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This report is provided to the Virginia Port Authority ("Client” or "you") pursuant fo our amended and restated task
order dated November 2013 and is subject in all respects to the terms and conditions of that task order, including
restrictions on disclosure of this report to third parties.

If this report is received by anyone other than our client, the recipient is placed on nofice that the attached report has
been prepared solely for our client for its own internal use and this report and its contents may not be shared with or
disclosed to anyone by the recipient without the express written consent of the Virginia Port Authority and KPMG
LLP. KPMG LLP shall have no liability, and shall pursue ail available legal and equitable remedies against recipient,
for the unauthorized use or distribution of this report.

CRKRRRENRFIKR

© 2013 KPMG LLP, a Dplaware limile

fy partnership and the U § mamber frm of the KPMG network of Indepsndent eernber firms atfiligted with KPMG
fnternational Cooparative {"KPMG int

1
ticnaf"), a Swiss enlity All rights reserved



RIna

KPMG LLP
345 Park Avenue
New York, NY 10154

Phone: 212-758-9700
Fax: 212-409-8340

November 19, 2013

PRIVATE

Virginia Port Authority
600 World Trade Center
Norfolk, VA 23510

We have completed our engagement to assist the Virginia Port Authority ("Client” or "you™ in
performing an operational assessment of Virginia Internationa! Terminals, Inc. ("VIT") in accordance
with the terms of the amended and restated task order dated November 2013.

Objective

The objective of our engagementi was to assist you with your assessment of certain VIT business
activities and related financial data that you have identified as important to your planned restructuring
activities  Qur on-site work was conducled at VIT's offices and operating faciiities focated in Norfolk,
VA, The primary scope of our engagement was to obtain, read, make inquires concerning, and
comment on information that you and VIT provided to us, directed toward those business activities and
refated financial data that you identified as important.

Basis of information

The task order describes the procedures we were to perform. Those procedures were sefected by you
and were limited in nature and extent to those that you determined best fit your needs. We make no
representation regarding the sufficiency for your purposes of the procedures you selected, and those
procedures will not necessarily disclose all significant matters about VIT or reveal errors in the
underlying information, instances of fraud, or illegal acts, if any.

The procedures we performed do not constitute an audit, examination or review in accordance with
standards established by the American Instilute of Certified Pubiic Accountants (*AICPA”), and we
have not otherwise verified the information we obtained or presented in this document. Also, any
procedures we performed with fespect to VIT's internal control over financial reporting were
substantially less in scope than an examination of internal control conducted in accordance with
Statements on Standards for Attestalion Engagements issued by the AICPA. Therefore, we express
no opinicn or any other form of assurance on ViT's internal control over financial reporting or on the
information presented in this document, and make no representations concerning its accuracy or

KPMG LLP, a U,S. firniterd lahility panineship, isthe U S
member firm of KFWAG Interniticna!. a Swiss conperative

compleleness. Furthermore, we have not compiled, examined, or applied other procedures in accordance
with Statemenis on Standards for Attestation Engagements issued by the AICPA to prospective
information contained in this document and, accordingly, express no opinion or any other form of
assurance or representations concerning the accuracy, completeness or presentation format of such
prospective information. There will usually be differences between projected and actual results, because
events and circumstances frequently do not occur as expected, and those differences may be material.

Our procedures concenlrated on the following financial information:

Balance Sheets at June 30, 201G, 2011 and 2012 and Income Stalements for the 12 months ended June
30, 2010, 2011 and 2012 audited by Witt Mares, PLC; unaudited monthly balance sheets and income
statements for FY10, FY11, FY12 and for the 10 months ended April 30, 2013

At your request, we did not retain information related to carrier contracts and container pricing and have
not presented such information in this report

Specific VIT officers and management interviewed included (such officer designations being those
applicable prior to the conversion of VIT to a single member LLC): Joe Ruddy, President and CEO, Bob
Nestor, Strategic Planning Manager; Regina Brayboy, Vice President, Administration & Financiat Services;
Tom Capozzi, Vice-President, Global Sales 8 Customer Service; Dan Alien, Controller, Shawn Tibbetts,
Director, Qperalions 8 Maintenance; Mark Thorsen, Chief information Officer; Beth Neville, Financial
Information Systems Manager; Kevin Martin, General Accounting Manager; John Jackson, Manager,
Billing & Custorner Service; and Gene Ferguson, Manager N4 Development

The data included in this document was obtained from you and VIT on or befere November 19, 2013, We
have no obligation to update this document or to revise the information contained herein to reflect evenls
and transactions occurring subsequent o November 19, 2013, We have nct reviewed a draft of this
document with VIT's management for the purpose of confirming the factual accuracy of the information we
presented.

Because of its special nature, this report is not suited for any purpose other than to assist you in your
evaluation of VIT and, as such and as agreed in the task order, is restricted for your internal use only.

We look forward to continuing to provide service to Virginia Pert Authority and Virginia Department of
Transportation in the future,

KPMa P
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AP
APBQ
APMT
AR
AWC
CAGR
CAPEX
CE
CEMA
CEOQ
Clo
co0
CPI
CRY
cY
D&O
DOL
DPO
DSO
EBITDA

ECY
FTE
FYXX
FYXXB
G&A

Accounts payable

Accumulated post refirement benefit obligation

APM Terminal

Accounts receivable

Adjusted working capital
Compound annual growth rate
Capital expenditures

Current expense reserve fund
Capital expenditures and maintenance fund
Chief Executive Officer

Chief Information Office

Chief Operating Officer
Consumer price index

Central rail yard

Current year

Directors and officers
Department of Labor

Days payable outstanding
Days sales outstanding

Earnings before interest, tax, depreciation and

amortization
Empty container yard

Full-time equivalent
The 12 months ended June 30, 20XX

Budget for the 12 months ended June 30, 20XX

General and administrative expenses

Glossary of Terms

LTM Apr-13
N.A. / nfa
N.Q.

NIT

NNMT

OEM

PBO

PMT

PO

PY

RMG

RTG

SG&A
ST/IOT/FTIDT
The Company
TOS

VviMm

VIP

vIT

VPA

YTD Apr-13
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Hampton Roads Chassis Pool
Hampton Roads Marine Services
Incurred but not reported
International Longshoremen's Assaciation
Information technology

The 12 months ended Aprit 30, 2013
Not available

Not quantifiable

Norfolk International Terminal
Newport News Marine Terminal
Qriginal equipment manufacturer
Projected benefit obligation
Portsmouth Marine Terminal
Purchase order

Prior year

Rail mounted gantry crane

Rubber tired gantry crane

Selling, general and administrative

Straight time / overtime / flextime / double time

Virginia International Terminals, Inc., or VIT
Terminal operating system

Virginia Intermodal Management

Virginia Inland Port

Virginia International Terminals, Inc. or the Company

Virginia Port Authority
The 10 months ended April 30, 2013
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cxaculive Summary
Findings and Recommendations (1)

! Internal control 1 ® VIT’s current mission may not always be consistent with certain stakeholders' expectations
| environment | of maximizing earnings and cash transfers to the VPA. Operating management appears t0 | i operating management; these goals should be |
! require guidance as to the appropriate course of action when evaluating potential objective, measurable and approved by all !
opportunifies to improve financial performance. stakehold ers |

There are weaknesses and risks with respect to key aspects of VIT's internal control . . »
environment: The internal auditor position should be re- .

% Lack of an internal audit function - the VIT internal auditor position has been vacant established, reporting to the VPA board (or, as

i since May 2012. Additionally, there was no formal approved audit work plan prior applicable._ its audit committee or a designated 1
to this date. sub-committee) -

% Systems changes — the Company is currently undertaking widespread IT systems | Consider an independent evaluation of the status
changes. and processes related to the IT systems |

# Pracess and control documentation — the Company does not document processes | implementations
and controls related to key areas of the operations including, for example, customer

’ billing and collection.

Dacument key processes and controls

‘. Board jevel % Priorto VIT's conversion to a single member LLC, the company provided a broad range of Establish and communicate a clear protocol for E
| performance financial and operating data to its board each month. Although the VPA executive director VIT operating decisions which require VPA
| was, until the conversion, a VIT board member, we understand that the VPA board does not | gyecytive Director or board approval

| monitorin . et A .
i g consider that communication about VIT’s operations and cammitments has always been i
f adequate. Establish a concise standard financialoperational |
! w The VPANIT restructuring will result in a direct line of communication to the VPA | board report covering key components of
board. There are also opportunities to enhance the scope and structure of financial results and position, and sales/operating |
i operational/financial reporting and other governance matters. statistics '
« VPA board review has resulted in increases to VIT's budgeted net income and VPA Budget changes should be supported by specific '
i transfers in FY13 and FY 14, respectively. VIT management has previously implemented action plans :
} cost-savings based initiatives in response to VPA input but expressed concem that VPA- '
: | approved budgets may not be achievable. The VPA board provided recommendations on
| areas where potential incremental cost savings may be achieved (particularly arising from £
i benchmarking of discretionary and maintenance expenses) but these were not |
; E supplemented by specific implementation plans. i
© 2013 KPMG LLP, a Dalavare fimited | ship and the U S member fitm of the KPMG network of independant member firms afiliated with KPWG B
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. Procurement

. Customer

| contracts and
! billing

I
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The vendor selection process does not include formal requirements to ensure | Implement more formalized requirements for ensuring
compelition. Long-standing vendors have been retained without competitive bidding at | competition including subjecting incumbent vendors to
the time of initial contracting or in subsequent periods. We were informed that VIT is not | re-bidding

subject fo Virginia statutory procurement law. The VPA board issued a resolution in '

March 2012 requesting that VIT consider the implementation of procurement policies and | Establish a contract management process to ensure
procedures to better align with the VPA; we did not see evidence of the application of this | proper authorization, promote standardization in form
resolution at VIT. | and terms etc., and provide greater visibility to

There is a lack of formal processes and controls related to non-purchase order | exceptions

procurement (i.e. contracting). This increases the risk that contracts for goods and

1
services may be entered into without appropriate review and approval. | Consider increasing controls (including process

| documentation) governing the approval process for non-
PO invoices

| Consider extending the responsibility of the purchasing
| group to cover oversight of all procurement

Consider adjustment to purchase authorization limits to
promote efficiency, control and oversight

We noted several instances where existing policies and procedures have not been : Re-_establlsh th}e |r.|t.ernal Bl eSSl Emal
| auditor has a significant role to play under the Fraud,

enforced, for example with respect to authorization levels. Where authority above written |

limits has been delegated to certain individuals, such delegation has not been | Waste and Abuse policy in addition to day-to-day
documented. | monitoring of major processes

Other potential areas for improvement in the procurement process include: vendor file
management and reducing cancentration of senicr management approval authority. i
The Company has agreed to numerous carrier-specific variances to underlying alliance : Review pricing structure and strategy, considering
coniracts as a result of market changes and in execution of its sales goals. There are | potential simplifications which would support a more

shortcomings in the administration of these arrangements: for example, we were not | streamfined billing process

provided with a single company-wide master list/'summary of all the agreements.

The increasing complexity and variability of the Company’s revenue streams arising from | I conjunction with other ongoing system changes,
the above have resulted in billing process requirements beyond core system capabilities. | consider automation of processing of discounts;
VIT's management has addressed these needs principally through additional manual | incorporate separate reporting of all discounts and
processes covering for example, rail incentives, which are highly labor intensiv | allowances
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Establish consistent metrics for monitoring and
reporting operating labor cost and efficiency,
which correlate directly to financial
performance/results

| Labor and
personnel matters |
| — Union Labor '

Volume growth and changes in the mix of business (e.g. rail versus gate) have resulted in Consider periodical monitoring and review of
significant increases in operating labor overtime and, in FY 13, efficiency reductions. These : union labor practices to identify anomalies and
trends together with significant hourly rate increases make it difficuit to evaluate, at a high opportunities for cost control; such monitoring
level, VIT management’s effectiveness from a labor cost control perspective, should report directly to the VPA board (or its
designated committee, as applicable)

‘ Labor and ! The former VIT CEO was the only executive to have an employment agreement; other | Update compensation studies as part of the
| personnel matters | senior members of the VIT management team have severance agreements. These VIT/VPA restructuring (the last was performed in
i — Non-union ' agreements were all approved by the VIT board. FY10)
i H | .
j L-abor : b Establish variable compensation ptans which
: reward outstanding performance consistent with

! the organization's business objectives

i :
i = In certain cases, the goals set to achieve incentive compensation awards appear to be [
i roufine responsibilities of the relevant positions, rather than a basis to incentivize/reward |
; i higher performance. :
G 2013 KPMG LLP. a ware Bmited liabitly pantearsiin and the U S member fimm of Ihs KPMG nelwerk of independent mesber firms affilialed with KPMG 8
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Executive Summary
Findings and Recommendations (4)

i Business trends — ! Review current pricing strategy with customers

[

1 i 1
| financial i | and seek to identify whether higher increases are |
| performance i | achievabie

{ |

! | Review options for changing the port

' | configuration which would allow increased

t " | volume to be served without reductions in

i | efficiency

{ | Review billing and collection procedures to

| » Although, as noted, rail volume is r margins than gate volume, it ma | identify potential areas for improvement

| contribution to total ings; ;

! n the absence of the g

contribution from the additional rail volume, earnings and cas ws would have decreased | .

g significantly in FY13. | :

{ # Free cash flow has also been negatively impact by a 3 day increase in DSO resulting partly | ;

; from an increased time lag issuing invoices due to increasing volume and complexity of | :
! i operations. . E
| Business frends — | v VIT's reported balance sheet includes liabilities in respect of defined benefit pension plans, | Review the valuation of these liabilities with ;
i accounting post retirement healthcare and workers' compensahmﬁ_ ’ * | auditors and apply a methodology which is |
[ matters i The valuation of these liabilities does not appear to be in accordance with GAAP. consistent with GAAP |
I % Post retirement liabilities have been recorded at the cumulative difference between ! . . i :
i { income statement charges and cash funding; and | Consider the appropriate accounting for HRCP !

i Work tion liabifii lued i | lit | under GAAP and a more transparent
® orkers compensation liabilities are valued applying a general mortality | presentation of HRCP’s contribution to resuits

assumption of 75.

i = VIT does not currently consolidate the chassis pool operator (HRCP), rather its net income

l is recorded as other income in VI VIM also records income
from a facility fee charged to HRC resulting in a total
contribution to reported earnings
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Internal Control Environment

Summary Findings (1)

| Business ! VIT's mission |
| Objectives | % VIT's stated mission includes:
' (page 14-19) [ # Providing a safe workplace and operating environment; |

! | # Rendering a productive and competitive service; and
' i m Enhancing the Port of Virginia as an economic engine for the Commonwealth.

| m This mission does not address explicitly the primary economic objectives of the operations. The VPA board considers that a key objective for the

! port operator is to maximize efficiency (from a cost and asset utilization perspective), regardless of the parameters placed around the operations.
i However, in some cases, VIT management perceives a potential conflict between (i) enhancing the port as an economic engine and (ii)
maximizing profits and cash remittances to the VPA.

| » VIT management’s perception may reduce transparency around certain business decisions and also result in management not pursuing alt
possibie business opportunities:

g VIT did not typically compete with other operators which provide, for example, stevedoring, empty container yard management, and
maintenance and repair services at the terminals; and |

% VIT has certain operations that are not making a significant contribution to earnings (i.e. earnings of less than $1 million), for example, |
the Richmond barge, the Greensboro container yard and the Virginia Inland Port. |

| Growth strategy and other opportunities

i = VIT has been focusing on growing the rail business as the most crifical aspect of its commercial sfrategy to grow volumes. VIT management
believes that the Virginia captive market is limited, and therefore the primary source of growth is rail cargo to the Midwest.

