ended June 30, 2012
amounted to $18,900.
16
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NOTE 3 CASH AND INVESTMENTS

Cash and investments at June 30, 2012 as classified in the accompanying financial

statements are composed of;

Cash in bank $ 791,288
Pooled funds 1,564,638
Money market funds 5,192,253
US Treasury obligations 10,342,954

Total cash and investments $ 17,891,133

Investments Authorized by the California Government Code and ACE
Construction Authority's Investment Policy

The table below identifies the investment types that are authorized for ACE
Construction Authority by the California Government Code (or ACE Construction
Authority's investment policy, where more restrictive). The table also identifies certain
provisions of the California Government Code (or ACE Construction Authority's
investment policy, where more restrictive) that address interest rate risk, credit risk,
and concentration of credit risk. This table does not address investments of debt
proceeds held by bond trustee that are governed by the provisions of debt
agreements of ACE Construction Authority, rather than the general provisions of the
California Government Code or ACE Construction Authority's investment policy.

Maximum Maximum
Maximum Percentage Investment

Maturity of Portfolio in One Issuer
Local Agency Bonds 5 years None None
U.S. Treasury Obligations 5 years None None
U.S. Agency Securities 5 years None None
Banker's Acceptances 180 days 15% 5%
Commercial Paper 180 days 15% 5%
Negotiable Certificates of Deposit 5 years 30% None
Repurchase Agreements 30 days None None
Reverse Repurchase Agreements 92 days 5% None
Medium-Term Notes 5 years 20% None
Mutual Funds NA 20% 10%
Money Market Mutual Funds NA 0% 10%
Mortgage Pass-Through Securities 5 years 20% None
County Pooled Investment Funds NA None None
Local Agency Investment Fund (LAIF) NA None None
JPA Pools (other investment pools) NA None None
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NOTE 3 CASH AND INVESTMENTS (CONTINUED)

Investments Authorized by Debt Agreements

Investment of debt proceeds held by bond trustee are governed by provisions of the
debt agreements, rather than the general provisions of the California Government
Code or ACE Construction Authority's investment policy.

The table below identifies the investment types that are authorized for investments
held by bond trustee. The table also identifies certain provisions of these debt
agreements that address interest rate risk, credit risk, and concentration of credit

risk.
Maximum Maximum

Maximum Percentage Investment
Authorized Investment Type Maturity Allowed in  One Issuer
U.S. Treasury Obligations None None None
U.S. Agency Securities None None None
Banker's Acceptances 180 days None None
Commercial Paper 270 days None None
Money Market Mutual Funds NA None None
Investment Contracts 30 years None None

Disclosures Relating to Interest Rate Risk

Interest rate risk is the risk that changes in market interest rates will adversely affect
the fair value of an investment. Generally, the longer the maturity of an investment,
the greater the sensitivity of its fair value to changes in market interest rates. One of
the ways that ACE Construction Authority manages its exposure to interest rate risk
is by purchasing a combination of short-term and long-term investments and by
timing cash flows from maturities so that a portion of the portfolio is maturing or
coming close to maturity over time as necessary to provide the cash flow and liquidity
needed for operations. Information about the sensitivity of the fair values of ACE
Construction Authority's investments (including investments held by trustee) to
market interest rate fluctuations is provided by the following table that shows the
distribution of ACE Construction Authority’s investment by maturity:

Remaining maturity in months

12 Months 13to 24 25 to 60 More than
Investment Type Total or less Months Months 60 months
LAIF $ 1,564,638 $ 1,489,535 § 45,375 § 29728 §
Held by trustee:
Money market funds 5,192,253 5,192,253 -
Investment contracts 10,342,954 - 10,342,954 - -
Total $ 17,099,845 § 6,681,788 $ 10,388,329 § 29,728 $
18
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NOTE 3 CASH AND INVESTMENTS (CONTINUED)

Investments with Fair Values Highly Sensitive to Interest Rate Fluctuations
ACE Construction Authority has no investments (including investments held by
trustees) that are highly sensitive to interest rate fluctuations (to a greater degree
than already indicated in the information provided above).

