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Salt Lake County Auditor
A Financial-Related Audit of the

Salt Lake County
Center for the Arts(Fine Arts)

|.  Executive Summary

Background

We recently completed an extensive financial-related audit of the Salt Lake
County Center for the Arts Division (Fine Arts). This audit was initiated at
the request of the District Attorney’s Office, after they were asked by the
Mayor’s Office to assist in determining the methodology for areview, which
they anticipated being conducted under the guidance of the District
Attorney’s Office. Our Office's understanding of the focus of this review
was that it was conducted to determine appropriate disciplinary actions with
respect to certain Fine Arts employees.

According to subsequently issued disciplinary letters from the Community
Services Department, this review was undertaken in response to allegations,
made by a Fine Arts employee, of fiscal irregularities at Fine Arts. As the
Mayor’s review progressed, the District Attorney independently asked the
Auditor to conduct a financial related audit.

A serious breakdown in | !N general, we found that there has been a serious breakdown in the
the day-to-day fiscal and | €ffectiveness of the day-to-day fiscal and budgetary operations at Fine Arts
budgetary operationsat | during the last three-and-a-half years. This breskdown hes led to an

Fine Arts occurred environment wherein there is a blatant lack of understanding of, and
during the last three- disregard for, essential County policies and procedures and sound internal
and-a-half years. control practices, asillustrated by the findings in our report.

It appears that many factors contributed to this breakdown including, but not
limited to, the:

- Fine Arts Fiscal Manager’s lack of technical skills, professonalism
and initiative. — As noted throughout our report, the Fiscal Manager
did not adhere to fundamental accounting principles and practices.
For example, she failed to grasp the process for determining and
reporting revenues, misapplied journal-entry procedures, made
illogica adjustments on financia statements, and did not properly
perform reconciliations.

In addition, after identifying a shortage in a critical account that,
unbeknownst to her was caused by her revenue reporting
misclassifications, she failed to investigate the matter to determine
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the cause. She then took an unprofessional approach to attempt to
correct the problem by knowingly preparing journa entries that
consistently and arbitrarily misstated Fine Arts net operating
revenue.

Division Director’s unfamiliarity with fisca matters and lack of
effective supervision. — The Divison Director’s job description
clearly charged her with the full range of management duties and
responsibilities a Fine Arts, including the fiscal and budgetary
areas. However, she did not take an active role in assessing the
Fiscal Manager’s ahilities or providing effective trangitiona training.
Furthermore, she lacked the skill, and failed to demonstrate the
necessary initiative to effectively oversee the budgetary and fiscal
functions of the Divison. In addition, the Division Director was
persondly involved in many of the questionable or ingppropriate
transactions and situations described in our report.

Community and Support Services Fisca Manager’s limited

technical oversight due to the organizational design and his focus on
other priorities. — The job description for the Department Fiscal
Manager merely required that he “coordinate with division directors
to establish fiscd priorities, goa's, and objectives, provide technical
assistance to divisions as requested.” Thus, he was not compelled by
the provisions of his job description to be proactively involved in the
day-to-day fisca operations at Fine Arts. In addition, he stated to us
that he focused a very large portion of histime on the priority
projects of the then portfolio managing County Commissioner, such
as project management and bonding issues related to the rapid
expansion of County facilities.

Inadequate planning for Y 2K and the 2002 Winter Olympics. —
The failure to effectively address the Y 2K compatibility of the Fine
Arts general ledger software and the time consumed to fix the
problem, after January 1, 2000, put the accounting further behind.
Additionaly, alack of planning for the hyper-activity associated
with hosting the Cultural Olympiad for the Winter Games put
pressure on controls of day-to-day functions like petty cash and
purchasing management. Consequently, Countywide fiscal policies
and procedures were further overlooked and circumvented.

Mayor’s Office initial, understandable assumption that incumbent
divison directors, including the Fine Arts Director, possessed
adequate fiscal and supervisory skills. —=The Mayor’s Office relied on
the merit system’s presumption that incumbent division directors
possessed fiscal and budgetary competency, until proven otherwise.
Unfortunately, thisinitial, understandable presumption, contributed

to the continuing breakdown of effective financia controls.

Senior-level management’ s failure to exercise the proper leve of
“management control.” — The Community and Support Services
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Department (later the Community Services Department) had ample
opportunity to note a series of warning events that could have a erted
them to the progressive breakdown of fiscal and budgetary practices
a Fine Arts. However, according to their respective job descriptions,
the oversight duties of senior-level positions, with respect to the

Fine Arts Division, are not clear. In the absence of clear direction
from job descriptions, we relied on the reasonable expectation that
senior-level management should be aert and react to warnings that
problems are occurring, even though they do not have direct
management responsibility.

The United States Genera Accounting Office’s Government
Auditing Standards provide guidance with respect to the exercise of
management control in a government setting. It is our observation
that the exercise of management control, as outlined in the GAO's
standards, was found lacking in the Community and Support
Services Department, prior to the change in the form of government,
and in the Community Services Department since that time.