®© 2013 KPMG ILLP. a
Intareational Coops

ware himited haby trorship and the i § member firm of the KPRG pefwark of independent mamber firms affilaled with KPS 11
Y, a Swiss entily, All nghds reserved




' Culture &
{ Communication

| (page 20)
Governance &
| Oversight
(page 21)

i Budgeting and
! Performance
! Monitoring

{page 22)
i

82013 KPMG LLP. 2
International Coope

intermal Control Environment

Summary Findings (2)

-'.‘.‘ﬂ'ﬁ‘:.-v-\. S
cal and

I The Company has published a policy manual (effective January 1, 2012) covering employment practices and relations, compensation, benefits

and other areas. These policies are subject to annual review,
w There are specific policies covering Employment of Relatives, Conflict of Interest, and Fraud, Waste and Abuse.
m  We were informed that VIT's values and policies in this regard were developed independently from VPA.

= VPA board’s oversight of VIT is effectively limited to those areas prescribed under the Services Agreement, principally being: approval of the VIT

budget, selection of the VIT board, and approval of the VIT President/CEO appointment.

w The VPA board receives certain VIT financial information, audited financial statements and other audit deliverables from VIT’s external
auditors. However, the VPA has no involvement in the VIT external audit process until it is finalized.

@ VIT management acknowledged a need to provide greater transparency around certain operating decision-making (e.g. service pricing; rail
incentives). The Company has hired an individual responsible for business analytics, which may begin to address this matter

@ VIT’'s budget has historically been reviewed and approved by both the VIT and VPA boards.

@z Although the budget process started with a “bottom-up” approach, bottom line (net income, VPA cash transfer, etc.) changes were made
subsequently based upon VIT management, ViT board and VPA board reviews. VIT management considers that final budgets include stretch
goals. Although the VPA board has provided suggestions on areas which should be considered for potential cost reduction, these suggestions
"have not been formalized into specific actions plans.

| » Budget to actual reviews have been focused on VPA cash transfer amounts and income statement captions. We were informed that VIT

management has not been held responsible for budget variances on a cost or revenue line item basis. Much of VIT's costs are volume-driven;
analysis of certain direct/variable costs in absolute $ terms is not appropriate.

« VAT financial reporting does not include significant infrastructure-related costs specific to the terminals it operates, particularly the APMT lease
costs and significant capital equipment costs which are reported within the VPA's financial information. As such, VIT’s stand alone financial
statements do not provide a complete presentation of the performance of the terminals.

fability parnersiip and the U.S. mamber firm of the KPNG network of mdependent member fiems alflliated with KPMS 12
, & Swiss enlity. All nghis reserved
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internal Control Environment

Summary Findings (3)

E Monitoring — w The VIT |nternal audltor posmon has been vacant since May 2012 |
' Internal Audit Through May 2012 there was a single internal auditor who reparted directly to the VIT board.

|
i (page 24) ' # The internal auditor's work was focused on documenting processes and supporting external audit work. We were informed that there was no
| approved internal audit work pian.

% Materials presented to the audit committee and the VIT board include a management letter, a PowerPoint presentation of key focus
areas and findings, and other required communication including a representation letter and schedule of passed audit adjustments.

% The auditors also meet with the VPA board, but the VPA board has not had direct oversight of the external audit activities (as noted
such responsibility has resided with the VIT board).

| % There were no material audit adjustments identified by the external auditors in FY12.

|'- w The external auditor identified a significant deficiency in the Company’s internal controls related to the Company’s processes for modifying the
| ! billing system. According to the auditors, there is a lack of sufficient controls regarding access to the billing system'’s source code and formal
; | documentation of system changes

i Manitoring ~ w The external audltors (th Mares, now PB Mares) typically complete audit work in August and present the audlted financial statements at the
| External Audit | VIT August board meeting. |
(page 25) i = The auditors generally meet with the VIT audit committee twice per year. *
i ]

| Technology fa VITis undertakmg widespread IT systems changes as fol!ows
environment I » The JD Edwards general ledger and the accounts receivable system was replaced with INFOR effective February 2013;
| {page 26) i w Payroll processing was transferred to ADP in FY12;

# The NIT terminal operating system (TOS) is in the process of being replaced with Navis N4. The implementation is expected to be
completed by the end of the 2013 calendar year;

w NIT gateand equipment GPS systems are planned to be implemented in 2013 and 2014, respectively;
# The APMT Navis system may be upgraded after NIT completes the Navis N4 project by the end of the 2013 calendar year; and

% The Company is currently exploring options to replace the existing billing system.

© 2013 KPMG LLP, a Datav
Intermnattanal Cooperative ('KS

imiled habitty cartrership and the U.S member firm of lhs KPM®E nebwork of independent member firms affitlaled with KPHG 13
vternationai’ ), a Swiss entity Al nghis reserved



Pages 14-19 have been redacted in their entirety. See Cover Page.



VIT and VPA each have
their own vision and
mission statements. Both
missions include the port
being an economic engine

of Virginia.

Post reorganization, if you
determine that VIT should
focus on maximizing
profit and cash flow to the
VPA, you may want to
consgider revising VIT's
stated mission,

& 2013 KPMG LLP, & Dei
Intemahoenal Conperativ

Internal Control Environment
Culture and Communication

Company | & VIT estabhshed a new vision, mission, and a set of values that govern all company operations. Its overall vision is: VIT |

Vision will be recognized as a model for maritime terminal operations and as one of the best places to work in the region.
and g The Company’s mission is to provide a safe workplace and operating environment for their employees and customers
i Mission and to enhance the Port of Virginia as an economic engine for the Commonweaith.

m The Company strives to be a good corporate citizen and engage in activities that support the quality of life of the
surroundlng communltles and to be ethical and fair in their business affairs.

[ VPA » VPA's mission statement, on behaif of the Commonwealth, is to foster and stimulate the commerce of the ports of the
: Commonwealth and related facilities and in general to perform any act or function which may be useful in developing,
i improving, or increasing the commerce.

: m  VPA's goal is to stimulate economic growth both at the Port and throughout the Comrnonwealth of Virginia.

i - e T —— —re l
|

| Policy = The Company has pUbllShed a pollcy manual (effectlve January 1, 2012) covering employment practices and relatlons
| Manuat compensation, benefits and other areas.

% The Company is an equal employment opportunity employer. Discrimination in wages, benefits and all other privileges,
l terms and condition of employment is prohibited. The Company is dedicated to a policy of prohibiting harassment and

| discrimination in hiring and employment because of race, color, age, gender, religion, national origin, veteran's status,

| physical or mental disabilities.

@ Employees are expected to represent the Company in a positive and ethical manner. Employees may not engage,

| directly or indirectly, on or off the job, in any conduct which is disloyal, disruptive, competitive, or damaging to the .

| Company.

= The Company expects all supervisory employees to conduct themselves in a manner befitting their positions of i
responsibility, accountability, and entrustment. !

@ The Company does not tolerate any type of fraud, theft, waste, or abuse. The Company's policy is to promote
congistent, legal, and ethical organizational behavior. Failure to comply with this policy subjects an employee to i
disciplinary action, including termination. i

= The Company has established an open door policy to resolve employee complaints in a manner which there will be no |

f retallatlon agamst anyone for hls/her part in the presentatlon ofa complalnt

ited liabitlly parinership and the U §. member frm of the KPRIG neswork of ndependent member firms affilated with KPMG 20
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The Company is a
compenent of the Virginia
Port Authority (VPA) and
operates under the terms of
the Services Agreement, as
amended on Sept 24, 2008.
Prior to the conversion of
VIT to a single member L1.C,
there was no clear guidance
on what business decisions
need to be approved by the
VIT board and/or the VPA
board.

Aithough two VPA board of
commissioners and the
executive director of VPA
formerly sat on the VIT
board, there appears to
have been a tack of
communicalion on VIT
performance and key
business decisions to the
VPA hoard of
commissioners,

© 2013 KPMG LLP
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Agreement

| VPA Board
Approval

i
| VIT Board
Approval

Reporting
Documents

———————

QOperating [ o

p)

explanatlons dlSCUSSIOl‘I of menthly actual to budget variances.

Ihternal Control Environment
Governance and Oversight

VIT operates as an mdependent contractor for the VPA under the terms of the Servuces Agreement.

The Services Agreement requires VIT to make monthly cash payments to VPA based on the terms of the
agreement. VIT is required to transfer al! revenue collected for the previous monih less the sum of: (i) costs and
expenses incurred in the operations for the prior month; (ii} replenishment of the CEMA fund for expenses to
maintain and improve terminal facilities, and (iii) contributions to the CE fund.

VPA is authorized under the Services Agreement to establish rates and charges concerning the use of the
terminals and related services. VPA is authorized to delegate to VIT the responsibilities to fix, revise and enforce
such rates. However, any such delegation shall not compromise the responsibility and authority of VPA to
determine rates necessary to carry out its function.

The VPA board historically appointed the VIT board of directors and approved the annual VIT budget.

The VPA board meets every other manth, during which VIT’s monthly presentational financial statements are
presented to the board.

Prior to the conversion to a single member LLC, VIT appointed its President and CEO with prior review and
approval from the VPA board.

VIT’s external auditor presents the audited financial statements and management reports to the VPA board. The
VPA board approves VIT's audited financial statements

The VIT board formerly met on a monthfy basis, typlcally a week after VIT publlshed rts monthly presentauonal
financial statements. The board reviewed both the monthly presentational financial statements and a board
package comprised of financial highlights, sales updates, and operational metrics.

The executive director of VPA formerly sat on the VIT board. Starting in 2012, two VPA board of commissioners
members also sat on the VIT board.

There are three sub-committees: 1) Executive committee — approves hiring, termination and compensation of the
CEO and governs other executive related issues; 2) Benefits committee — governs all employee benefits matters;
and 3) Audlt committee — appoints external audltor and approves the audrted financial statements

Annual consohdated financial report — consists of consolldated VIT balance sheets income statements cash ﬂow
and related management discussions.

Monthly presentational financial statements ~ comprised of financial statements, including monthly and YTD
results by terminal, monthly VIT balance sheet, AR aging, actual to budget comparison, tonnage report and
CAPEX summary.

Other monthly documents consist of the following: 1) Sales dashboard - monthly sales update by major customer,
and actual to budget volume; 2) VIT metrics — summary of operating and financial metrics; 3) VIT variance
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The Company starts the
budgeting process using a
“hottom-up™ approach.
However, once the original
budget is compiled,
various parties, including
VIiT manageinent, the VPA,
the VIT board and the VPA
board, make requests to
revise revenue, operating
expenses, net income, and
cash transfers to the VPA,
These changes are
incorporated into the
hudget and may not he
supported by the
underlying assumptions,
For example, volume
forecasts in the FY13 and
FY14 budget remained
consistent through the 7-8
revisions; however, net
income increased $11.1
million in the FY13 budget
and cash transfer to the
VPA increased $4.3 million
in the FY14 budget.

©2013KPMG LLP. a
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FY13 and FY14 Budgef Evolution

Budgeting process:

% The Company has a ‘bottom-up” budgeting process. Each trial balance
account is forecasted at the cost center levei based on historical trends,
economic projections and operational goals.

@ The Company built its revenue forecast on a customer by customer
is ba jstorical volume and marketing department input

2 A preliminary budget is presented io the department directors, COO and
CEO. The budget is revised based on management feedback and
submitted {0 the VPA. The budget is further revised based on VPA
feedback. The revised budget is submitted to the VIT and VPA boards
for comments and approval and further revised accordingly.

{aeare Imited labilty panseiship ond the U8, member fimm of the KP#MZ network of independent member finms affiiated with KFMG
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Notes to schedule:




The fotus of the hudget to
actual review by VIT's
senior management and
the VIT and VPA board of
directors is the cash
transfer to VPA.

Management should
consider defining fixed
versus vartable expenses
during the budgeting
process. Monthly budget
to actual reviews should
focus on large variances in
fixed expenses. For
variable expenses, volume-
based metrics should be
developed during the
budgeting process, and
budget to actuat reviews
should focus on variances

from the budgeted metrics,

@ 2013 KFMG LLP, a D=l
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Budget \?s. Actual

Source: Management provided schedules and discussions
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The Company had a single
internal auditor who reported
directly to the VIT audit
committee, The VIT internal
auditor position has been
vacant since May 2012,

The table at right presents the
internal auditor's work that
was scheduled for FY12. In
addition, the internal auditor
drafted her risk assessment
of activities at VIT. Highest
risk rating activities included:
(i) risk of abuse of vacation
and personal leave policies;
(ii) risk of staff & ILA’s
inability to rise to naw
technical challenges; {iii) risk
of inefficiencies resulting
from failure to reposition
employees to their skills,

experience and

risk of ILA strike.