Disclosures Relating to Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfill its
obligation to the holder of the investment. This is measured by the assignment of a
rating by a nationally recognized statistical rating organization. Presented below is
the minimum rating required by (where applicable) the California Government Code,
ACE Construction Authority's investment policy, or debt agreements, and the actual
rating at the end of the year for each investment type.

Minimum Exempt Rating as of year end
Legal from Not
Investment Type Rating  Disclosure AAA Aa rated
LAIF $ 1,564,638 NA § -$ -8 -8 1,564,638
Held by trustee:
Money market funds 5,192,253 A - 5,192,253
Investment contracts 10,342,954 N/A - 10,342,954 - -
Total $ 17,099,845 $ -$ 16,535,207 $ -$ 1,564,638

Concentration of Credit Risk

ACE Construction Authority’s investment policy contains no limitations on the amount
that can be invested in any one issuer beyond that stipulated by the California
Government Code. As of June 30, 2012, ACE Construction Authority had no
investments in any one issuer (other than U.S. Treasury securities, mutual funds,
and external investment pools) that represent 5% or more of total ACE Construction
Authority investments other than funds held by the trustee.

ACE Construction Authority does not have any investments in any one issuer that
represents 5% or more of total investments.

Custodial Credit Risk

Custodial credit risk for deposits is the risk that, in the event of the failure of a
depository financial institution, a government will not be able to recover its deposits
or will not be able to recover collateral securities that are in the possession of an
outside party. The custodial credit risk for investments is the risk that, in the event of
the failure of the counterparty (e.g., broker-dealer) to a transaction, a government will
not be able to recover the value of its investment or collateral securities that are in
the possession of another party.
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NOTE 3 CASH AND INVESTMENTS (CONTINUED)

The California Government Code and ACE Construction Authority's investment policy
do not contain legal or policy requirements that would limit the exposure to custodial
credit risk for deposits or investments, other than the following provision for deposits:
The California Government Code requires that a financial institution secure deposits
made by State or local governmental units by pledging securities in an undivided
collateral pool held by a depository regulated under State law (unless so waived by
the governmental unit). The market value of the pledged securities in the collateral
pool must equal at least 110% of the total amount deposited by the public agencies.
California law also allows financial institutions to secure public agency deposits by
pledging first trust deed mortgage notes having a value of 150% of the secured
public deposits. As of June 30, 2012, the Authority's deposit of $5,192,253 on
interest bearing accounts with financial institutions is in excess of Federal depository
insurance limits but are held in collateralized accounts.

As of June 30, 2012, the following investment types were held by the same broker-
dealer (counterparty) that was used by ACE Construction Authority to buy the

securities:
Reported
Investment Type Amount
Money market funds $ 5,192,253

Investments in State Investment Pool

ACE Construction Authority is a voluntary participant in the Local Agency Investment
Fund (LAIF) that is regulated by the California Government Code under the oversight
of the Treasurer of the State of California. At June 30, 2012, the total market value of
LAIF, including accrued interest was approximately $60.612 billion. The fair value of
ACE Construction Authority’s investment in this pool is $1,564,638 at June 30, 2012
based upon ACE Construction Authority's pro-rata share of the fair value provided by
LAIF for the entire LAIF portfolio (in relation to the amortized cost of the portfolio).
LAIF's (and ACE Construction Authority’s) exposure to risk (credit, market or legal) is
not currently available.
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Alameda Corridor - East Construction i
(A Component Unit of San Gabriel Valley Council of GOVMAFT
Notes to Financial Statements
Year ended June 30, 2012

NOTE 4 ADVANCES BY THE SAN GABRIEL VALLEY COUNCIL OF GOVERNMENTS

Short-term Notes Payable (Commercial Paper)

In the Spring of 2001 the SGVCOG entered into an agreement to borrow up to
$100,000,000 in short-term debt guaranteed by a letter of credit and collateralized by
the pledge of grant revenues. The securities issue is tax exempt. Notes outstanding
at June 30, 2012, amounted to $20,000,000. Interest rates vary according to market
conditions and have ranged from 0.2121% to 0.3161% in FY 2012. Proceeds of the
borrowings have been used to pay for construction activities and also to provide a
revenue source on the differential between interest earned and interest paid. The
Commercial Paper is currently guaranteed by Bayern LB.