We note the fact that, in conducting their review, representatives of the
Mayor’s Office undertook an investigation of fiscal irregularities and had
identified certain breakdowns of internd financial controls. Among their
discoveries were noncompliance with petty cash policy and procedures,
improper accounting for and reconciling of receivables, untimely submission
of financial reports, inadequate separation of duties, inadequate budget
disbursement controls, and lack of reconciliation between the in-house
accounting system and the County’ s Advantage Financia (AFIN) system.
We acknowledge their initiative, cooperation and assistance in our audit
efforts.

However, except for ajoint effort to resolve the complexities of the Fine Arts
Depository account, related accounting system problems, and revenue
reporting misclassifications, both parties performed their work

independently. Our audit procedures, including tests of transactions, were
carried out independently from the investigation undertaken by
representatives of the Mayor’s Office.

While we did engage in informa discussions with the Mayor’s
representatives to clarify issues, we were not furnished with, nor dd we
review, theinitia findings of the Mayor’ s representatives prior to the
undertaking of our audit procedures. Many of our findings parale and
validate initial discoveries made by the Mayor’ s Office representatives, of
which we were not substantially aware until our fieldwork was completed.
Our findings expand on their discoveries and we encountered additional
fiscal irregularities. They, in turn, examined areas that our audit did not, such
as proper authorization of event contracts and other areas.

Report: Audit of Fine Arts
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An accumulation of
accounting errors,
committed over a three-
year period, necessitates
a correction that will
reduce Fine Arts fund
balance by $1.155
million.

The Fine Arts Fiscal
Manager’s
unprofessional actions
may have violated the
County’s Standards of
Conduct Palicy.

Report: Audit of Fine Arts

Findings and Recommendations

In the Executive Summary, we have consolidated information from some
findings that are spread throughout the report. The consolidated information
relates to specific areas in which recurrent problems were identified as
occurring throughout various Fine Arts accounts and processes. This
consolidation was done to provide increased clarity on some issues and for
the reader’ s convenience. These consolidated findings are identified as such
in their heading. Cumulative dollar amounts shown in these findings relate
to the time frames we reviewed, as described in the main body of the report.

The most critical findings in our report, including the consolidated findings,
are:

A $1.155 million excessrevenuetransfer from the Treasurer’s Depository
account to the Fine Arts Fund balance occurred because of accounting
errors and inadequate oversight. All Fine Arts cash and credit card
collections from ticket sales are deposited into a Fine Arts bank account
under the name of the Salt Lake County Treasurer. Fine Arts transfers money
out of the Depository account to their Event Settlement account to cover
necessary expenditures, and to the Fine Arts Fund balance when they
recognize revenue.

Double reporting, or otherwise inaccurately stating revenue, due to
accounting errors that occurred between 1999 and 2002, has caused the
Depository account to be short; and the transfer of revenues and the resulting
Fine Arts fund balance to be overstated, by about $1.155 million. Thisisan
accumulation of errors that were, unfortunately, committed over a three-year
period. To correct these errors, ajourna voucher that reduces the Fine Arts
fund balance and increases the Depository account balance by $1.155 million
has been prepared and will be the subject of a budget adjustment.

TheFineArtsFiscal Manager knowingly prepared cash-revenue-transfer
journal entriesthat consistently misstated Fine Artsnet operating revenue.
The Fiscal Manager apparently realized that the balance in the Depository
account, as described above, was dangeroudy low, but apparently did not
understand why this was the case. Consequently, she began to purposely
understate the amount of the net revenue transfer from the Depository
account to avoid “overdrawing” it. In addition, in some months, the Fisca
Manager would instead over-transfer revenue in an apparent attempt to
make-up for at least some of the prior intentional understatements.

This unprofessiona practice continued throughout 2000, 2001, and up to

July 2002 and may have exhibited one or more of the behaviors prohibited

by Countywide Policy #5702, “ Standards of Conduct.” For example,
Subsection 1.1 of this policy states that ingppropriate actions include,

“ Falsifying any documents to be received or used by County gover nment
including...work related records.”
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Some County funds that
should have been
deposited were instead
used to purchase food,
meals, and other items.

The issuance of large
cash advances to touring
companies without
proper controlsin place
creates significant risks.

Weaknessesin the process of reconciling the Fine Arts Depository account
to the Treasurer’s records of the Depository account contributed to these
revenue related errors and misstatements going un-detected. Through a
cooperétive effort between our auditors and the Mayor’ s Office fiscal
troubleshooter, reconciling items for amost all of these errors have been
identified and the correcting entry, described above, has been prepared. In
addition, Fine Arts is now performing much more accurate and thorough
reconciliation procedures on a month-to-month basis.

Consolidated finding - Over $25,000 of purchaseswere made either before,
or entirely without, appropriate independent approval. Reviewing and
gpproving purchases before they take place is an essential internal control.
Management must make certain that only necessary purchases are occurring
and that funds are being used for their budgeted purposes.

Please refer to Findings and Recommendations Sections 2.1, 3.9, 6.18, 7.1,
and 7.8 of the report for the details of findings related to these purchases.