Past the reorganization, the
Company shoutd consider re-
establishing the internal

auditor role.

Internal Control Envirenment
Monitoring ~ Internal Audit

Notes:

# The internal auditor's work was focused on supporting the external audit work,
documenting processes and performing ad-hoc audit work as deemed necessary by
the audit committee and senior management. We were informed that there was no
approved formal internal audit work plan.

& In FY12, the internal auditor was tasked to perform approximately 49 audit tasks.
Significant internal audit findings were presented to the audit committee in formal
internal audit reports. The internal auditor completed approximately 6 audit reports
and 6 topical reports prior to her departure. The last audit committee meeting
attended by the internal auditor was on Jan 26, 2012, The significant findings from
the meeting are noted below. The shaded items in the table at left represent audit
tasks discussed during the Jan 26, 2012 meeting.

Significant internal audj s during Jul-11 to Dec-11:

# Credit card audit — The intemal auditor performed an audit of the usage of company
credit cards. More than 400 credit card purchases were examined for proper
approval, existence of assets, purchases, receipts, and so forth. One purchased
item selected for testing, an iPad, was discovered to be used solely for personal
rather than business purpose. No other purchases selected for testing indicated any
intentional misuse of a company credit card.

Outsourcing and vendor policies — The internal auditor discovered that there were no
written policies or guidelines for outsourcing and vendor contracting at the time. A
preliminary list of policies has been presented to executive management for
approval.

APMT Container Counts — Audit of qualified containers for the APMT unit rate rent
was completed. The number of containers reported for rent purchases was found to
have a discrepancy of less than 1%.

Inventary Management Analysis — Cast benefit analysis was performed on whether
it's economic to store inventory at NIT as there were legitimate questions about the
efficiency of storing parts in PMT to use at NIT. Although there may be $350,000
annual savings in inventory administration costs, it would cost $1 mittion to move the
inventory to NIT and an additional $200,000 per year for warehouse rental at NIT.
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VIT’s annual financial

statements, which are
audited by PB Mares LLP,
are included as a
discretely presented
component in the VPA's
Comprehensive Annual
Financial Report.

As you are aware, Glifton
Larson Allen, another
accounting firm, issues
an audit opinion an the
VPA's consolidated
financial statements.
Post-reorganization, you
should consider the
potential benefits (e.g.,
cost synergies, reporting
efficiencies,
comprehensive risk
assessment) that the
organizations could gain
by consolidating the
external audit function
with one provider,

@201 KPMGLLP a D
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tnternal Control Environiment

Monitoring - External Audit Function

Qverview

i

PB Mares LLP currently provides two primary services to the Company:

Financial Statement Audit and Pension Plan Audit — During
FY12, VIT incurred approximately $134,000 in expenses for the
financial statement audit and pension plan audit.

As is typical for companies of VIT's size, PB Mares compiled an
audit plan that focused on substantive test work. Based on PB
Mares' risk assessment, the key audit testing areas in FY12 were
revenue recognition, inventory reserves, and accruals (especially
pensions and workers' compensation). In association with the
audit, PB Mares also issued a report on the Company’s internal
control over financial reporting.

Audit Findings

53

In conjunction with an unquaiified opinion on the Company’s FY12
financial statements, PB Mares highlighted the following items in its
communications with the Company and its Board of Directors (as
further discussed at right):

t.  Passed Adjustments ~ While PB Mares did not identify any
material audit adjustments, the audit team did identify three
passed (i.e., un-booked) adjustments that would have resulted in
additionat net income of $71,000 (or additional EBITDA of
$202,000).

Internal Controls — PB Mares identified a significant deficiency in
the internal controls related to the Company's processes for
modifying the billing systemn. According to PB Mares, the
Company lacked sufficient controls regarding : (i) access to the
billing system’s saurce code, especially by contracted employees;
and (3) formal documentation of system changes, especially for
minor maimtenance, and the requisite approvals.

na

%  Management Recommendations — {n addition to the significant
deficiency, the auditor made two other internal control
recommendations. First, PB Mares secommended that the
Company establish a formal review process for the application of
rail incentives, given the manual nature of the calculation process

partnorship and the U.S memher B of tha KPMG network of indepandant member firms affilated with KPMG
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Audit Findings {Continued)

and the increasing swgnificance of discounts. The finding was in
refation t¢ an error that the auditors identified for on
econd, the audit team recomm
ompany improve the completeness and engoing maintenance of
employee personnel files. During the audit, PB Mares noted that
several employae files did not contain the required VA4 or W4
forms.

Contribution to the Company’s Overall Control Envirenment

®

PB Mares contributes to the Company’s broader framework of internal
controls via a combination of formal documentation/communications
and informat discussions with the Company. During FY12 the auditor
issued three primary documents to the Company:

1. Consolidated Financial Report — The Company's financial
statement audit, which included both the audit opinion and report
on internal controls.

4. Report to the Audit Committee, Board of Directors and
Management = A document, dated September, 2012, which
contains the required auditor communications under AICPA
guidance, a summary of passed adjustments and the detail of the
FY11 and FY12 management recommendations.

2. Presentation to the Audit Committee and Board of Directors -
A 44-page PowerPoint presentation, which summarizes the results
of the audit, provides an overview of the Company's financial
performance via trend and ratio analysis, and discusses the
aforementioned Report to the Audit Committee, Board of Directors
and Management.

PB Mares provided the key audif-related documents to the Company
during two formal meetings with VIT's audit committee, a presentation
to the VIT board of directors at the Aug-12 board meeting and a
subsequent presentation to the full VIT/VPA board.

In addition to the formal meetings, Tom Brooks, the audit Engagement
Partner, indicated that the audit team has periodic conversations with
the Company throughout the year, with respect to: (i) the more complex
accounting areas, such as pensions and workers’ compensation; and
(ii) internal controls, especially to coordinate control testing and
documentation during the period when the Company had a full-tkime
internal auditor.



internal Contror Environment
Technology Environment

The Company is in the process of replacing NIT's in-house developed TOS system with Navis TOS 2.5. In conjunclion with the new TOS implementation, the Company is
also installing an automated gate system and GPS at NIT. Itis critical for the Company’s operation to have a smooth transition from the old TOS to the new TOS.
Management should keep the VIT and VPA board informed of status of the N4 preject including (1) current implementation schedule; (i) identified risk areas; (i) the
Campany’s responses to the these identified risk areas; (iv) any delays; and (v) cost overruns.

R

R Z

T System Vendor - . Duscdption — .. Status of Systom Upgrade -
Financial and Ascounting ‘.y\!em\
o Financials INFOR This replaced JD Edwards accaunting system and (he AR systen in Feb-13, No Complelad
! s Ol AR yyioh wead i) OO B Bt i : ey e fact i SmE=n SR
[Enterprise Asset WNFOR This Is the assol =] syatem inchid 9 irg. work oddar No No upgrade is planned 1%
" Mnnsgnmend (EAN) manag and inventory The cumpmy has been It
[syslem using itis system since 2007, l'he original vendor was DetaSiream, which waa | Bl
| purchazed by INFOR.
Biling system  NA. inholse dpplicaton The Company is cutrenity evploring options 1o replace fhe  No  Nawiz i has 3 buld-on Bling 11
{ bfling system. applcation The Bifing team wil Iy
| daterming if the product is a good (i for ".
| VIT in Calendar year 2014.
iﬂ'égﬁl witing Business Gbjects  In addition ta the raport wrilers within Stn Financlal and EAM, the Campany ~~ No N0 Upgrade i planned athoogh a
Iapptcabm also uses Business Objects fof repoft wiiting smaft subgroip Is investigating 81 i
: sohitions i
P m.rnﬂ Ayntems 0 o ’
'Lm ordenng syslam  NA, In hauss application, part of Ihe legacy HP3000 system known as |KE, This No Thes applicafion is not being replaced ;
| syslem is used for union labor ordering, time tracking and time sheets approval as part of the TOS system :
| Work heurs racked in (his sysiem are transmitied to ADP through Timebank, repiscement but encthey’ project

| sponsored by the HRSA witl reptace
the legacy fabor ordering system  This

| product is caied Rostima
éADPpWI:ysi«n APD 'I‘hacmnpmyvmkhedloﬁ\ﬂi’l’wpﬂym!pmenmqmﬁlz T e NA__ D |
{Timabank Timebank This application sis betwean the labos ouinmg wyitem and ADP. Timebank s Na T NA o . H
I'- APD's third party vendor for eny cuslomizetion payroli system needs. Given the

corrplesity of the union rates siruclure. ADP uses Timehank 10 slore pay rales !

| and calculate gross pay befora processing the payrofl through ils own system,

'Opﬁ:m"ﬂn Systems

|we NA. " If-house applicaion devaloped in the 80°s The Company s in the process of  Yes
i replacing IKE wilh the Navis 2,5 TOS al all {erminals except for APMT,

lNate3TOS Nes " APMT uses an cider version of the Navis TOS. The Company mayupgrade i~~~ No ~  Considering upgrace fo Nads 3x
1 1o the mast updated Nevis version afiar it compleles the N4 project, (inchirdes sufomated cranes) but
decision has not been made

TNIT Automated Gale Navis Per management, currentty NIT gate has 13 tanes staffed with 2 ILA labor per Yas To be compleled in FY14
Syntem larie. The sutomaled gals sysiem it inlended 1o taduse the manual opecaton of
lhe gate. APMT currently has an aulomaled gata syslem.

'-NiT’Gﬁé System  Navis  Perm ,the GPS will accuralely irack worker location and confainer  Yes |
maovements APMT curfenlly uses GPS In its cperation,
|rmi cost ) '

Source: Managemenx prcwded schedules and dISCLISSIDnS
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VlT mamtams a formal wrltten procurement pohcy that descnbes detarled processes and related controls in place, and conveys the
Company's expectation that procurement activities are carried out in a manner reflecting the organization’s best interest white
adequately controlling associated business risks.

These palicies do allow for documented exceptions, including authorization by selected members of senior management to delegate
purchasing commitment authority to those outside of Purchasing, which has the primary responsibility under the policy for all
procurement of goods and services.

We note that the procurement policies in many regards are oriented towards the procurement of materials as opposed to services,
and thus provide less specific direction, and potentially less control, over procurement of services.

Ethical considerations in procurement are addressed separately through VIT's conflict of interest, gift and fraud, waste and abuse
policies contained in the VIT Policy Manual.

We identified exceptions from stated policies and procedures during cur detailed testing, as described on the subsequent pages of

The procurement process at VIT in practlce is more decentralrzed than as proscnbed in the Companys written pohcnes Purchasrng
is described in policy as a ‘control group’ with at least “functional” oversight on all procurement at ViT, but they have little to no
involvement in purchasing activities related to certain contracted services, particufarly for G&A expenditures. This may confribute io
procurement practices that are ad-hoc and less than consistent with policy requirements.

Purchasmg pollcres advocate for procurement at the Iowest possrble cost, but do not have enough formal requirements for ensuring
competition to drive this objective. There are no formal or informal bidding requirements, and processes and controls for vendor
selection and pricing considerations are considerably less formal and extensive in comparison to a state agency.

The Purchasing policy acknowledges that VIT has many long standing vendors, and management represented that this is typically
due to technical requirements limiting VIT's sourcing options, or due to a lack of capable local providers for certain services. In our
detailed vendor testing, we noted the existence of an alternative local supplier for one product which has been consistently sole-
sourced

Authonty for approval of contracts and invoices is very concentrated at the senior management level, where only 4 employees can
approve amounts greater than $3,500, and all amounts greater than $10,000 require CEO approval. While this structure provides for
stricter control over expenditures, it may result in inefficiencies, and may also create opportunities for senior management to exert
inordinate influence over day to day procurement activity.

firm of the KPS network of ndependent member firms affilizted with KPS
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{ Contracting
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| Payments
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Procesées and Controls - Summary Findings (2)
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White ocess and controls regarding contracting for
non-PO procurement are informal and tacking. There is no contract management policy at VIT, nor a formal process to ensure
that contracts for goods and services procured outside the PO process are appropriately in place, and are created, reviewed and
approved in a manner sufficient to ensure consistency and afford proper legal protection.

Segregation of duties is maintained in the payment process at VIT, to help ensure that the Company pays only for the goods and
services that are actually requested, ordered and received. While not unique to VIT, this control is fess strict for services, given
the recipient of services is often aiso responsible for invoice approval. Weaknesses in this regard contributed to exceptions
noted in our detailed vendor testing.
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WVIT maintains decumented
policles and procedures
governing its procurement

process.

The purchasing department
has a centralized
responsihility for
pracurement per the
Company’s policy, but much
of the procurement far
contracted services,
particularly for G&A
expenses, occurs outside

Purchasing.

& 2013 KPMB 1_LP
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Policies, Structure and Oversight

Procurement Standards

» The Company's Purchasing and Inventory and Management
Policy Manual ("Purchasing Manual”), which was last updated
in August 2012, is the primary policy goveming the
procurement process at VIT.

= Per the Manual, it is "VIT's policy to procure all goods and
services "at the lowest possible cost” obtaining the “right”
quality and quantity at the "right” time and place, and also
advocates conducting business “...in VIT's best interest,”
promoting “open and fair competition,” and to seek to minimize
business risk in the process.

= Separately VIT maintains an Outsourcing Policy within the VIT
Policy Manual, which is akin to an employee manual and
primarily contains Company personnel policies and
procedures. The Qutsourcing Policy describes the process to
be followed including key controls when VIT retains a third
party to provide services refating to activities previously carried
out internally by company personnel.

The VIT Policy Manual also contains certain ethical standards
of conduct that apply to the procurement process, including a
conflict of interest and gift policy, and a policy addressing
fraud, theft, waste and abuse where it may occur or be
suspected involving a third party doing business with VIT.

artrership: and the 1 § membear firm of Ihe KEPMG natwork of mdepandsnl mamber firms affilisiad with KPM3
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Policies, Structure and Oversight (continued)
Purchasing Structure, Responsibility and Oversight

= According to the Purchasing Manual, functional responsibility
and oversight for procurement activities are centralized within
the “control group” Purchasing, within Financial Services.