NOTE 5 GRANT ACCOUNTING

In the year ended June 30, 2012, ACE Construction Authority was the recipient,
primarily from the Federal Department of Transportation through the California
Department of Transportation (Caltrans), of cost reimbursement type grants. There
was also California transportation programs paid through Caltrans. Local share was
received from Metro. All of these grants are expenditure driven; funds must be
expended before reimbursement is received. Certain amounts have been held back
by the grantor agency pending completion of certain phases of contracted work and
some costs incurred are subject to disallowance.

Receivable amounts at June 30, 2012, are shown net of disallowed costs. Caltrans
approved, under Office of Management and Budget (OMB) Circular A-87, an indirect
overhead allocation formula of 544.70% of total direct salaries and fringe benefit
costs. Indirect costs incurred in fiscal year ended June 30, 2012 were $5,433,490
and previously deferred indirect expense was reduced by $2,055,331.

NOTE 6 EMPLOYEE BENEFIT PLAN

Defined Benefit Pension Plan
Effective June 17, 2002 contributions and earnings of continuing employees
previously contributed to CalPars, were transferred to CalPERS.

CalPERS is an agent, multiple employer defined benefit pension plan that acts as a
common investment and administrative agent for participating public entities within
the State of California; State statutes within the Public Employees Retirement Law
establish menus of benefit provisions as well as other requirements. CalPERS issues
separate comprehensive annual financial reports. Copies of the CalPERS' annual
financial report may be obtained from CalPERS Executive Office - 400 P Street,
Sacramento, CA 95814. Since the plan had less than 100 active members and at
least one valuation since June 30, 2003, CalPERS requires the Authority's Plan to
participate in a risk pool. Mandated pooling was effective with the June 20, 2003
valuation.
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NOTE 6 EMPLOYEE BENEFIT PLAN (CONTINUED)

Funding Policy
Active plan members as defined by the above statutes are required to contribute 7%

of their annual covered salary. The Authority has elected to contribute this amount to
CalPERS on behalf of eligible employees. The authority is also required to contribute
the actuarially determined remaining amounts necessary to fund the benefits for its
members. The actuarial methods and assumptions used are those adopted by
CalPERS Board of Administration. The required employer contribution rate to
CalPERS for the year ended June 30, 2012 is 9.539%. The contribution
requirements of the plan members are established by State statute and the employer
contribution rate is established and may be amended by CalPERS.

Annual Pension Cost (APC)

For fiscal year 2012, the Authority's annual pension cost and actual contribution was
$419,077. For the year ended June 30, 2012, the actuarial funding method used by
the CalPERS is the Entry Age Normal Cost Method. Under this method, projected
benefits are determined for all members and the associated liabilities are spread in a
matter that produces level annual cost as the percentage of pay in each year from
the age of hire (entry age) to the assumed retirement age.

The actuarial assumptions included (a) 2% at 55 as the benefit formula; (b) 7.75%
investment rate of return compounded annually (net of expenses); (c) projected
payroll growth rate of 3.25% and inflation of 3.0% compounded annually; and (d) 2%
cost-of-living adjustment.

The actuarial funding process calculates a regular contribution schedule of employee
contributions and employer contributions (normal costs) which are designed to
accumulate with interest to equal the total present value of benefits by the time every
member has left employment. As of each June 30, the actuary calculated the
desirable level of plan assets as of that point in time by subtracting the present value
of scheduled future employee contributions and future employer normal costs from
the total present value of benefits.