Consolidated finding - We identified approximately $9,500 worth of food
and/or meals that were purchased either without proper authorization or
otherwise inappropriately. Over 80 percent of the $9,500 relates to
food/meals purchased with the appropriate approval either completely

missing or incomplete. This discovery includes the use of County funds that
should have been deposited, but were instead used to purchase food, medls,
and other items. In another instance, an Event Settlement Statement was
atered to indicate that the County had been reimbursed for purchases of food
when, in fact, no such reimbursement was made.

Another problem area we identified was excessive, per-person meal
expenditures, which either directly exceeded County policy limits or seemed
unreasonably high, also in violation of County policy. Fine Arts should
improve controls over the purchase of food and meals and should consider
submitting a specid division policy on food and entertainment to the County
Council for approva.

Please refer to Findings and Recommendations Sections 1.6, 2.1, 3.5, 6.3,
6.5, and 7.4 of the report for the details of findings related to the purchase of
food and medls.

Large-dollar-amount event settlement checks, made payable to Fine Arts
employees or to “ cash,” were used to pay cash settlementsto entertainers
or event promoters, without adequate controlsin place. Although the
issuance of large cash advances, $5,000 to $25,000, to touring company
performers and promoters is apparently a common industry practice, doing

so without proper controls creates significant risk. These include the risk of
employee misuse of funds, fraud, and/or embezzlement; and the risk of an
employee being accosted and having the funds stolen.

The practice of making checks, drawn on the Settlement account, payable to
employees has been discontinued. However, a policy regarding payment of

Report: Audit of Fine Arts
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Setting up accounts and
increasing imprest funds
without approval from
the Treasurer and
Auditor isagainst
County policy and
creates a weak control
environment.

cash settlements to promoters, that outlines necessary controls, should till be
developed and followed.

Consolidated finding — Fine Arts circumvented County policy and
procedures to establish two checking accounts and increase their change
funds without the knowledge or approval of the Treasurer’s or Auditor’s
Office. The Department Director and the Mayor’s office were also not
informed. One of the checking accounts was opened with, and maintained
through, tip money received by ushers. The other was established with grant
checks that were received to fund the publication of a County Art Collection
Catalogue. The increased change funds to facilitate coat check transactions
were set-up by withholding some funds from a deposit and by writing a

check on the Event Settlement Account.

These monies clearly meet the definition of public funds, as set forth in
County Ordinance, and therefore are subject to the provisions of Countywide
Policy #1062, “Management of Public Funds.” Section 3.7.1 of this policy
statesthat, “ The Treasurer will establish all depository accounts for use by
county agencies.” Section 2.1 states that organizations that want to change a
fund amount, “ shall complete an MPF Form 2, Request for Change... of
petty cash or other imprest fund” and forward that form to the Auditor’s
Office.

Because these procedures were not followed in establishing these accounts
and increasing the change funds, the Treasurer’s and Auditor’ s offices were
not aware of their existence/increase until our audit. Moreover, neither the
Community Services Department nor the Mayor’ s Office was given notice of
the establishment of the accounts or the imprest fund increase. Establishing
accounts and increasing imprest funds in this way creates a situation in
which inappropriate purchases could be made and/or funds could be easily
diverted. Since the onset of our audit, the two checking accounts have been
closed, and Fine Arts ushers no longer accept tips from patrons. Fine Arts
should aso submit a request for an increase to their change funds, as
described above.

Please refer to Findings and Recommendations Sections 2.8, 3.1, and 4.1 of
the report for the details of findings related to the establishment of these
accounts and the increase of the change fund.

Several checks drawn on the Fine Arts Settlement account were
inappropriately written for expenditures not related to the event, or
expenses paid on behalf of the event promoter, in violation of the strict
purpose of this account. Fine Arts' own policies and procedures stipul ate
that this account isto be used exclusively for payment of expenses that are
reimbursable through event settlements. However, we found several checks
drawn on the account that did not meet this criteria

In addition to causing revenue recognition and budget classification
problems, use of this account outside of its intended purpose establishes an
environment wherein inappropriate or unauthorized purchases could be
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made. Fine Arts should use this account only for its stated purpose and
should establish procedures for the consistent, independent review of issued
settlement checks.

Consolidated finding - Twenty-five individuals were paid a total of almost
$4,800 for services provided to Fine Artsfrom cash and checking accounts
instead of the appropriate payroll or purchasing systems. These payments
for event security, stage labor, equipment repair, meeting attendance, and

box office work were predominantly made to Salt Lake County employees.
Because of the payment methods used, payroll taxes were not withheld and
hours worked did not count towards the calculation of overtime. Direct
payments, which should only be made through the purchasing system, are
acceptable only if made to independent contractors.

Fine Arts should use the payroll system to pay individuals for services
provided by an employee, and should obtain specific gpprova from County
Personnel and/or Purchasing before paying for services through the
purchasing system.

Please refer to Findings and Recommendations Sections 1.10 and 6.7 of the
report for the details of findings related to these payments.