~ While Purchasing has “commitment authority for

procurément, responsibility for obligating the company and
for making the final determination of supply sources,
quantities purchased, delivery schedules and price
negotiations,” the policy allows for exceptions as authorized
by senior management and acknowledges Company
practice that purchasing decisions are often made in
conjunction and consultation with other departments and
functional areas.

- The Purchasing Manager is stated to have the specific

functional and oversight responsibility for procurement of all
goods and services.

~ The Manual allows that personnel outside Purchasing with

delegated authority may communicate with prospective
suppliers regarding products, technical issues and pricing,
and may handle negotiations under functional oversight
provided by Purchasing. Purchasing has full authority,
however, to question the type, quality and kind of
material/service requested, in order to serve “the best
interest of the Company.”

- In practice at VIT, white Purchasing is centrally responsible

for the procurement of parts and materials, and certain
types of equipment and recurring services, procurement for
major contracted services, including identifying, selecting
and negotiating with vendors, is handled by senior
management and other operational and functional
management personnel at the Company.
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The vendor selection

process at VIT is lacking
with respect to formal
requirements to promote
competition, in comparison
to typical state agency

practices.

Authorization controls are
documented and
concentrate all significant
approval authority within a
concentration of senjor

management.

VIT lacks a contract
management policy or
formalized contract

management process,

Vendor set up is
appropriately segregated
from those with purchasing

and payment responsibility.
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Processes and Controls

Vendor Selection
General Requirements

= The vendor selection policy indicates VIT is to select vendors
who provide the “best product, in a timely manner, for the best
price.”

The policy details the circumstances and manner in which
vendors may be assessed in the selection process. This could
include assessment of financial stability, insurance coverage,
ability to provide timely delivery, service level/reputation,
material quality and pricing.

= Overall, vendor selection is an informal process at VIT, in that
the policy does not reflect strict requirements for competition,
and there are limited controls in place to ensure vendors under
consideration are actually assessed in the areas described
above.

Competition / Pricing Considerations

= There are no formal bidding requirements in the selection
policy and no prohibitions on sole source vendors, or additional
selection controls that would then apply. There is a formal
quotation requirement for Parts Clerks in certain
circumstances, as detailed below (please aiso note findings
pertaining to this area in the Vendor Testing section).

— Parts Clerks are required to obtain price quotes to fulfill
requests for items that have not been purchased within the
last 90 days. in this instance, the Clerk must obtain quotes
from a minimum of three vendors.

- While this formal requirement does not appear to apply to
the purchase of contracted services, VIT personnel involved
in procuring these services advised that price quotes are
routinely obtained.

o ship and e U.S. maember fi'm of the KPMSG network of independent mamber firms affibated with KPMG
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Vendor Selection (continued}
Competition / Pricing Considerations (continued)

- The Purchasing Manager advised that he often attempts to
leverage state contract pricing for certain parts and
materials, requesting that vendors honor these agreements
for VIT as the non-profit operational arm of VPA.

Authorization
Contract and Payment Authorization

= A formal written Purchasing Authorization document is
maintained and regularly updated, and details approval
authority by position for more than 60 individual employees.

= Authority is tightly held, as only 4 positions can approve
expenditures greater than $3,500.

= Please note findings pertaining to this area in the Vendor
Testing section that follows.

Contracting
Contracting Requirements

= VIT uses a standard Purchase Order with terms and conditions
that are reviewed and updated regularly. The Company also
uses some standardized contract templates, but not all service
vendors are under contract.

= The contracting process is informal and somewhat ad-hoc in
practice. Apart from mentioning that Purchasing is responsible
for contracts, and discussing the PO processing and
requirements, the Purchasing Manual does not address
contracts, relative to circumstances requiring a contract, use of
a standard contract, legal review, etc.
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For purchases by PO, VIT
maintains standard and

appropriate controls (both
manual and system)
throughout the cycle, for
requisitioning, purchase,

receipt and payment.

Non-PO purchases are
 initiated and contracted for
outside the DataStream
system, and payments are
processed through
vouchering following manual
approval of inveices.
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Frocurement Process

Processes and Controls

Vendor Set Up

New Vendors /Segregation of Duties

= Responsibility for adding new vendors is segregated from
those with procurement and payment responsibilities, and
system controls are also in place which preclude access to
setup by the latter group. New vendors are added to the
system by an administrative resource in Risk Management.

* All new vendors receive a setup package detailing insurance
requirements and PO terms and conditions, and are required
to complete a W-9 and an acknowledgment form accepting the
PO terms and conditions and discfosing SWAM status. The
Risk Management resource identified above is responsible for
tracking completion and following up with individual vendors.

» Please note findings pertaining to this area in the Vendor
Testing section that foliows.

Regquisitioning, Purchase and Receipt
PO Purchases

= Requisitions are submitted within the DataStream system by
Buyers in Purchasing and others at VIT with procurement
responsibilities, and are routed for approval within the system "
to those with appropriate documented authority.

On requisition approval, Purchasing issues a system
generated PO that is automatically delivered to the vendor.

All deliveries of materials are made to the central warehouse,
other than large items which may be delivered directly.
Materials are inspected and quantities are verified by -
purchasing personnel, who record receipts in DataStream and
forward receiving documentation to Accounts Payable,
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Requisitioning, Purchase and Receipt (continued)

Non-PO Purchases

Non-PC purchases largely involve contracted services, and the
procurement activity may be initiated through the creation and
approval of a work order, or documented via email
communication.

As discussed above, services are typically agreed with vendors
through formal contract, although VIT acknowledges that some
are not under formal agreement to allow for price flexibitity.

Payment
Segregation of Dutles

Accounts Payable maintains segregation of duties in the
payment process, with responsibility separately assigned to
receiving invoices in the mail, coding and review/routing of
invoices for approval, and processing final payment approval.

VIT has disbursement controls over check payments, with
system controls in place requiring digital dual signatures and
limiting printing to authorized individuals. Checks over $25,000
require dual signature by hand.

PO Purchases

Accounts payable staff perform a three-way match manual
review considering the quantity and cost on the vendor Invoice,
VIT’s purchase order, and receiving documentation. For
discrepancies noted (other than for minor cost or freight
differences), a PO change is required, and approvals are
obtained as per for an original PO.

Non-PO Purchases

Payments for items and services that do not utilize purchase
orders are processed through “vouchering.” Invoices are
received in Accounts Payable and then routed for written
approval based on VIT’s purchasing authorization document.
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Vendor Testing - Summary Findings (1)

reviewed lacking any indication that other vendors were considered at the time the vendor was initially retained (if within review period), or
that there had been any attempt in the period under review to obtain competitive price quotes or consider other third parties:

' Two of the nine vendors with contracts in our sample population had individual agreements which were not properly authorized. These

included:

The Brazilian contractor (sales and marketing representative, former employee): One annual contract executed in August 2010
authorized by an executive with a $10,000 limit. Contract amount approximately $118,000 plus expenses, with automatic renewal
provisions,

2tional’) 8 Swiss enlity. All nights resered
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Vendor Testing - Summary Findings (2)

! Approval and i
| Payment of Invoices |
“in Excess of {
| Authority i
{page 38-44)

| In each of these cases we were informed that, as the payments are under approved contracts or in respect of recurring services, the
! | relevant approvais had been delegated to the above individuals or that separate approval of the invoice was not required. However, we
i 5 note that the relevant contracts do not quantify payment amounts. Furthermore the Company was not able to provide the documentation of

the delegation.

I
_E

Vendor File . As noted above, per the Purchasing Manual, all vendors are required to complete an acknowledgement form annually and, where
i Documentation | applicable, provide proof of insurance and/or financial stability. Also, relative to new vendors, it is indicated that references should be
| Partially Lacking obtained. In our sample review, we found that:

| (page 38-44
i (pag ) Proof of insurance requirements were met;

Only one acknowledgement form was in evidence; and

While it appeared there were only fimited instances where proof of financial stability or references were required, we did not see
evidence that either had been obtained for any vendors.
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Pages 35-45 have been redacted in their entirety. See Cover Page.
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Sales

Operations, Revenue and Incentives
Summary Fmdmgs (2)

9?@ AT
\1% '-"ﬁ‘mﬁwl\; :fmll“‘“ i

1
| Revenue, rate | = The scope of work included comparing reponed revenues to amounts extracted from billing systems and rates billed to those in customer contracts.
and volume | The results of this work are summarized below
comparisons |
| (page 54, 57, B0- : ::
66) i 1. Comparison of centainer vqumes | Total container volume (for bolh expon and import : Reconciled without exceptions. We traced the

per the terntinal operating system
(TOS) to vessel loading / unioading
documentation (prepared by VIT,
ILA employees, slevedores, and
(,?rll@rs]

1 contalners) for one vessel.

L

Cc-mparlbon of data from the bl!Illlq
Bystem o)

| a.. TOS (with respect 1o coptainer

| volumes)
1

Total container volume for LTM Apr-13.

b.  Unigue rates in cusiomer
agreaments, side-letter incentives
ahd VIT tariffs, whicheyer

cable

¢ Actrusl-based revenue reported in | Compared accrual-based revenue in the accounting
| the accounting system system to service date- based revenues per the billing
‘ system for the twelve month periods ending Jun-11,

. Jun-12 and Apr-13.

| Compared discounted rates in billing system for the
| top ten customers for LTM Apr-13 to those in the
| agreements.

Compared management’s calculation of 84% of side-
. letter discounts recorded in the accounting system in
| Apr-13 to the agreements and volumes moved.

3. Comparisan of discounting
agreements with carriers ta
digcounts recorded in the
Company's financial statements

4. Comparison of invoice cancellations | Reviewed 96% of invoice cancellations for Apr-13.

| Compared amounts recorded as adjustments to

' revenue in the trial balance to; original cancelled

| invoices; operations/billings paperwark with reason for
. cancellation;

{racorded as adjustments to
revenubd) to Company's
documentatian for such

cancellations nd signed approval forms.

|
|
|
i
I

1 KPMG

D2FUPMGLLP 21
rtermalicral Coopea

terd hanility partn 1t the = of the KEAG
3 Internation®’) a S on "‘y All rights

erd member firms a

! container count entered into the operating system

' to the related supporting documentation

Able to reconcile within 0.1% differences.

Confirmed 124, or 82.1%, of tested unique rates,
hich represents 96.0% of LTM Apr-13 top

¥customer revenue.

We were able to confirm all discounts per unit to the |
signed side-letters with customers, as well as the

| associated discounled volumes to the in the |

Company's systems. We agreed to management's
calculation of side-letter discounts in Apr-13.

We confirmed that all cancellation adjustments
reviewed were properly documented and approved
We observed that 81% of the cancelled amount
was subsequently rebilied.
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Sales Operations, Revenue and Incentives
Summary Flndmgs (3)

Revenue | « Month-end adj
Processes and |

Controls
(continued)

| According to management, and our review of invoice cancellations for the month of Apr-13, cancellations are primarily related to disparities in

page 54,57.60- | container volume, and generally do not relate to pricing or billing concessions. The discrepancies principally occur around specific container types
which are billed at non-standard rates (such as reefer, or those transported via a specific vessel service), and between containers billed and billable
containers per customer contracts.

|
i
t
¢
| o8
I

The Company's practice is to cancel entire invoices and rebill the corrected amount rather than issue adjustments {o such invoices. Therefore,
adjustments related to cancelled invoices are high ($7.0 million and $11.5 million in FY12 and LTM Apr-13, respectively). We reviewed invoice ,
cancellations for the month of Apr-13, and our review suggested that 81% of the cancelled amounts were subsequently rebilled, and that al)
cancellations were approved by the appropriate employees.

[ | = Accuracy and completeness of Company’s billings — management indicated that billing for unit container rates is generally accurate, or caorrected

via invoice cancellations (abave), however, invoicing for ancillary revenue is more complex and, therefore, may be less precise given the number of
! individual rates and actions/drivers that trigger a charge. We compared the Company’s accrual-based revenue recorded in the Company’s financial
| systems to service-date based revenues in the billing system, It appears the Company under accrued revenue by $2.2 million at Apr-12 and by
$625,000 at Apr-13.

£

@ 2013 KPMG LLP, 3 I
IMermationat Cooparatv
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VIT entered into
agreements for terminal
services with eight
alliances (which represent
26 carriers). In addition,
the Company has
arrangements with eight

other individual carriers.

@ 2013 KPS LLP a e
irtemational Conperalive {!

| 1. Alliance
| and

| Customer-
| Specific

| Unit Rata

| for

| Containers

ity parinershniz

nal’), a Swiss

Saies Operalions, Revenue
Carrier Contracts and Pricing Structures

and Incentives

Y R

= Consistent with other industry participants, the Company has entered
into agreements with alliances of multipie carriers, as carriers align
with each other to maximize shipping efficiencies through economies
of scale. As part of these contracts, the Company sets consistent

pricing across carriers within an allian

asic unit rate per container is intended to represent an ali-
encompassing charge to load/unioad a vessel, or the movement of a
container from the vessel to the rail yard/gate {and vice versa for
exports). The container may be moved more than once during the
process, but the carrier will only be charged for cne container liff,
except in spedific instances, such as movements within the terminal for |
customs examinations or due to specific carrier instructions. i

e of the KPMG network af indepondent member firms aifitated wilh KPMG

The billing system
automatically
assigns the
applicable rate per
centainer to the
cantainer count for
each vessel hased
on the service. The
| billing system has
the capability to
identify
automatically
changes in pricing
tier based on

| volume

| benchmarks for

| the alliance/carrier.

! :
| The accounting

| system records
container
revenue using

! billings and a

| month-end

i accrual process,

| both based on

| the billing and

| Terminal

| Operations

| System ("TOS").
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The majority of the

Company’s discounts are
recorded via month-end
adjustments to revenue.
The process of
calculating these
discounts is manual and
cumbersome, and
therefore prone to error,

However, we compared
83.8% of discounts in Apr-
13 to the original side
letters with customers
and corresponding
volumes to those in
Company’s systems, and
agreed with
management’s calculation
of such discounts without
axception.