Three-Year Trend Information for CalPERS

APC
Year (APC) Contributed Obligation
6/30/2010 $ 353,248 100% -
6/30/2011 331,340 100% -
6/30/2012 419,077 100% -

Postemployment Benefits
ACE Construction Authority did not incur any other liabilities during fiscal year 2012
related to postemployment benefits.
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NOTE 6 EMPLOYEE BENEFIT PLAN (CONTINUED)

Deferred Compensation Plan

The Authority has entered into a salary reduction deferred compensation plan for its
employees. Securities held by the plan are valued at market. The plan allows
employees to defer a portion of their current income from state and federal taxation.
Employees may withdraw their participation at any time by giving written notice at least
a week in advance prior to the effective date of the withdrawal. At June 30, 2012, plan
assets totaling $1,306,816 were held by independent trustees and, as such, are not
reflected in the accompanying basic financial statements.

Balance at June 30, 2011 $ 1,162,063
Add employee contribution 123,030
Add net realized and unrealized appreciation

in fair value of investments 21,750
less fees charged (27)
Balance at June 30, 2012 $ 1,306,816

All amounts of compensation deferred under the plans are solely the property and
rights of each beneficiary (pursuant to legislative changes effective 1998 to the Internal
Revenue Code Section 457, this includes all property and rights purchased and income
attributable to these amounts until paid or made available to the employee or other
beneficiary).

NOTE 7 COMMITMENTS AND CONTINGENCIES

As mentioned in Note 5, the Authority receives reimbursement type grants from
Federal, State and local sources. Certain expenditures are not allowable and not
subject to reimbursement. Also, there may be disallowed costs. Management's
experience in this regard indicates disallowances, if any, will not be material.

In June 2009, ACE Construction Authority Board approved suspension of the
Integrated Rail Roadway System (IRRIS), a traffic signal system demonstration
project. A total of $6.4 million has been spent on the project since inception. The
ACE Construction Authority staff has received a project close out from Caltrans.
Management believes that no funds will be returned as a result of the suspension.

Earnings from arbitrage may be subject to rebate under certain provisions of the
Internal Revenue Service Code unless certain specific conditions are met.
Management is committed to meeting those conditions.

In the ordinary course of its operations, ACE Construction Authority is the subject of
claims and litigations from outside parties. In the opinion of management, there is no

pending litigation or unasserted claims, the outcome of which would materially affect
ACE Construction Authority’s financial position.
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NOTE 7 COMMITMENTS AND CONTINGENCIES (CONTINUED)

The Authority occupies its office from Metropolitan Life Insurance Company subject to a
lease expiring April 30, 2016. Monthly rent and a pro-rata share of facility maintenance
and utilities are as follow:

Monthly Annual

Period from/to Rent Amount
May 1, 2012 to April 30, 2013 17,972 215,664
May 1, 2013 to April 30, 2014 18,511 222,132
May 1, 2014 to April 30, 2015 19,066 228,792
May 1, 2015 to April 30, 2016 19,638 235,656
Total lease commitments $ 902,244

Escrow Agreements for Contract Retention - The Escrow Agent, Contractor or Owner
may terminate this Escrow Agreement, with or without cause, by providing 30 days
prior written notice to the other parties. In the event of termination of this Escrow
Agreement, all the funds on deposit shall be paid to the Owner and any accrued
interest less escrow fees shall be paid to the Contractor. The Authority has recognized
as expenditure retention payments totaling $1,580,844. Funds are deposited in several
escrow accounts until release to the Contractor is authorized.

NOTE 8 ACCOUNTING FOR CONSTRUCTION IN PROGRESS AND EVENTUAL DISPOSAL
OF PROJECTS

Except for minor acquisitions that may be sold by the ACE Construction Authority when
no longer needed, all of the construction projects when completed, will be deeded to
the Union Pacific Railroad and the cities in which they are located at no cost to the
acquirer. At June 30, 2012, $601,151,498 of costs was accumulated on projects in
process and $391,814,339 had been transferred to the railroad and impacted cities.