Thereceipt of a significant number of recently purchased assets could not
be verified, nor were the purchased items properly accounted for on the
Fine Artsinventory of these assets. Because so many assets had not been
tagged, were not included on the controlled asset lists, or the invoice copies
lacked adequate identification, we could not verify that al controlled assets
purchased during 2001 and 2002 were received and on-site. For example,
various tools were purchased during that timeframe. While we were able to
locate some tools, they were of such variety, not properly tagged, and at so
many locations, that we could not determine which items were recently
purchased.

Asaresult of our audit, Fine Arts controls over the receipt of newly
purchased assets have been improved. However, to our knowledge, controls
ensuring that asset items are tagged, and added to an asset list, have not been
addressed. These steps are required by County policy to help ensure that
purchased property is appropriately accounted for.

Theactual travel expenditures of some Fine Arts employees exceeded the
GSA guidelines. The Patron Services Manager and Division Director spent a
total of $958 more on hotel rooms than the published GSA rates on four trips
they made during 2001, three by the Division Director and one by the Patron
Services Manager. In addition, the Division Director requested and received
one more day’ s worth of per diem for meals and other expenses than she
should have for each of her three trips, resulting in $450 of overpayments.

Community Services Department management should closely monitor travel
expenditures to ensure that they are reasonable, and appropriate. Although
the GSA standard is the guiddline for the amount of the travel advance, it

Report: Audit of Fine Arts
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should also act as a benchmark for determining the reasonableness of actua
travel expenditures.

Consolidated finding - Approximately 45 individuals were paid a total of
approximately $830 in incentive awards from cash and checking accounts
instead of through the payroll system. These awards were given without
proper gpproval and review and were not paid from budgeted funds, asis
required by County policy. These payments also allow the recipient to avoid
required payroll taxes. All future incentive awards should be processed and
paid in accordance with Countywide Policy #5430, “ Employee Incentive
Procedure.”

Please refer to Findings and Recommendations Sections 2.1, 3.3, and 6.1 of
the report for the details of findings related to these incentive awards.

Large amounts of cash were sometimes secured in the box office to
facilitate the issuance of refunds. With no written refund policy in place,
Fine Arts has experimented with severa approaches to handling patron
refunds. In the case of cancelled shows, this has included cashing a check
drawn on the Settlement account, keeping the resultant cash in the Ticket
Office safe, and issuing refunds from this cash as tickets were turned in.
When Show Boat was cancelled in 1998, this procedure was followed and
event settlement checks were cashed in increments of $15,000 to $25,000 at
atime.

Cashing settlement checks for this purpose and keeping large amounts of
cash on hand for extended periods of time create an unacceptable level of
risk. Fine Arts should devel op an appropriate written refund policy and
should consider establishing an imprest-checking account for the issuance of
refunds.

Please refer to Sections 1V and V of this report for more details about these
and other findings.

Report: Audit of Fine Arts
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A Financial-Related Audit of the

Salt Lake County
Center for the Arts(Fine Arts)

[1. Introduction

We have recently completed an extensive financial-related audit of the Salt
Lake County Center for the Arts Division (Fine Arts). This audit was

initiated in mid-November, at the request of the District Attorney, after they
were informed of possible fiscal irregularities at Fine Arts. The District
Attorney’ s Office became aware of this situation after they were asked by the
Mayor’'s Office to assist in determining the methodology for areview. Our
Office' s understanding of the focus of this review was that it was conducted
to determine appropriate disciplinary actions with respect to certain Fine Arts
employees. The Mayor’s Office anticipated that this review would be
conducted under the guidance of the District Attorney’s Office.

Prior to beginning the audit, we met with the Attorney assigned by the
District Attorney to advise the Mayor’s Office on the review. The
representative of the District Attorney’s Office confirmed that the Mayor’s
Office had initiated areview, in response to reports and allegations, made to
the Mayor’ s Office by a Fine Arts employee on September 25, 2002. The
employee aleged improper use of Fine Arts financial accounts and the
failure of Fine Arts management to follow Countywide policy regarding
employee business medls. The District Attorney’s representative also
confirmed that the review of these alegations had resulted in disciplinary
actions against the Fine Arts Division Director and Fiscal Manager.

The Director of the Community Services Department (Department Director)
addressed a demotion letter to the Division Director, dated November 7,

2002, which sets forth the timeline of these events. The Department Director
stated in her letter, “On Wednesday, September 25, 2002 a formal verbal
complaint regarding inappropriate fiscal and administrative practicesinthe
Center for Fine Arts Division was presented to [the County’ s Employee
Assistance Program Coordinator]. An employee made a complaint after
several unsuccessful attempts were made to notify you of the seriousness of
the financial problems within the organization. Due to the nature of the
complaint, [ the Employee Assistance Program Coor dinator] notified meand
ameeting was scheduled for Friday, September 27". Duringthismestingit
was decided that... [a member of the Mayor’s Office fiscal and budgetary
team], would conduct an internal review of the fiscal practicesin the
Center for Fine Arts Division [ Emphasis added] .”

Report: Audit of Fine Arts
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We concluded from the timeline set forth above that the Mayor’s Office
acted with digpatch in commencing their formal investigation of these
matters on September 27, 2002, as aresult of a specific complaint received
from the employee, as outlined above.