@ 2013 KPFMG LILP, a [

Internatignal Cony

Simied hiabi

Notes to schedule (Eo.nt.)

Sales Operations, Hevenue and Incentives

Revenue Recognition — Reconciliation from Billing System to Trial Balance (2)

Company’s month-end adjustments:

.

Side-letter discounts — Customer discounts which are not granted
through reduced unit rates per container {and thus recorded in
billings}), but are separately recorded on a monthly basis as
adjusiments to revenue. These are calculated via a combination of
system and manual inputs (volume is obtained from the billing and
“rail report” systems).

We compared management’s calculation of side-letter discounts for
Apr-13 to the discounts recorded in the Company’s financial system.
We tested 83.8% of total discounts for the month, and compared
each individual discount calculation to (i} the corresponding side
letters with the customers, and (ii) the related discounted volume to
container counts in the Company’s rail reports and billing systems.
We were able the to reconcile each of the individual discount
programs tested to the side letter agreements and volume in the
Company's systems without exception.

Based an the complexity of the process experienced through
testing, we recommend you consider working with management to
automate the calculation of side-letter agreements through the
biliing system.

U S member firm of the KFTAG netwotk of iIndependent mamber fimms afilated with KPMG
W righis reserved

Revenue recorded outside of billing system — Represents
customer revenue that does not run through the Company’s
billing system, and other non-customer specific revenue, such
as scrap inventory sales and gain/loss from sales of fixed
assets. Each revenue type is recorded into its appropriate
revenue general iedger code in the revenue recognition
process (for example, container examinations is recorded in
container revenue).
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Cancelled invoices are the
major individual component
of month-end adjustimentis,
Discrepancies in container
count or type and billing
clerical errors have a large
impact in the month-end
adjustments given that,
instead of issuing a billing
adjustiment to the customer,
the Campany cancels the
entire invoice {(which is then
reflected in the month-end
adjustments as a reduction
to revenue). Rebillings are
captured in the billing
system (included in the
Billings amount per Revenue
Recap; note A in page 63).

We received documentatian
for all invoice cancellations
for Apr-13 which indicate
that, of the population of
invoices reviewsd, 81% of
the total cancelled amount
was subsequently rebilled to
the customers.

© 2013 KPMGLLP 2 D
Intersalioral Conpmaliv

iniled
PRG 1nter

saies Operations, Revenue and Incentives
Revenue Recognition — Reconciliation from Billing System to Trial Balance (3)

f
"), @ Swiss enlity. Afl sight

All invoice cancellations are processed by the Credit, Collection and
Claims Division within the Company’s accounting department, and only
require the signature of the Billing Division Manager for approval if the
cancellation is due to a clerical error. Any request for rate accommodations
(customer requests for a minor one-time discounts on a type of charge)
and villing adjustments greater than $1,000 require approval from the
Customer Service Manager, and either the CEQ, COQO or VP of Financial
Services.

We reviewed 96.0% of invoice cancellations for the month of Apr-13 (table
on bottom left). Our review included conforming individual invoice
cancellations recorded as reductions to revenue in the Company's
accounting system to the following documentation: (i) internal billing
department memos indicating reason for cancellation, cancelled and re-
billed amounts, and appropriate a =

firm of the KPMG neiwork of independent mamber fums affiliated » 15 85
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Sales Operations, Revenue and Incentives
Sales Team - Structure, Organization and Responsibilities

m Structure and responsibilities of the sales department - the
Company’s sales team is aorganized into the three key roles below:

Sales and day te day

customer relations are
shared between the Sales
Department (illustrated at
right) and the Operations
Department. Support is also

provided by the Media and

ontract negotiations, including price setting and

Advertising group and the :*' Dirsctor ) i discount agreements — are the responsibility ol
i : i
Global Development Group | "53:::;5' | Offices Marisgi o ?;t;: Maaosr h nd .
(which is currently under b iCarderss | Al i Gowt. & North Breakbulk #i. Media and advertising — Four VIT employees which are not
the VPA " & | East Africa, Military America Sales & directly within the Sales and Marketing department, but
e ). 4 Northeast | f-‘;"":ff Cargo & West Services provide support to the sales and customer relations teams.
i ! Uty Asia
Contract and discounting || - America # Global Development Group — In addition to the Company's sales
arrangement negotiations | temenaee * | team, the Global Development Group (seven employees), which
. Forel i currently operates under the VPA, is tasked with promoting
are performed by the Vice | M:}’:;ﬂ 0"‘:‘&;2: | business in the State of Virginia through the ports. Post-
President of Global Sales & ' \ortheast West Asia : reorganization, the Company's sales groups will work together
Marketing and the Director with the Global Development Group, which, according to
. management, will make the sales efforts more efficient.
of Sales, Ocean Carriers & & X
oean rea ; i i -

Northeast. Most Carsios Mannter, # Segregation of duties and approvglvprocesses The sales

) o y Relations MidAUzItc team operates separately from the billing and accounting
commercial decisions were Rep. | departments (except when they interact for invoice canceilations).
approved by the former { There is therefare a proper separation of duties such that sales
CEO L employees cannot manipulate rates, container counts, offer credit

) Manager, ~—— memos etc.

Please see following page i - In addition, signed CEO approval is required for most commercial

decisions, including: (i) new carrier/alliance contract awards and
amendments to existing contracts; (ii) pricing incentive awards; (iii}
adjustments to container rates (including waiving annual
increases); (iv) invoice cancellations over $1,000; (v) customer
pricing concessions on individual invoices; and (vi) tariff rates
changes.

for the Sales Department

compensation,

_____

Q@2013KPMG LLP, a [
intersational Coopar:

e imiled Lagily partn
PRAG Inernationat’), a

> and e U S member firm of the KPMG network of independent member finng affiiates with KPMG 67
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D e £ e FEIY S — 7 o g b e my §
Labor Cog SLCHLIN: png Comira

Summary Findings (4) — Non-union Labor

. o

Non-Union . & Planned employee headcount is included in the annual budget; hawever, the Company may not fill all the open positions included in the budget. |
Labor Hiring Employee hiring must be approved by the CEC. We have not tested the controls related to employee hiring. i
and

w Non-union employees’ salary increases and bonuses are subject to CEO approval. CEQ’s salary and bonus are subject to VIT hoard approval. The
FY14 budget includes a salary increase of 3%. Typically, the HR department recommends the annua! salary increase based on: (i) salary data from
consulting firmg :

Compensation

{page 92-93, 96-
97)

|5 There will be no variable compensation awards for FY13.

Non-Union la Only the ex-CEQ had an employment contract with VIT, which was approved by the VIT board. _

Labor Contract

{page 94-95) |5 Six key employees have severance agreements with VIT, which were approved by the VIT board. These agreements provide these employees 18
months’ of regular pay in case of certain change of control events. |

FEmployee {m Erhployee ekbense eimi)usreduire supervisor and CEO approval per the VIT Policy Manual. The majority of the expense reimbursements
Expenses i during FY12 and LTM Apr-13 were related to travel expenses and education reimbursements.
Reimbursement (I P pr— e Bt T B T W
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Key controls are bolded in

the flow chart to the right;
however, we have not
performed any testing on

the controls described.

There are multiple reviews

of union labor time sheets

before processing by ADP.

HRSA - ILA

or Cost Structure and Control
Union Labor Processes and Controls

Sends capy of the fator order 10 HRSA

" Sends repert to HRSA for lhe union worker
checked in

Previous Day

Each terminal operalion team (VIT non-union
empicyses; determings (he labor neads for the
next day around 2pm based on lhe vessel
schodules. labor order
VIT labor ordering system,

4

' Terminal manager review and approves the labor
- order.
Nots. VIT rotales union (abor from 2 labor pool

in the

Work Day @

ILA Timekeeper checks in unon labor in the VIT
- labor ordenng system  If union labor on the order

does not show up, arrive late or a rapiacement

was sent, ihe Timok makes the adj s
in the system at the lime of the check-in

¥

LA labor enters hotirs manually on a imesheet.

¥

tForeman approves thentimesheefs after ILA

fabor finishes his shift and submit his
. timesheets.

¥

‘fimesheets a}é submitted io Timel-(eep-erl ’

' Timekéeper enters limesheets ift the Tdbor
ordering system and the sysiem auio calcuiates
S7, 0T, DT and FT (Note Timekeeper can

: override system cslculaled ST, OT, DT and FT),
however the limesneals aléo needs to be

; approved by VIT emplo)@e - see conlrol below).

| VIT supervisor approves the timecards in the
\system,

| Weekly
. Sends timecard info to HRSA every
~ Wednesday

eseryed

o
To Payroll Processing

pavingranip and the U,5. mamber firm of tha KPS network of independent mamner inns affiliatad with KPMG
& Swiss entity  All rights

. Timasheals are submitied 1o the payroll
| depantment

Payroll Processing

. Labar ordering system transmits labor
hours to the payroll syslem

\ Payrofll clerk reviews the infarmation
&, in the payroll system and the 3

timeshests and approves the

timesheets.
p

Transmuls informalion 1a [CI (an
wtegration solution offered by ADP,
which stores the pay rales for ihe (LA

labor}

ADP processes payroll and reports are
generaled Union labor are paid every
Thursday for the pravious work week
{M-Sun}

78
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Key controls are bolded in

the flow chart to the right.

Non-union employee salary
increases are determined
in conjunction with the
annual budget, subject to
CEQ and VIT board
approvals,

Variahle compensation is
only given te senior
management, department
heads and sales personnel,
and is subjected to VIT
board approval for the CEQ
and CEO approval for all
others,

G 2013 KPMS LLP, 3

Intematianal Coopa

l.abor Cost Structure and Contral
Non-Union Labor Processes and Controls

Hiring Payroll Processing

The VIT annual budgat sets the number of vacancies to be filled each fiscal year‘ VIT and VPA
boards approve the annual budgel Prior 1o advertising the open pogitions, the HR director and
the CEQ have te approve the decision to hire {note thal nat ail vacant positions inctuded n the

Hourly Employee Salary Employee

budget are fifled)

Fixed Compensation

On an annual basls. the HR department

recommends a salary increase % for the

entire Company based on comparable

racket salary data and comparison (o union
,labar rales Note a salary study and an
«exaculive compensation study were done by

Mercer in Jan-10 and Apr-10, respsctively,

*Salary increase is approved by CEO.

v

Salary incraase % is incorporated into the
annual budget and approved by VIT and
VPA boards of direciors, Note: salary
Increase of 3% for VIT is incorporated in
the FY14 budget.

Annual performance evaluation is conducted
after the end of the fiscal year A lhree-lier
raling syslem is used

VIT salary increase approved via the annual
budget process is aliccatad o individuals
based on the performance rating (i e. each
employee will gat a % increase, with Ihe
average of all empfoyee salary increase at
3% per the FY14 budget) Salary Increases
are approved by senlor managerent

¥

Naw salary level 1s sent to ADP

entity All righis reserved

Variable Compensation

Only CEQ, senlor executives, direciors and

; sales departmenl| personnei receive vanable

compensation (a % of base pay) Note' no

: empiloyee wili receive vanable cempensation

for FY13.

¥

VIT board of directors sst goals for the CEQO
(e g financial metrics, volume goal etc.)
CEOQ then sets goals for eiher executives
and departmenl heads

VP of marketing sets goals for he sales

personnel.

Employee eligible for variable compensation
is evalualed against the goals,

v

Variable compensation is approved by
VIT board for the GEQ, by CEO for the
senior management team and by VP of
marketing for the sales personnel.

ard the LS miember firm of the KPMG network of indapenden! member (s affiliatsd with KPMG

‘Payroll clerk performs reasonableness check 3
{e g mulliplying 40 hours by the number of

Hourly employess enter time worked into
ADP elsctronically al teas! weekly Haurly
amployses are paid oyery two weeks

Salsned employees are patd semi-monthly
Time sheets of 86.6 hours for sach pay
penod are aulo generaled

Manager approves tha tima card inthe
gystem.
+

-

aclive employees and compare to (he paysoll &
run; and compare the curent payroll run te
{he previous run) and Iransmils the time

cards to ADP

ADP
ADP pracesses payroll and generates payroil reparts Hourly employees are paid every two

weeks on Friday for lhe payroll ran on the prewipus Thursday. Salary employees are paid on the
15% and the 30"/31% of each manth

83
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Labor Cost Structurs and Controd

VIT — Employee Expense Reimbursements

Notes (continued)

ExpensSe approvai p

The Company will reimburse ali business expenses
incurred, which are not billed directly to the Company,
upon submission of an accurate and approved expense
report.

Prior approval is required for travel expenses.
Information such as date of the trip, designation and
reason for the trip must be submitted to the CEO, or his
designee, through department director, in advance of
the trip, In emergency situations, business travel will be
approved only when requested in writing.

Employees must prepare and sign off on expense
reports for all traveling and entertainment expenses,
and must forward the report to their direct supervisor
for approval no later than five days after incurrence or
within a reasonable time after employees return from
travelling.

Approved expense reports will be forwarded to the
Financial Services department for verification and
record keeping. Final approval from the CEO is
required for all expenses.

Cash received in advance in excess of the amount
expensed should be refurned to the Controller within
five days after incurring the expense or returning from
the frip.

Reimbursable expenses include transportation, lodging,
travel insurance, telephone charges, business meals
and meetings, and entertainment. Employees also
receive a per diem for meals while traveling.

Source; Per VIT Policy Manual and management discussion,

@ 2013 XPMG LLP, a Balaware Fm:

Inlermahonal Caoperaiive (TKE
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ctire and Control
Summary of Employee Benefits

e,g,tif:ﬂf‘w ‘ﬂ*fémow :

VIT provndes medlca[ denlal and vision beneﬂts to all employees and thelr | ® The VPA prowdes sumilar health beneﬁts to employees though |
dependants after 90-days of employment. Anthem and the pian features can generally be equated.
= The current health care policy is with Blue Shield Blue Cross (Anthem). l & The VPA offers a high deductible health ptan (HDHP), which is
Participants can choose from 4 different health care pians, which are ! limited to plans offered by the State. Management indicated that |
KeyCare10, KeyCare20 (base plan for KeyCare), HealthKeepers10 POSand |  VIT may add a HDHP in Jan-14.
HealthKeepers20 POS (base plan for HealthKeepers). & A Health Savings Account, compatible with the HDHP, is also |
»  Monthly premium rates vary from $558.34 to $1,790.57 depending on the plan i available to empioyees. VPA contributes $1000 for individual
|
|

| Health Benefit

and the number of participants (employee and number of dependents). participants and $2250 for family participants.