Under the government funds and modified accrual basis of accounting in FY 2012
project expenditures would be reported as expenditures in the year incurred. On the
government-wide financial statements conforming to GASB 34 reporting on these
transactions presents a challenge. Accumulating those costs as construction in
progress (i.e., treated as a cash flow expenditure and not a current year expense)
would substantially overstate income while reporting the disposal and expensing the
accumulated costs would distort the cost of operations. In both cases, net assets would
fluctuate wildly, depending on the timing of construction and disposal.
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NOTE 8 ACCOUNTING FOR CONSTRUCTION IN PROGRESS AND EVENTUAL DISPOSAL
OF PROJECTS (CONTINUED)

To alleviate this situation, management has elected to record a liability (same amount
as the construction in progress) to UPRR and governments likely to be the eventual
owner of the improvements/grade separations. This approach will minimize the effects
of both on the acquisition of property for construction and the accumulation of
construction costs and their eventual disposal.

NOTE 9 SUBSEQUENT EVENTS

ACE Construction Authority has evaluated events subsequent to June 30, 2012 to
assess the need for potential recognition or disclosure in the financial statements.
Such events were evaluated through November 7, 2012, the date the financial
statements were available to be issued. Based upon this evaluation, it was
determined that no subsequent events occurred that require recognition or additional
disclosure in the financial statements.
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Statement of Revenues, Expenditures and Changes in Fund Balance —

Budget to Actual
Year ended June 30, 2012

Budgeted Amounts Variance
Amended Actual Positive
Original Final Amounts (Negative)
Revenues
Reimbursements
Federal grants $ 18,780,000 $ 11,167,804 $ 3,607,519 $ (7,560,285)
State grants - - 3,356,610 3,356,610
Local grants 51,273,000 30,490,246 19,661,380 (10,828,866)
Other revenue 2,025,000 1,204,196 - (1,204,196)
Total revenues 72,078,000 42,862,246 26,625,509 (16,236,737)
Operating expenditures
Construction
Design 6,078,000 4,174,449 5,193,521 (1,019,072)
Right-of-Way acquisition 32,883,000 19,678,587 12,402,311 7,276,276
Construction management 54,000 292,477 547,068 (254,591)
Construction 28,516,000 14,878,632 3,074,631 11,804,001
Betterments 100,000 100,000 17,132 82,868
Total construction 67,631,000 39,124,146 21,234,663 17,889,483
Indirect
Personnel
Salaries and wages 1,650,000 1,589,000 1,671,698 (82,698)
Fringe benefits 527,000 495,000 532,903 (37,903)
Employee related expenses 24,100 24,100 34,534 (10,434)
Professional services
Auditing/accounting 35,000 35,000 41,422 (6,422)
Disadvantaged business/labor compliance 83,000 83,000 16,410 66,590
Legal 65,000 65,000 43,601 21,399
Other - - 69,752 (69,752)
Program management 539,000 952,000 400,895 551,105
Brokerage 65,000 65,000 42,049 22,951
Insurance 845,000 131,000 204,493 (73,493)
Equipment expense 55,000 37,000 54,158 (17,158)
Office rental expense 209,000 209,000 212,279 (3,279)
Office operations 41,000 41,000 53,965 (12,965)
Other 12,000 12,000 - 12,000
Applied indirect expense - - 2,055,331 (2,055,331)
Total indirect 4,150,100 3,738,100 5,433,490 (1.695,390)
Total operating expenditures 71,781,100 42,862,246 26,668,153 16,194,093
Excess (deficiency) of revenues over expenditures 296,900 - (42,644) (42,644)
Other financing sources (uses)
Investment revenue 224,000 224,000 120,954 (103,046)
Interest and related expenses (379,000) (379,000) (245,088) 133,912
Non-project reimburseable funds 298,900 298,900 356,988 58,088
Non-project reimburseable expense (298,900) (298,900) (356,988) (58,088)
Rental revenue - - 139,280 139,280
Rental expense - - (55,022) (55,022)
Net other financing sources (uses) (155,000) (155,000) (39,876) 115,124
Change in fund balance 141,900 (155,000) (82,520) 72,480
Fund balance at beginning of year 5,897,787 5,897,787 5,897,787 -
Fund balance at end of year $ 6,039,687 $ 5,742,787 $ 5815267 $ 72,480
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Report of Independent Auditors on Internal Control over Financial Reporting
and on Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards

Board of Directors
Alameda Corridor — East Construction Authority

We have audited the financial statements of Alameda Corridor — East (ACE) Construction Authority,
a component unit of San Gabriel Valley Council of Governments, as of and for the year ended
June 30, 2012, and have issued our report thereon dated November 7, 2012. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States.