The Department Director’ s |etter goes on to state, “ On October 2, 2002 | met
with you [the Division Director] to discussyour performance evaluation. At
that time, we discussed my sense that | was continuing to face challenges
with the fiscal practices of thedivision. Although | wasunaware of the depth
of thefiscal management issues, at the time of your evaluation, it isreported
that you had been in contact with employees and heard their complaints, but
did not include these in our discussions. Asyou are aware, over thelast year
| discussed with you on multiple occasions concerns with fiscal
management. Asa director, it isyour responsibility to oversee fiscal
operations and ensure compliance with all relevant county policies. Time
and again, | was informed that matters upon which | inquired were being
handled according to policy. | informed you that [a member of the Mayor’s
Office fiscal and budgetary team] would be conducting a review of the
divisions fiscal practices [ Emphasis added].”

Simultaneous with the Division Director’ s performance evaluation on
October 2, 2002, aletter was delivered to the County’s Chief Administrative
Officer in which aformal “whistle-blower” complaint was set forth by the
Ticketing Services Manager. The allegationsin the letter, likewise, added a
degree of priority to the Mayor’s Office efforts.

We reviewed this time-line with the representatives of the District Attorney’s
Office that were assigned to advise on these matters, and they confirmed the
following:

The first contact with the District Attorney’s Office by the Mayor’s
Office was on September 27, 2002, as aresult of the Fine Arts
employee’'s complaint to the Employee Assistance Program
Coordinator of the County.

The Mayor’s Office action to contact the District Attorney’ s Office
and begin an “internal review of fiscal practices’ was caused by this
employee complaint.

The District Attorney’ s Office was enlisted by the Mayor’s Office to
provide lega advice in addressing the employee complaint and any
subsequent, potential personnel actions.

During the course of the District Attorney’s advice to the Mayor’'s
Office, the District Attorney’ s Office representative participated in
an ad-hoc group with the Mayor’ s Office staff, gathered to address
Fine Arts problems. The District Attorney’ s representative became
progressively aware of the expanding scope of fiscal irregularities,
i.e. improper use of petty cash, improper cash advances to
promoters, etc.

Personnel actions did, in fact, result from findings regarding serious
fiscal irregularities.

Report: Audit of Fine Arts
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The District Attorney’ s Office representative also took independent
action to inform her Division Director of concerns of potential
criminal activity. Thereafter, the District Attorney personaly
contacted the Auditor, and formally requested an audit.

The District Attorney’s Office representative confirmed that the
Mayor and her staff were concerned about issues at Fine Arts as
early as May 2002, but no action was taken by the Mayor’s Office to
initiate a forma review until September 27, 2002.

It should be noted that the Mayor’ s Office did not directly report these
financial irregularities to the Auditor’ s Office. However, the Mayor
proceeded under Countywide Policy #1310, “ Discovery and Reporting of
Non-Crimind Wrongdoing,” and thus was not compelled to report. It was
from this context that we began our audit, with the primary objective of
determining whether any fiscd irregularities had occurred and, if so, the
nature and extent of those irregularities.

A confidential draft of our audit report was transmitted to the Mayor’ s Office
on April 24, 2003, requesting their review and comment. A copy of their
response, received on May 7, 2003, including the Auditor’s comments, isin
Appendix A of thisreport. During the period of the Mayor’s Office review
of our audit report, the Auditor’ s Office was contacted and a meeting took
place at the request of the former Commissioner, who is referred to in our
report.

It was clear from the former Commissioner’s discussion with this office that
the Commissioner had been briefed on the content of the confidential draft
audit. The Commissioner asserted his view that certain of the
characterizations of his role and influence on the findings of our report were
inaccurate. He further assured us that the Mayor’ s Office, through their
Chief Administrative Officer, would correct these inaccuracies. This, in fact,
turned out to be the case and the changes in the characterization suggested by
the Mayor’s Office are evident in their response in Appendix A.

In the suggested corrections to our draft, the Chief Administrative Officer
noted that he either misstated the Commissioner’ s role during our interviews,
or we misinterpreted his characterizations. Nevertheless, the net effect was
to cast a substantialy different light on the autonomy and freedom of action
of the current Chief Fiscal Officer (the Department Fiscal Manager during
the Commissioner’ s term of office).

Substantial changes were made in our fina report to accommodate the nature
and importance of the Mayor’ s Office revised description of the
Commissioner’ srole, and the resulting impact on the role and responsibility

of senior-level management of the Department, particularly the Chief Fisca
Officer. The essence of the change was that, under the Chief Administrative
Officer’sinitia characterization, the senior-level management’ s actions were
substantialy directed by the Commissioner and, on that basis, they had

limited responsibility for the Fine Arts problem. However, as characterized

in the Mayor’ s Office response to our report, the impact of the
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Commissioner’srole is substantialy reduced. Thus, in thisfind report, the
senior-level management of Community Servicesis more squarely charged
with oversght responsihility.

