As a result of the work performed in Phase |, the District approved for VLS to conduct
test of controls (TCs) in sixteen specific internal control areas as part of Phase Il. The
process for selecting these sixteen TCs was as follows:

X TC work steps were developed for those risk areas assessed in Phase | as High or
Medium risk.

x TC work steps were developed if, in VLS’s professional judgment, the benefit to
the District would be better served by testing the internal control processes
associated with the risk of fraud rather than conducting a foreasmounting
investigation. For example, a TC work step was designed to address the
was assigned by VLS to the Risk Areas as detailed in the Risk Assessment Matrix Phase |l
section. The scope for Phase Il also called for VLS to report any recommendations for
the District to consider implementing in order to lower the New Risk Score to a Low risk.

The work performed by VLS during Phase I, testing of controls, was conducted in two
parts. The first partincluded meetings with District staff and other appropriate
individuals, including vendors, to understand and document processes and procedures
currently used. This part also included verifying the internal controls in place for those
processes and procedures being tested by the specific TCs.

VLS then identified the significant internal controls that had been implemented and that
were being relied upon by the District toeduce the risk for waste, improper
expenditure, or fraud (financial irregularity) related to the Bond Program expenditures.
Once the significant internal controls were fully identified, the populations of
transactions related to those controls were identified, and samples were selected for
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