- w Effective July-13, VIT changed the health benefit policy to require a participant
| contribution of 30% of the base plan premjum (varies based on individua!l health |
| evaluation). If the participant selects a heath care plan that is above the base

! plan, then the participant is responsible for the differential in premiums. ;
5 Employees receive weliness credits towards the premium rates. These credits f
| are based on the wellness points the employees and their spouses receive from |
' their heath evaluation. i .

s Prior to Jul-13, VIT covered all health care benefit costs for employees and their
{ dependents

Postretirement | ® The Company prowdes medlcal benefits to retired employees

Health Benefit | o Individuals who are aged 55 with 20 years of service are eligible for plan
benefits.

| Pre-62 years old: retirees and their spouses are eligible to participate in the plan
| and receive medical benefits but must pay the entire COBRA premium rate.

{ # Post-62: retirees with more than 30 years of service receive medical benefits
! until they reach the age of 65, when Medicare commences. Coverage of i
spouses may be continued at the employee’s cost for 10 years until the spouse i
is 65, or remarries. Retirees pay the employee cost differential for medical
coverage beyond the basic coverage.

# Early retirement program: retirees who accepted the terms of the early

retirement program and retired at June 1, 2012 receive health care benefits at |
i the active contribution rate for up to 3 years (not exceed age 65). Spouse will be
! covered 50%. After 3 years, the early retirees and spouses may continue at the
COBRA rate untit age 65.

= The postretirement health plan is administrated by BPSM.

g Not- provid;c-i_

8

Source;  Managemen
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Retiree Health
Care Savings
Plan

457 Savings

Plan

Pension Plans

Personal
Leave

|
|
i
!
|
|
|
|

in the plan

v Gost Struciure and Control

o i A T
The Company provides a health care savings plan to allow employees to save
money to pay for medical care expenses during retirement for themseives and
their spouses.

Individuals who are aged 40 or older are eligible to participate in the plan.

All participating employees must contribute $50/month, and the contribution
may not exceed $100/month. The Company will match the $50 contribution.

The employee or his/her beneficiary receives the proceeds from the
contribution account and forfeit the match account if (i) employment is
terminated prior to retirement or (i} employee dies, before completing 7 years

il

mployee Benefits (2)

. 2 J SRS o e A
No spemf c retiree health care savings plan is available.
However, the VPA offers Health Savings Account compatible
with the HDHP. Please refer to the description on the previous
page.

SO

For employees hlred before July 1 2012 VIT w1l| match 50% of an employee
contribution up to 3% of base pay. For employees hired after July 1, 2012, VIT
will match 50% of an employee contribution up to 8% of base pay.

Employer matching contributions vest over a seven year period.
The 457 plan is administrated by Great Wesl

The Company has a defined benefit plan that covers employees (i) who work in
excess of 1,000 hours per plan year, and (ii) were hired prior to July 1, 2012,

Employees with 7 years of service are fully vested in the plan.
The Company pays 100% of the defined benefit plan cost.

VIT has two supplemental non-contributory pension plans that cover 13 former
members of management. These plans are closed to new participants and
there are only two active employees currently in the supplemental plans. Both
of them have been employed by VIT since 1990.

Employees are entitled to accumulate sick Ieave of 8 hours per monlh
Personal leave days may be carried over into the next year and accumulated.

Upon separation from the Company, employees will be paid for personal leave
accrued before July 1, 2012 or a lump sum amount of $12,000, whichever is
lower. Any personal leave accrued after July 1, 2012 will not be paid.

New employees hired post July 1, 2012 will not receive payout for sick leave
when he/she leaves the Company.

Source: Management provided schedules and discusslons

© 2013 KPMG LLP
intemanonal Coap:

en Lakilit

130y, @ Swiss entity. Ali rights resery

artnarship and the U § member irm of the KP}MZ network of mdepandent inember hrms alfiliated with KPMS

For current employees, the VPA will match 50% of an employee

contribution up to 6% of base pay. For new employees, the
same policy is adopted as that in VIT.

The plan is also administered by Great West.

% The VPA has a defined benefit plan for all employees.

For employees hired before July 1, 2011, the plan benefit
amount is calculated based on a 36 month average
compensation, whereas for those hired after July 1, 2011, it is
based on a 60 month average compensation.

All employees are fully vested after 5 years of service.

Personal Ieave is |ncluded in employees annual PTO days

100




Holidays

: Vacation

Severance
Benefits

_Source’  Management provided schedules and discussions

Tl ¢ uulm G

%ﬁ%‘ﬁ{ Eg&.‘{m J’wﬁg Y u') s
Twelve and half paid hohdays mclude 0] restncted hohdays New Year's Day,
Independence Day, Labor Day, Thanksgiving Day, Christmas Eve and

Christmas Day; and (ii) unrestricted holidays: Martin Luther King, Jr. Day;

Washington's Birthday; Good Friday (1/2 day); Memorial Day, Columbus Day,

and Election Day; Veterans Day.

Hourly employees receive holiday pay after midpoint on Good Friday; 1.5 times |

the straight time rate on non-restricted holidays and 2 times the straight time
rate on restricted holidays (1.5 time the straight time rate if the restricted
holiday is observed on a day other than the actual date of the holiday).

Salaried employees working on the following holidays will receive a vacation
day: Martin Luther King, Jr. Day; Washington's Birthday; Memorial Day;
Columbus Day, Election Day and Veterans Day

Employees are ehgrble for a certaln number of vacation days dependmg on the b

years of services:
Employees with 0-4 years of service receive 5-10 vacation days.
Employees with 5-15 years of service receive 15 vacation days.
Employees with 16-25 years of service receive 16-24 vacation days.
Employees with 25> years of service receive 25 vacation days.

Employees are allowed to carry over 25 vacation days to the foliowing year on
their anniversary date.

Employees cannot take vacation that is not accrued.

Six key employees have saverance agreements at VIT Please refer to page
94 for more detailed discussion.

Summary of Employee Benefits (3)

[ VPA obser\res 14 holldays peryear. In addltlon the Governor
may schedule additional days off.

VPA provides severance benefits for employees who are
ineligible for early retirement. The benefit amount is calculated
based on employees’ years of service and weekly salary:

Employees with 2 years of service receive 6 weeks of salary;

Employees with 3-9 years of service receive 6 weeks of
salary plus 1 week of salary for every year over 2;

Employees with 10-14 years of service receive 15 weeks of
salary plus 2 weeks of salary for every year over 9;

Employees with 15> years of service receive the greater of (i} |
2 weeks of salary per each service year and (ii) 48 weeks of

of the KPM3G ratwory of Indepondont member fems affigted wilh KPMG

Employees are eligibie for a certain number of personal time off |
(PTO) days depending on the years of services:

Employees with 04 years of service receive 22 PTO days.
Employees with 5-9 years of service receive 25 PTO days.
Employees with 10-19 years of service receive 28 PTO days.
- Employees with 20> years of service receive 31 PTO days.

Employees are allowed to carry over 30 PTO days to the
following year and have a 160-hour maximum pay-out limit.
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Workers' Compensation Act.

VIT provides supplements to the Worker's Compensation (WC} Benefits as
follow:

- Employees with more than 90 days of service will receive (i) for the first 7
calendar days of disability, the greater of the 50% of estimated WC benefit
or the WC benefit; and (ii) after 7 calendar days, the difference between WC
and the regular net pay. VIT will cover the difference for up to 7 and 21
additional days of disability for employees with services {ess than 12 months,
and less than 24 month but more than 12 months, respectively.

~ Employees with more than 2 years of service will receive (i) for the first 7
calendar days of disability, the greater of the estimated WC benefits (to be
paid by VIT) or the WC benefits; and (i} after 7 calendar days, the difference
between WC and the regular net pay up to 35 additional days of disability.

Employees with disability over 20 days, who received both Company-paid
benefits and WC for the first 7 days, shall reimburse VIT for the Company-
paid benef ts recelved

The Company provndes employees and thelr dependents core hfe and short-
term and long-term disability insurance. The plan is self-insured by VIT.

Employees who are summoned to serve on jury duty or subpoenaed to appear
in court will be paid the difference between regular pay and any pay received for
the time serviced in court plus an hour of travel time.

16 paid hours of time off for community services per calendar year. This time is
refreshed at the beginning of each year and may not be carried forward if not
taken.

Employees are eligible for educational assistance after completing 1 year of
regular employment. Reimbursable courses must be related to employee's
present job and be able to enhance employee's performance. Employees
request for educational benefits will be reimbursed up to the average cost of
tuition in the Norfolk area. The cost may include tuition fees and textbook costs,
which are 100% for undergraduate courses and 50% for graduate courses and

additional courses other than a graduate degree program.

Source: Management provided schedules and discussions

@ 2013 KPS LLP

infernatiansl Coo;
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= Not prowded

@ VPA prowdes employees and therr dependents short term and
long-term disability insurance through Lincoln Financial Group.

s VPA adopts the same policy towards court services as that in
VIT.

& No formal education benefits are in place at VPA. However,
VPA may reimburse all or part of the registration and tuition
costs for undergraduate and graduate degrees under conditions
to be determined on a case-by-case basis.
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Business Trends and Monitoring

Summary Findings (4)

statements are provided to the VPA, which in turn are compiled into a package that is provided to the VPA boeard.

In addition, the Company manages the business on a granular basis using weekly and daily reports, which include weekly flash reports, daily
terminal operation reports, weekly terminal update reports, and monthly presentational financial statements.

The Company has 6+ separate information systems, which, according to management, drives the need for additional time and resources to
ensure data integration and consistency. The addition of APMT exacerbated the inconsistency of operational metrics and financial reporting
among terminals. As a result, the Company has spent significant efforts to integrate the reporting of operationai metrics and financial results in
recent years.
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Busingss Trends and Monitoring
Workers’ Compensation ~ Current Signal Mutual Program

Program QOverview

As a result of a relatively @  Signal Mutual Indemnity Association (“Signat”) is a non-profit mutual

high number/cost of insurance company whereby al! policyholders essentially insure one-
another via participation in the program. As such, membership in Signal is
restricted to financially sound entities with active safety programs.

=  Signal only provides federal longshore coverage, but does place “state act”

terminate the self- coverage for non-longshore exposures with commercial insurers. The

premium for “state act” is a relatively minor partion of the total premiums

paid by the Company, as if relates primarily to administrative (non-

claims in the late 1990's,
the Company elacted to

insurance prograum and

revert to a third-party waterfront) personnel.

insurer, Signal Mutual Premiums

Indemnity Association. a  The Company's premiums for the federal policy are based on its covered
payrall and a premium rate that is comprised of three primary components,

Relative to self-insurance, an advance call, a supplementat call and a DOL assessment pass-through:

the Signal policy reduces # Advance Gall Rate — The Company’s advance call is determined at the

, ) beginning of the policy year, based on the Company's history of claims
the Company’s exposure frequency and severity. Similar to other insurance providers, Signal's
to workers’ compensation pricing for large employers such as VIT is impacted by the entity's
experience for the past three years compared to industry norms. The

i the t costs . A ]
Elsimsnamtheitetalicost Company remits payments for the advance call portion of the premium on

of a policy year are largely a monthly basis.
determined in the first w®  Supplemental Call Rate — For each underwriting year (10/1 — 9/30), Signal

. charges a supplemental call rate that is intended to cover the difference

d aft . g
VERRa fully'ﬁxe L hetween the total estimated cost of future claims and the amount that will
three years, via the be recovered via the advance call. The rate is based on Signal’s
Company’s advance cali experience across all of its policies and is adjusted on a three-year, took-
back basis. As an example, the advance call rate/amount for the 2013

and supplemental call policy year will not be finalized and paid by the Company until 2016. As a
premium structure. result, the Company is required to maintain a liability on the balance sheet

related to the expected future payment (as determined and provided by
Signal), as well as investments at Signal as credit support for the
obligation. Such investments are recorded as prepaid insurance.

w  DOL Assessments — As a Longshore insurer, Signal pays annual DOL 8(f)
assessments, based both on claims Signal has submitted to the Special
Fund and also on the total of indemnity loss payments Signal has paid in
the prior calendar year. These assessments are passed back to
policyholders.

@ 2013 KPMG LLP, 2 Detaxare
ftemationa! Cooperstive (KPR
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According to the terms
under the operating
agreement, VIT is
required to make monthly
cash payments to VPA, |t
is required to transfer all
revenue collected for the
previous manth less the
sum of: {i) costs and
expenses incurred in the
operation for the prior
maonth; (i) replenishment
of the CEMA fund for
expenses to maintain and
improve terminal
facilities; and (iii) the
contribution to the CE
fund.

VIT’s cash transfer to
VPA did not meet the
target in FY13. The
shortfall was $3.2 million.

@ 2013 KPMG LLP, 2 D
intarnatonal Coop

ity partears
fianal’), a Swiss enilty All nghis

Business Trends and Monitoring
VPA Cash Transfer

hlaz Transfer to VPA

$000 Actual Budgeted Variance|  Actual Budgeted Variance;  Actual Budget Vanance
CAPEX 4935 5100 (165)] 4709 6854 (2,145 6688 10,823  (4,135)
VPA Transfer

VPA Cash Transfer 78,83¢ 84 415 91,815

Fixed Asset Proceeds on VPA Assets 78 386 220

VPA Rent - Paid on behalf of VPA 526 664 718

VPA Vehicle Maintenance Reimbursement 71 52 54

Capﬁal Contributior from VPA (462) - - o
Total VPA Payment T79042 | esszr | Tezz07

Accrued 2307 2,922 (2535

Total Transfer from Operations 81,349 T esass Leoarz

L&asehoid Improvemenis 1, 570 956 27

82,919 87,200  (4281)] 89,415 87,100  2,315| 90,299 93500  (3,201)

Source: Management provided scheduies and discussions.