Internal Control Over Financial Reporting

Management of ACE Construction Authority is responsible for establishing and maintaining effective
internal control over financial reporting. In planning and performing our audit, we considered ACE
Construction Authority’s internal control over financial reporting as a basis for designing our auditing
procedures for the purpose of expressing our opinion on the financial statements, but not for the
purpose of expressing an opinion on the effectiveness of ACE Construction Authority’s internal
control over financial reporting. Accordingly, we do not express an opinion on the effectiveness of
ACE Construction Authority’s internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent,
or detect and correct misstatements on a timely basis. A material weakness is a deficiency, or
combination of deficiencies, in internal control, such that there is a reasonable possibility that a
material misstatement of the entity's financial statements will not be prevented, or detected and
corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose described in
the first paragraph of this section and was not designed to identify all deficiencies in internal control
over financial reporting that might be deficiencies, significant deficiencies or material weaknesses.
We did not identify any deficiencies in internal control over financial reporting that we consider to be
material weaknesses, as defined previously.
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As part of obtaining reasonable assurance about whether ACE Construction Authority's financial
statements are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which could
have a direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit and,
accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing
Standards.

Compliance and Other Matters

This report is intended solely for the information and use of the governing board, management,
federal awarding agencies, and pass-through entities and is not intended to be and should not be
used by anyone other than these specified parties.

Los Angeles, California
November 7, 2012
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San Gabriel Valley Council of Governments

DATE:

TO:

FROM:

RE:

November 7", 2012
City Managers’ Steering Committee
F.M. Delach, Interim Executive Director

Appointment of an Ad-Hoc Committee of the Governing Board for Executive Director
Recruitment

Recommended Action:

Appoint four members of the City Managers’ Steering Committee to serve on an Ad-Hoc Committee for
Recruitment of an Executive Director.

Background:
In accordance with the Governing Board’s policy direction of hiring a full-time permanent Executive Director

and the reorganizing SGVCOG staffing, it is necessary to begin the Executive Director recruitment in order to
implement the new organization by the beginning of January, 2013.

To expedite this process, the Executive Committee was given authority to appoint an Ad-Hoc Committee to
assist with application screening, interviews, and tentative selection of an appointee; subject to contract
approval by the Governing Board. It is also recommended that the City Managers TAC participate on an
advisory-only basis, by requesting they name four members to assist the Ad-Hoc Committee. Additionally, the
Governing Board has directed me to assist in facilitating the process.

A tentative schedule is as follows:

Milestone Estimated Date
1. Develop job description and open recruitment. 10/29/2012
2. Advertise position. Staff has advertised the position utilizing the following | 10/29/2012 - 11/29/2012

media:

1) “Jobs Available” newsletter

2) SGVCOG website

3) California Cities e-newsletter

4) Distributing job description to all SGVCOG member agency Governing
Board members, City Managers, and Human Resources Departments.

3. Close recruitment 11/29/2012

4. Screen applications (via Ad-hoc Committee with assistance from City | 12/3/2012 - 12/7/2012
Managers) and develop short-list of candidates to interview.

5. Hold interviews with selected candidates. Proposed three-step process: 1/3/2013 - 1/5/2013"
1) Panel of city managers (advisory only)
2) Ad-hoc Committee of four Governing Board members
3) City Managers’ panel and ad hoc committee confer to make tentative
recommendation.

6. Submit conditional offer of employment to candidate. 1/7/2013
7. Complete background and physical (if necessary). 1/14/2013
8. Submit recommendation for contract approval to Governing Board. 1/17/2013

! The time frame for this milestone could be moved up to late December based on the amount of time needed to
screen candidates for interviews.
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