The reader should be aware of the approach we took in addressing the
Mayor’s Office responses (Appendix A). A considerable number of the
responses were incorporated into the text of the report, either completely or
in part. In addition, we have included our commentsin conjunction with

each of the Mayor’ s Office responses in Appendix A. We have made a
substantial effort to provide afair and full treatment for their responses. It
will be evident that, with respect to many of the Mayor’ s Office responses,
we have chosen to extend the discussion presented in the original draft and to
incorporate, where appropriate, additional facts and observations, to clarify
our position with respect to such responses.

This report presents a summary of our findings and recommendations.

I1l. Scope and Objectives

As dtated in the introduction, the primary objective of this audit was to
determine the existence, nature, and extent of any fiscal irregularities at Fine
Arts. Another objective was to assess the existence and adequacy of interna
controls over fiscal operations at Fine Arts. We also endeavored to
understand the current administrative and fiscal control environment and the
factors that contributed to the development of that environment.

To accomplish these objectives, we conducted extensive interviews with
Fine Arts managers and employees, members of the Community Services
management team, and representatives of the Mayor’s Office. In addition,
we performed a detailed, independent review of the Fine Arts:

Event Settlement account
Depository account

Imprest accounts

Other identified accounts
Accounting processes

Accounts receivable and payable
Purchasing practices

Revenue recognition procedures
Complimentary Ticket issuance
Ticket refund procedures

Fair Labor Standards Act compliance
Fixed and controlled assets

As previoudly noted, representatives of the Mayor’ s Office undertook their
own investigation of fiscal irregularities and had identified certain
breakdowns of internal financia controls. Among their discoveries were
noncompliance with petty cash policy and procedures; inaccurate
accounting for, and reconciling of receivables; untimely submission of
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financial reports; inadequate separation of duties; inadequate budget
disbursement controls; and lack of reconciliation between the in-house
accounting system and the County’ s Advantage Financial (AFIN) system.
We acknowledge their cooperation in our audit efforts. We aso commend
them on their diligent efforts to examine and correct control weaknesses as
they were identified.

However, except for ajoint effort to resolve the complexities of the Fine Arts
Depository account, related accounting system problems, and revenue
reporting misclassifications (see Section 8.0), both parties acted
independently. Our audit procedures, including tests of transactions, were
carried out independent of the investigation undertaken by representatives of
the Mayor’s Office. During the course of our audit work we did engage in
informa discussions with the Mayor’ s Office representatives to clarify issues
of mutua concern. However, we were not furnished with, nor did we
review, the initiad findings of the Mayor’ s Office representatives prior to the
undertaking of our audit procedures.

Many of our findings paralled and validate initia discoveries made by the
Mayor’s Office representatives, of which we were not substantially aware
until our fieldwork was completed. Our findings often expand on their
discoveries and we encountered additiona fiscal irregularities. They, in turn,
examined areas that our audit did not, for example, proper authorization of
event contracts. When requested by the Mayor’s Office, in aletter dated
December 10, 2002, to provide aformal progress report of our findings, we
declined, in afurther effort to maintain our independence in investigating
these matters. Those interested in knowing the findings devel oped by the
Mayor’s Office prior to the commencement of our audit can examine the
letters of demotion issued by the Community Services Director on November
7 and 8, 2002.

On another matter, in the Mayor’ s Office response to our audit, they state,

“ The Auditor had conducted a review of the box officein 1998. Clearly the
accounting for revenuein that function became a review point in thisaudit.”
It is not clear to us whether * this audit” in the Mayor’ s Office comment
above s referring to the 1998 audit or the current audit. If the reference is
addressing the 1998 audit, we would like to clarify that we did not review
accounting for box office revenue and its impact on the Event Settlement
account, the Depository account, or the Fine Arts Fund Balance-Cash during
the 1998 audit. The scope of our review of the box office during the 1998
audit was limited to determining if cash handling procedures (such as
timeliness of deposits and check acceptance procedures) were being
completed in accordance with Countywide Policy #1062, “Management of
Public Funds.”

V. Background—Control Environment Development
and Status

To better understand the situation that led to the current fiscal problems at
Fine Arts, set forth below is adetailed review of critical events that occurred
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at Fine Arts since 1996. This section of our report outlines the evolution of
the senior-level adminidrative and fiscal oversght, which either created, or
aswill beillustrated, failed to create what is commonly termed an
“environment of effective administrative and fiscal internal control.”
Through our audit work, we observed that:

In 1996, dueto the continued expansion of facilities and
operations, areorganization of the Fine Arts management
structurewas deemed to be necessary, and resulted in creation
of the position: Fine Arts Director.

The person selected asthe new Director of Fine Arts, though a
proven event and booking manager, lacked training and
experiencein fiscal and budgetary matters, and general
administration.

Attemptsto strengthen Fine Artsfiscal and budgetary staff,
during the 1997-1999 time period, deteriorated under the
pressure of expanded facilities and related responsibilities, and
dueto alack of supervision, coordination, and communication.

The committee for selection of the upgraded position of Fiscal
Manager, in 1999, was dominated by Fine Arts managers least
equipped to distinguish the most qualified applicant. This
resulted in the selection of one of the lesser-experienced and
qualified candidates.