An Example Calculation of
VPA Cash Transfer Apr—13

$'W9 )
Revenue - less |nteresl income
Change in AR-Trade
Inlerest inflow
Cashinflow
Cash outilow to vendor and employees
VPA reimbursement
CEMA fundlng (1!12)
VPA payment - April. 2013
Schedule of payment
520020123
5/23/2013
VPA nt

| b

-

=

72,588

9679

—
26,905

29
“20,517
(19,381)
(65)
 (e92)
2879 |

8,679
1,000

Source: Management provided schedules and discussions

ed

/"

MNotes to schedule at above

# Fixed assets proceeds — Represents the proceeds from sale
of VPA's fixed assets.

.. VPA reimbursement — VPA reimbursement is related to
expenses which VIT pays on the behalf of the VPA for rent and
vehicle maintenance. The reimbursement reduces the payment
to the VPA.

#  Capital contribution — Represents contribution from VPA to
VIT, which would be a decrease to the total VPA payment.
There was no capital contribution for FY12 and FY13.

Notes to schedule at right

& CEMA funding — The Company withdraws from the CEMA
account to fund its capital expenditures. The CEMA fund
expenditures made by the Company are repaid evenly aver the
subsequent 12-month period . According to the terms of the
service agreement, the Company has to replenish the CEMA
fund prior to payment to VPA.

pand the U S member fim of the KPMS network of independent member firms affiliatad with KPMG
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During the past 3 years,

and more notably after the
start of the APMT contract,
the Company has made
efforts to improve the
financial and operational
information it produces.
According to
management, the
Company has timely
access to the granular
data required to operate
the business on a daily
basis.

Intemaiional Cospe

Business Trends and Monitoring
Internal Financial Reports

Key Operating and Financial Data:

~

The VIT board of directors meets on a monthly basis, typically
a week after the monthly presentational financial statements
are published. A board package is prepared which contains
financial highlights, sales updates, and operational metrics.
These reporis are compiled from the accounting systems, the
terminal operating systems and the billing systems by the
responsible departments.

The operations departrment utilizes terminal operation reports
for daily operations, which are compiled into weekly terminal
update reports and flash reports. Weekly flash reports
contain key operating metrics, including lift volumes with
breakdown by gate, yard, rail and marine; labor hours and
costs by function (i.e. vessel, yard, gate, rail, reefer, training,
out of gauge etc.); labor cost per lift; and volume and cost by
service. Management meets weekly (typically Monday
morning) to review weekly results.

See next page Tor a list of VIT reporting documents.

Limitations of Operating and Financial Data:

The Company has moare than six separate information
systems, which makes data integration and consistency very
complex. The Company invests a significant amount of
resources in reconciling data.

During the course of our work, we encountered difficulty in
obtaining consistent volume data between FY09 and FY12.
For example, operation tracks volume based on lifts/moves,
which may not correspond to the units billed through the
billing systems. Additionally, the Company revised its volume
reporting in FY12 from gross lifts to container moves, which
created inconsistencies between the historical periods.
Similarly, the Company did not track volume by gate, rail, or
vessel until FY12,

The Company inherited the operating and financial reporting
methodologies from the APMT terminal in FY11, which in
many aspects differed from those at NIT, PMT, NNMT and
VIP. The Company has spent significant amount of effort to
integrate the operating and financial reporting of all terminals.
For example, the Company adopted the flash reports at
APMT and started producing similar reports at NiT during
FY12. However, data integration is still a work in process and
certain reporis are only available at one terminal (such as the
weekly container arrival & departure report which is only
available at NIT).
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Business Trends
Internal Financial Reports — VIT Reporting Documents

and Monitoring

ments

Description

Source

VIT Board

Financial

Source' b

Financia dashboard

Sales dashboard

Process improvements & cost savings

W1 operations and IT dashboard

VIT metrics
VIT variance explanations
Annual consalidated financial report

Presentational financial statements {by terminal}

Trial balances

Operatienal

NIT and APMT weekly update

Flash repornt

Dally terminal operation report

Summary of monthly and YTO financial results;

Comparison of actual results lo the budgst,

Bonds covenants calculation.

Monthly sales update by major customer;

Acluzl to budget volume comparisons (by VIP, Greensboro Rall, CKYH, First-
infLas|-out, Midwest Rail, Transload, Vehicles, Breakbulk, Economic
Developraent, and Vacant Tradselanes).

Cast saving projects monihly update including description and pracess of the
projects

Summary of monthty safety results;

Summary of vessel volume and praductivity by terminal,

Summary of rait volume by terminat;

Turn-Time &ind gate queus statistics;

Crane oparating metrics

Summary of operaling and financial metrics inciuding actual vs. budget and
current YTD vs. prior YTO.
Discussion of monthly actual to budget variance

Consolidated VIT balance sheels, income siatements, cash flow and related
management discussions

Financial statements including monthly and YTD results by lerminal;
Menthly VIT balance shest,

Accounts receivable aging al meonth-end;

Condensed actual to budget comparison;

Tonnage report by lermina;

CAPEX summary.

NA.

Weekly operations report includes:

Safety highiights;

Gate, ral and vessel operation summary (volume, moves, shifts, mave per
man hour etc.):

Comparison of curren! week and YT D operating mestrics to the budget and
fast week results;

Discussicn of terminal initiatives:

Summary of maintenance and engineering metrics and discussion of
avenlime incurred,

By terminal operation metncs stsmmary including:

Lifts by gate, rail, yard, and veassel,

Velurme and revenue by senice,

Labor cosis by department (vessel, stevedore, yard, gate, rad recfer,
tachnician, staff, efc.);

Labar cost per lift;

Service measures.

Daily by terming operation summary used for scheduling ihe Foflowing day's
activily

Monthly

Monthly

Monthly

Monthly

Monthly
Monihly
Annually

Monthly

NA

Weekly

WeeKly

Daly

Presentationa financral stalements and trial
balances

Presentational financial statements, trial
balances, TOS and the biliing system

NA

Terming operating systems (TOS)

Monthly internal financial statements and
T08
NA

Audited by Witt Mares PLC

Manually compiled from trial balances

JO Edwards system/Sun System (starting
Feb-13)

TOS {in-house developed systems for NIT
and Nevis for APMT)

NIT and APMT TOS

NIT end APMT TOS

i
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Eng‘agement Letter Procedures

Key work streams and descriptions Key work streams and descriptions (cont.}
Unless otherwise noted, our work will concentrale on the last three fiscal years Procurement Process and Non-Labor Costs
and most racent year-to-date financial information. Procedures not completed 1. Obtain transaction level detail of cash disbursements from VIT's

are boided. purchase system and prepare listings of disbursements by vendor:
internal Control Environment

1. Read the VIT/AVPA operating agreement and discuss the impact of the B Discuss nature of relationships and tenure of significant vendors with

restructuring on operating arrangements. management.

2. inquire about other aspects of the internal control environment (in % Obtain and read significant vendor contracts covering cantract services,
addition to those covered in other procedures herein) and discuss with repairs and maintenance, fuel supply, capital purchases and G8A
management: expenses (IT purchases and services, professional fees, miscelianeous

® Scope of written documentation regarding processes and controls; ExpansesasIC:

% Summarize the principal terms of the contracts provided (e.g. vendor,

# Undertake sample testing of key processes/controls (where items to . °
term, price and volume commitments etc.); and

be tested and samples te be agreed with VPA);
The internal audit function and other methods it uses to evaluate % Summarize differences identified between contractual terms and
compliance with internal controls; reported costs (where applicable).

Summarize other non-labor expense accounts and trends therein
including unit mefrics (e.g. for fuet costs):

[6N3

#  Areas of potential weakness identified and mitigating factors; and

# |ssuesfincidents of non-compliance with internal controls reported to
management; related inquiry or investigation (intemal or external) % Inquire about significant components of costs and fluctuations therein.
undertaken; mitigating and/or disciplinary actions taken.

3. To the extent that the Company's auditor allows us to do so, read the ! ’
most recently available audit work-papers and management letter, if any, relationships:
of the Company’s auditor, meet with the audit team, discuss and # Obtain and read policies and procedures relating to the retention,
comment on the following: . L .
monitoring and termination of third-party vendors; and

4 Inquire about processes and controls related to purchases/vendor

# Audit scope;
P # Comment on alignment of documentation provided related to

Major issues and audit risk areas, purchase/contract approval with management's stated controls for a

Significant judgments or estimates; sample of arrangements (sample to be agreed with VPA).

T

Obtain details of capital expenditures and compare to movements on the

# Internal control weaknesses;
CEMA account; summarize and discuss differences with management:

% Related party transactions;

% Disagreements with management; and % Discuss expense/fasset capitalization policy with management.

8. Read documents setting out terms and conditions related to CEMA
funding and expenses, including discretionary power in respect of CEMA
spending.

# Unadjusted audit differences.

@ timied lability parlnership and the U S member firm of the KPMS nelwork of independent mantbers firms affllated with KPMS 154
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Key work streams and descriptions {cont.)

Sales Operations, Revenue and Incentives

4

& 2013 KPMG LLLP,
international Coope:

Obtain transaction level details of revenues from VIT’s billing systems for

the period through Apr-13 (“revenue database”):

B Compare amounts per the revenue database to revenues reported in
VIT's trial balance (for each terminal) and inquire about significant
differences identified;

#®  Inquire about amounts included as “adjustments” reducing amounts
billed; and

® Summarize significant changes in pricing and discuss drivers of such
with management.

Obtain and read contracts and side agreements with the largest 10
shipping fines (representing ~75% of net container revenue) and:

% Summarize financial terms including future discount and incentive
commitments; and

5 Compare contracted rates to those included in customer biliing
database and inquire about discrepancies identified. ,

Inquire about the sales team structure and responsibilities, and

Engagement Letter Procedures (2)

Key work streams and descriptions (cont.)

Labor Cost Structure and Control

T.

p2

Obtain transaction-level detail of ILA and non-union direct (i.e.,
maintenance and G&A) payroll costs from VIT's payroll systems for the
period through Apr-13 (“payroll database”), discuss with management
and comment on:

% Variability of labor hours versus volumes by activity (depending on the
availability of volume information) on a daily/weekly/monthly basis and
management's actions to minimize costs;

# Trends in straight/overtime/double/flex time and management’s
actions to improve mix;

B Incidence of higher paid individuals by rate and number of hours
worked, and

% Trends in individual rates and seniority mix.

Obtain and read the ILA labor agreement, compare rates and other terms
to the payroll database and related employee benefititax costs, and
discuss differences with management.

proceSSes/c?nﬁolls gglat.ed to customer contracting, pricing and billing 3. Inquire about processes related to employee hiring and evaluation.
arrangements including: Discuss the reiated cost structure, including variable compensation and
# Sales strategy and performance monitoring; other benefit plans.
& Incentive compensation goals and payments; 4. Obtain and read employment agreements for senior executives and
® Customer contract and side agreement reviews and approvals; summatrize the key terms. Read board min.utes and other documents
9 PP related to the approval of these contracts (including that for Joe Dorto, ex
# Price setting and discretion over price changes,; and CEQ) and comment on such.
# Processes for monitoring compliance with contracts and pricing 5. Obtain and read summaries of expense reimbursements for senior
cantrols. employees:
Inquire of management regarding the historical impact of pricing . . ,
incentives on related sales volumes. #% Inquire about the nature of expenses and processes for approvals;
Summarize items included in miscellaneous revenue accounts and # Request and read documentation provided for a sample of significant
discuss the nature of related activities and growth prospects with expenses (to be agreed with VDOT) and comment on compliance with
management. stated processes; and
er i of the KPS network of independent mamter firms affiliated wilh KRG 152
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Key work streams and descriptions (cont.)

# Compare expenses reimbursed by employee and inquire of
management regarding annual amounts in excess of $25,000.

Prepare a listing of non-union employees (including general and
administrative} and related compensation (fixed and variable) and inquire
about the company's processes for identifying immediate family
relationships between employees.

Obtain details of workers’ compensation expenses and inquire about
insurance arrangements and the basis of calculation of balance sheet
liabilities and expenses.

Obtain and read documentation related to ongoing and planned
cost optimization initiatives:

# Discuss with management and summarize targeted and actual
savings achieved.

Business Trends and Monitoring

L

©2013 KPME LLP, a [
trteeational Conpals

Obtain monthly income statements by cost center (*trial balance
database”).

Based on the procedures performed herein comment on trends in key
financial/operational metrics driving business performance and potential
areas for additional analysis/finvestigation.

Obtain and read details of working capital accounts, discuss with
management and comment on:

& Billing and collections terms with key customers and suppliers;
#  Accounts receivable aging, write-offs and related reserves;

% Trends in working capital metrics, including: (i) accounts receivable
DSO; and (ii) accounts payable DPO;

Composition of and trends in other working capital accounts; and

% Actions taken by management to maximize cash flow.

nber firo of tha XPMG

work of mgepencent member firms affiated with KPMG

Engagement Letter Procedures (3)

Key work streams and descriptions (cont.)

4. Obtain and read examples of internal reporting covering financial and
operational performance and comment on:

% Key operating and financial data that management utilizes to run the
business on a daily, weekly and monthly basis;

% Limitations on VIT's ability to obtain data or perform key analyses
which may be required in performance monitoring;

% Comparisons of the scope and relevance of performance monitoring
metrics with Industry standards; and

@ Ongoing or recently completed changes to VIT's financial reporting
systems.

5 Comment on the extent of publicly available financial/operational
information for other port operators which may be used for
henchmarking of the company’s performance on an ongoing basis.



Appendix 2
VIT Container Volume Summary

Notes

® The schedule at left summarizes annual container volume
used in the analyses in this report.

i
; units. Rail versus gate volume cannot be stratified from
! the billing system.