The Fiscal Manager of Community and Support Services may
have been awar e of the new Fiscal Manager’ sineptness, butdue
to the organizational structureand hisfocuson other priorities,
did not take action to develop, train or hold her accountable.
Theunintended consequences included continued and
compounded errorsin thereconciliation of the Fine Arts
Depository account, an account through which $6 to 8 million
passes annually.

Despite the national attention given to Y2K compliance during
late 1999, the new Fiscal M anager received inadequate support
to ensure Y 2K systems compliance.

The Fine Arts Fiscal Manager knowingly prepared cash
revenue-transfer journal entriesthat consistently and arbitrarily
misstated the net operating revenue of Fine Artsover aperiod
beginning shortly after her employment commenced in 1999,
until the start of our audit.

The Fiscal Manager of Community and Support Servicesnoted
and challenged the shortfall in actual Fine Artsrevenue
journalized by the Fiscal Manager, when reviewing thefive-year
revenue projections for budget preparation.
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The Community Services Department management’s
assumption and expectation regarding the Fine Arts Director’s
fiscal and budgetary oversight capabilities, in combination with
theimpact of the 2002 Winter Olympic eventson the Director’s
focus, allowed the further deterioration of internal fiscal and
budgetary controls.

Management at Community Services, aswell asthe Mayor’s
Office, had ample warnings of, and admit to growing concer ns
regarding, thefiscal problemsat Fine Artsfrom the period of
September 2001 through September 27, 2002. However, they
failed to act until a formal employee complaint was aired to the
County’ sEmployee Assistance Program Coordinator. Within six
days of the Mayor’s Office commencement of itsreviewan
official, written “whistle-blower” complaint was also filed. The
Mayor’s Office view of these events differsfrom this
characterization.

Despite significant war ning events, the organization structure
and job requirementsof senior-level management at Community
and Support Services (later Community Services) did not
mandatetheir direct intervention into potential significant fiscal
and budgetary problemsat Fine Arts. Nevertheless, senior
management had an assumed duty to respond to significant
war ning events.

i. In 1996, due to the continued expansion of facilities and
operations, areorganization of the Fine Arts management
structure was deemed to be necessary, and resulted in
creation of the position: Fine Arts Director.

The Salt Lake County Center for the Arts (Fine Arts) has been a dynamic
and rapidly expanding divison of the County’s Community Services
Department since the mid-90s, when the County Commission approved the
congtruction of Rose Wagner Phase | and |1, and undertook the remodeling
and expansion of Abravanel Hall. It wasin this context that a decision was
made to reorganize the management group at Fine Arts. Prior to 1996, Fine
Arts had evolved into separate, distinct functiona areas, Operations, Event
and Booking Management, and Ticket Office (ARtTiX) Operations, each
with its own manager.

These three functional managers constituted a “ section” which reported to
the Director of Community and Support Services (Department Director),
under the portfolio of one of the three County Commissioners. Another
individua served as Chief of Staff for the Commission, under the same
Commissioner, athough his officid title remained Associate Director of
Community and Support Services during that period.

The fiscal and budgetary functions of Fine Arts were the responsibility of
the Fine Arts Accountant. On its face, the Department’ s organizationd
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structure would suggest that the Accountant would have received at least
dotted-line guidance and technical assistance from the Fiscal Manager of
Community and Support Services (Department Fiscal Manager). However,
our further inquiries determined that the Department Fiscal Manager’s
priorities were focused on project management and bonding issues relating
to the rapid expansion of Fine Arts and other County facilities. The
Department Fiscal Manager characterized to us, during our interviews, that
he carried out duties related to the priority projects of the portfolio-
managing Commissioner. These priorities“ consumed a very large portion
of time especially for the [ Department Fiscal Manager],” according to the
Mayor’ s Office response to our audit.

In our interview with the Commissioner, he asserted that his priorities were
not intended to, and did not, in his view, prevent the Department Fisca
Manager from dealing with fiscal problems at Fine Arts. The Commissioner
further stated that he always assumed and expected that the Department
Fiscal Manager dedlt with oversight matters as required by his stated duties
and responsibilities. In the Mayor’ s Office response to our audit, they
asserted that the Department Fiscal Manager was not supported with the
“type of infrastructure and resources he has under the new form of
government.” The structure of the Fiscal oversight both before and after the
new form of government is discussed in greater detail in Section xi.

Fine Arts budget development, until 1996, was a combined effort of the
three functional managers, who provided input to the Accountant, which he
used to devel op each year’s final budget submission and revenue
projections. The Accountant was exclusively responsible for the day-to-day
financial accounting functions. An Accountant in the Community and
Support Services Department performed the payroll and purchasing
functions for Fine Arts, but performed these duties at the Government
Operations Center.

As aresult of the expansion of the facilities at Fine Arts, and with the
additional operational complexities, the decision was made to create the
position of Director of Fine Arts. Through mutua agreement and
recommendation of the Ticketing Services Manager and Operations
Manager, the Department Director made the decision to promote the Event
and Booking Manager to Division Director, Grade 33, during September
1996. Thisinternal promotion process was used, instead of selection
through a competitive announcement.

ii. The person selected as the new Director of Fine Arts, though
a proven event and booking manager, lacked training and
experience in fiscal and budgetary matters, and general
administration.