Source: Management provided scnedules and discussions

LM
& L. Frw B EYiZ  Apr33 % The VP of operations provided total container volume and
ftad 71430 192es 207651 | 253,259 rail volume from Jul-10 to Apr-13 from the TOS system.
Gato 40071 599862 ATOZ4B ) 472,108 Gate volume is calculated as the difference of total
TowlNIT 571,810 592315 638,187 \_a753681 ( container volume and rait volume.
mm——— 1

APMT oz i
Rail e ooi71  tmsay { 1a30e ln We understand that such rail volume represents a count
Gty 2400 336836 48341 1 M97HIASN P for rail container lifts which is tracked in a rail-specific

b X < . . .
TOWLAPMT zdes  donEr - dsasrE N DNNA { operating system. Although lifts are not equivalent to billed
Tmﬂ PMT 213678 51, 977 z - N . a N N
TowVIT 787735 1050098 1093075 1,183,388 I units, VIT uses the lift counts as an approximation to billed

|

e We calculated the percentages for rail and gate volume

calculated the FY11, FY12, and LTM Apr-13 volume split

Container Vohume Per Ops | 44,674 43538 AB761 50,158 45725 40721 51358 44270 40045 40385 45155 41,010 | 634338 ‘
between rail and gate.

Par DB {Rilling System) - Calcutated Based On TOS Volums % Abeve

)
4 |
WEE AN | per TOS, and applied the same percentages to total NIT
| Meyi2 Mtz WiZ Aupiz Sepi2 Owiz Neviz Dects a3 Faria Mactd spria) apets | | and APMT container volume per the billing system to
Pér Operations {TOS) {1 arrive at the final rail and gate volume used in the report.
Nt i
Rail Volume Per Ops 21139 18,177 19726 20486 20,527 22635 22950 22851 21473 21204 26,080 23,608 | 260,866 [ i# We understand that there is an insignificant amount of
% OF Total 364% IIE%  342% S48% IET%  G79% 7% IT0% A30% 37.9% 454% 381%| 37.5% i containers classified as vessel and yard containers. For
Gate Velume Per Calc. 3974 35531 37,923 38481 098020 37422 9982 30875 20482 34,808 31,329 38,368 | 434,995 P R . R
%OfTotal | 6a6% 662% 658% 652% 649% 621% 629% 63.0% 57.0% _621% 546%  61.5%| 625% | purpose of simplicity, we combined these containers into
Container Volume Per Ops 58113 57849 58317 58550 50757 61932 61728 49955 SB.0M0 57,409 61,376 | 685662 l. i gate volume.
Rall Volume Per Ops 11322 13308 13033 14,551 12088 10,516 12420 12736 11,770 10,962 11,833 11,089 | 145,607 J [&  FY10 information was not provided this year. FY10 rail
% Of Total 262% 306% 27.9% 290% 264% 258% 242% 208% 287% O71% 262% 270%| 27.2% 1 : and gate voiume in the report are from the 2012 report,
Gala Volume Per Cale. 33552 30229 33748 85808 33637 30206 38038 31,544 29,175 29433 33322 29,941 | 389,33 | ich was derived in a similar manner as how we
% Of Total 74.8% 69.4% T21%_ T1.0% 736%  7i3% 758%  T12%  71.9%  729%  738%  73.0%| 728% ] | e B S HEIRES S
B
P
|
|
i

NIT RO ;
Fad Volume Per Calc. 20479 17.842 19,171 19623 19863 220688 22184 22075 20782 20616 25411 23,|35I' 253,183 i
Gats Volume Per Cale. 35820 34,561 36857 36841 36793 36192 37.698 37556 27566 33842 30785 3I7SCH| 422,185 i
Comtainer Voluma Per DB 58,239 52,223 56,028 56464 5§, 656 58 26¢ 59,892 59,631 48,348 54458 S6, 376 60,73, ETE,JBB' I
”“T I3 ‘_---‘J :
Red Volume Per Caic. 10,718 12,587 12,381 13,867 114083 10037 118614 12153 11255 10420 11217 'IO.EEGI 138.280 ;
e dk782  2BEBS 32,060 3?'-9‘.‘?_??-_’.".'.‘!. 28832 36411 30101 27898 27577 31587 208161383740
DB 42480 41,178 152 025 42254 3915 | 508,020,
Souroe Management provided schedules and discussions
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VIT is governed by two boards of directors: the VIT board and the

o Appendix 6
Board of Directors

VPA board.

VIT Board

W

@ 2013 KPMG LLP a [
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Historically, the VIT board of directors consisted of seven voting
members (two from Portsmouth/Norfolk, two from Hampton/Newport
News, two from Virginia Beach/Chesapeake and the executive
director from VPA). In 2012, the board expanded to nine voting
members with the addition of two VPA board members to the VIT
board. Each member of the board serves a six-year term.

The VIT board of directors meets on a monthly basis, typically a week
after the monthly presentationai financial statements are published. A
board package is prepared which contains financial highlights, sales
updates, and operational metrics. The monthly presentational
financial statements are reviewed by the board of directors during the
monthly meeting.

There are three sub-committees, each of which is comprised of three
members and the president of the VIT board (a non-voting member of
the sub commitiee). These committees meet on an as-needed basis
which typically results in quarterly meetings , typically hold quarterly
meetings.

w Executive committee — approves the hiring, termination, goals
and compensation of the CEQO and governs other executive
related issues. The executive director of VPA sits on the
executive committee.

m Benefits committee — governs all employee benefits matters
including approving investment mix and target returns of the
defined benefits pension plan assets and assumptions (e.g. the
discount rates) used in determining pension liability. Benefits
committee holds discussions with the pension plan administrator
and consultant New York Life and SHDR.

= Audit committee —~ appoints the external auditor, approves the
audit plan at the beginning of the audit and approves the audited
financial statements. Once the audit committee approves the
audited financial statements, it is sent to the full VIT board for
approval in the August meeting.

iy All rights reserved

VPA Board

k3

The VPA board is comprised of 12 commissioners appointed by the
Governor, serving a five-year term (maximum of two terms).

The VPA board appoints the VIT board of directors,
The VPA board approves the annual VIT budget.

The VPA board meets every other month and receives the VIT
monthly presentational financial statements.

VIT's external auditor presents the audited financial statements and
management reports to the VPA board. The VPA board approves
VIT's audited financial statements.

Per discussions with Bob Nestor and Dan Allen, both the VIT and

VPA boards have been actively engaged during the board meetings.

No decision has been made regarding the VIT board post the
reorganization. It has been discussed that the VIT board may
become an advisory board, which would report to the VPA board,
and the VPA board would assume the duties of the VIT board.
Three of the VIT board members resigned during the May-13 board
meeting.
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Appendix 7

CE Funds

# Under the terms of the service agreement with VRPA, VIT is fo
set aside a reserve for current expenses (CE) and a reserve for
capital expenditures and maintenance (CEMA).

w The annual budget dictates the funding level of the CE fund.
The targeted balance is determined based on a percentage
(8.3% in FY13) of the estimated cash budget for
maintenance/operations of that given year. Based on the
Company's guideline, the CE fund should be invested in bonds
with an average maturity not to exceed 4 years.

% The Company makes monthly contributions to the funds until
the budgeted increase is reached. The General Accounting
Manager, or Assistant Manager, draft a letter to the bank
instructing the transfer of money. The letter is reviewed and
signed b ontroller.

# Management views the CE fund as a “rainy day” fund and VIT
does not draw on the account for day to day cash needs. The
interest earned on the CE fund are swept into the operating
fund on a monthly basis.

CEMA Funds

#  The CEMA fund is intended to cover the Company’s capital
expenditures; therefore, all of the Company’s CAPEX is funded
from the CEMA proceeds.

# The annual budget dictates the funding level of the CEMA fund.
The targeted balance is determined based on a percentage
(6.0% in FY13) of the estimated cash budget for
maintenance/operations of that given year. Based on the
Company’s guideline, approximately 1/3 of the portfolio will be
invested in money markets, 1/3 of the portfolio will be invested
in bonds with a maximum maturity of 18 months and the
balance of the portfolio can be invested in bonds with a
maximum maturity of 4 years.

Al nghts regerved
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CE & CEMA Funds and Cash Transfers to VPA Process

On a monthly basis, the Company withdraws from the CEMA
account to fund its capital expenditures. These withdrawals are
repaid over the next 12 months. The General Accounting Manager,
or Assistant Manager draft a letter to the bank instructing the
transfer of money. The letter is reviewed and signed b

Controller, The interest earned on the CEMA fund are swept into
the operating fund on a monthly basis.

On the 20™ of each month, the Assistant Accounting Manager
reviews the bank statement of funds and prepares a reconciliation
that compares the bank statement to the interpal fund rollforward
schedule. The reconciliation is reviewed by,

The Company has an intemal schedule that tracks the monthly
spending on CAPEX by project that are used in conjunction with
the CEMA fund roliforward to monitar the cash needs fo fund the
Company's capital expenditure.

Transfers to VPA

]

i

The service agreement also requires VIT to make monthly cash
payments to VPA according to the terms of the agreement that
establishes priority for the transfer payment. The Company is
require to transfer all revenue collected for the previous month less
the sum of the current expenses for the prior month and, subject to
certain restrictions, to maintain and improve terminal facilities, CE
and CEMA fund.

The annual budget dictates the targeted transfer payment to VPA,
which is reviewed and approved by VPA and VIT board of
directors.

The Company has a internal schedule, Weekly Cash Projection,
that monitors the projected cash available for transfer to VPA for
the next eight weeks.

ted the schedule is closely
reviewed b resident, an_VP

Administration & Financial Services, on a weekly basis.

The General Accounting Manager or Assistant Accounting
Manager drafts a lefter to the bank instructing the transfer of money
to VPA. The letter is reviewed and signed b ntroller.
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Financial Reporting Process

# The fimeline for the Company’s financial close process is
directed by the schedule for the monthly VIT board of
directors meeting, typicaily the fourth Thursday of the month.
A financial closeout schedule is issued to all the department
managers for targeted completion dates for various financial
reporting processes. The monthly close process typically
takes 3-4 weeks. Management indicated year-end close
typically takes one week longer; however, the process does
not differ from a typical monthly close.

% Manual journal entries are posted to the general ledger by the
Bookkeeper and Senior Bookkeeper, and is reviewed and
approved by their supervisors, the General Accounting
Manager, an , Controller.

» Reconciliations are performed on each general ledger
account rionthly by®he Bookkeeper, Senior Bookkeeper,
Assistant Manager, and General Accounting Manager. At the
end of each month, once all reconciliations, entries and
adjustments have been made, preliminary financial reports
are printed out and reviewed, JINEENENBihe Controller and
the General Accounting Manager review the budget versus
preliminary results for unidentified variances, accuracy and
completeness of the monthly results. Business unit reports,
showing budget to actual cost comparisons, are run for
department supervisors and managers to review each month.
The supervisors and managers then inquire or propose
adjustments to the statements based on their review.

= The internal financial statements are checked for mechanical
accuracy and tied to appropriate supporting documentation as
documented by the Checklist for Presentational Financial
Staternents. The Bookkeeper, Senior Bookkeeper, Assistant
Manager, and General Accounting Manager document their
review by a checkmarks under their initials for various items
such as comparisen of operation summary to trial balance.

alionat'}, a Swiss entity Al «ights

roval, the financial statements are

communicates his approvals ill release the financial
staternents to the Company's portal where authorized persons, ®
the Company's senior management and VPA, will be able to
access the financial statements.
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| Appendix 2
Treasury Process

Cash Receipts

B
i

Most of the payment i i ia wire transfer or
bank lockbox, The
Company still :

For payments received by mail, the Collection Supervisor opens
and date stamps the payments. Then she verifies and highlights
information on the payments such as check number, check
amount, invoice number, etc. The account receivable staff posts
the journal entry in the general ledger for cash receipts.

For lockbox payments and wire transfers, the General

Accounting Manager and Assistant Act ; £
download and print the activity from th n a daily
basis. Then the payments are posted i same fashion as if

they were received by regular mail.

Access to theﬂ is fimited to the Assistant
Accounting Manager, General Accounting Manager and the
Controller. Their login is secured by an electronic token with a
continuously changing numeric PIN number for each login. They

must also enter their password prior to the token-assigned
number.

Cash Disbursements

w On a weekly basis, the AP staff reviews the AP subledger for

& 2013 KPMG LLP, 2 Dei
intematenal Coagerati

soon to be due invoices for processing. All of the invoices are
matched with the PO noting the appropriate approval. There are
only two computers that have check printing capability and
access is limited fo the Assistant Accounting Manager, General
Accounting Manager and Controller. The checks are printed with
electronic signature for amounts under $25,000. Checks aver
$25,000 require two signatures of either the Assistant Accounting
Manager, General Accounting Manager or the Controller. A
deposit pay file, which lists all of the approved checks, is sent
from the Assistant Accounting Manager, General Accounting
Manager or the Controller fo the bank in order for the check to
clear.

), @ Swiss entity &l ngats reserved

Cash Disbursements (continued)

L)

Disbursements are also made via wire transfer. The electronic
payments follow the same process as a regular check as ali
invoices are matched with the PO noting the appropriate approval.
Wire transfers are transmitted via®Qiiijjiionline through secured
computer. The General Accounting Manager and Assistant
Accounting Manager have dedicated computer in their office for
online banking. These computer has no access to email or other
internet sites and access is limited to the Controller, General
Accouniing Manager, and Assistant Accounting Manager. Wire
transfers are only disburse to authorized vendor as a vendor
template is created in th anking website. Creating a new
vendor template requires two approvals from either the Controller,
General Accounting Manager, or Assistant Accounting Manager

Cash Monitoring Process

On a daily basis, General Accounting Manager or Assistant
Accounting Manager enters every cash receipt and cash
dishursement (via wire, checks or ADP) into a spreadsheet, called
“Bankall”. At month end, “Bankall’ schedule is reconciled to the
cash balances on the general ledger and reconciled to the bank
statement.

On a weekly basis, a Weekly Cash Projection schedule is
prepared. The schedule shows cash needs for the upcoming eight
weeks and is reviewed by the controller, VP of Finance and the
CEO.

Monthly bank reconciliations are prepared by the Assistant
Accounting Manager and are approved by the preparer’s
supervisor. Any discrepancies are researched and comrective
actions or journal entries are made. The assistant accounting
manager receives the monthly bank statement and reconciles it to
the general ledger, ADP statements and the “Bankall” schedule
(see description above). Any differences are investigated. Once
the reconciliation is complete, a copy is given to the General
Accounting Manager for his review.
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