At the time of her promotion, the new Division Director’s performance
rating expectations were weighted as follows. General Management and
Administration (30 percent); Fiscal Management (15 percent); Public and
Tenant Relations Management (20 percent); Facilities and Event
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Management (15 percent); Supervision of Staff (15 percent), and Other
Duties (5 percent).

The Divison Director’s education and work experience, prior to her
promotion, suited her well for some of the expectations placed upon her, but
not so well for others. Her undergraduate degreewas aB.S. in
Communications, 1983, from the University of Utah. From 1985 through

her promotion, she had been primarily involved in event and booking
management. The capstone of that experience may have been the successful
management of the Phantom of the Opera Broadway production in 1995, to
date* the biggest production to play in one of our facilities,” quoting froma
letter addendum to her performance evaluation while still the Event and
Booking Manager, dated October 1995. During this period, she also
conducted some 25 tours of Abravanel Hall and Capitol Theatre for the Salt
Lake Olympic Organizing Committee (SLOC). Thus, she was well-trained
and possessed a wedlth of experience for her public relations, facilities, and
event management roles as the new Director of Fine Arts.

In contrast, the formal training and background she brought to her new role
in management and administration, staff supervision, and, in particular

fisca management (the focus of our inquiries) were not nearly as well
developed. However, collectively these functional aresas, at least per the
“expectations’ outlined above, constituted a weighting of 65 percent, with
“fiscal management” weighted at 15 percent.

It is our observation that under the Commission form of government

division directors were selected for their technical operationa expertise, and
in certain cases were not required to demonstrate administrative, fiscal and
budgetary competency. However, according to the former Community and
Support Services Assigtant Director (who is now the Mayor’s Chief
Administrative Officer), the Mayor’ s Office expects division directors to
have competency in administrative, fiscal and budgetary matters. In fact,
the Mayor’ s Office response to our audit states that they have “ chosen to
install managersover divisions more for these skills[budgetary and fiscal]
than a specific division mission practitioner background. For example, the
Health Director is not a doctor, the new Library Director does not hold a
Masters of Library Sciences degree.”

iii. Attempts to strengthen Fine Arts fiscal and budgetary staff,
during the 1997-1999 time period, deteriorated under the
pressure of expanded facilities and related responsibilities,
and due to a lack of supervision, coordination, and
communication.

At the time of the Division reorganization, in the Fall of 1996, fiscal and
budgetary functions were primarily the responsibility of the Accountant, a
Grade 23. The Accountant had filled this position since 1991, experiencing
the dynamic growth of Fine Arts. The expectations outlined in his 1996
performance eva uation indicated that he had “ full-charge accounting and
budgetary responsibilities, including preparation of financial statements
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and other reports, maintenance of the general and all subsidiary ledgers,
management of cash, and preparation of special reportsand analysis.” His
immediate supervisor was the Operations Manager.

In March 1997, another individua was transferred into the accounting
function at Fine Arts to help the Accountant and to assist the Operations
Manager in capita projects at Rose Wagner and Abravanel Hall. The new,
“Assistant Accountant,” also reviewed settlement statements and prepared
billings for tenant organizations, among other duties. Eventualy, she
became the Petty Cash Custodian, assuming those duties from the Division
Director’s Administrative Assistant, and also assumed responsibility for
purchasing, a duty previoudy administered by an employee at the
Government Center. The Administrative Assistant, in turn, assumed Fine
Arts payroll administration from the employee at the Government Center
during this transitional period.

Asthe facilities and events of Fine Arts rapidly expanded so did the fiscdl,
budgetary, and project tracking responsibilities. Capita budgets for
expansion projects were strained, which placed pressures on Fine Arts
revenue generation. Cash-flow analysis for revenue projections became a
critical area of focus for the Fiscal Manager of Community and Support
Services (Department Fiscal Manager) since the gap between revenues and
operating expenses had to be filled with subsidies from the Tourism,
Recreation, Cultura and Convention Center (TRCC) Fund.

During the Fal of 1998 the Accountant submitted a revenue projection that
resulted in a projected cash balance in the Fine Arts Fund of $3,759,276 for
the start of the 1999 budget year. The cash balance projection was
overstated by $2,200,000. Thiswas due to the advanced ticket sales for the
production of Joseph and the Amazing Technicolor Dreamcoat, during
1998, having been accrued as revenue when, in fact, the advanced ticket
sales should have been credited back to the promoter on the final Event
Settlement Statement.

This error was disclosed by the Accountant in a memorandum to the
Division Director, dated April 28, 1999. As our report demonstrates, this
incident was the beginning of a series of misclassifications of Fine Arts
revenues that led to even deeper, more complex problems that have only
recently cometo full light. A lengthy memorandum from the Assistant
Accountant to the Divison Director, dated May 11, 1999, outlines
communication problems that existed among those in Fine Arts responsible
for fiscal matters, and the frustrations the Assistant Accountant was
experiencing with the Accountant’s inability to cross-train her in areas for
which he was responsible. Shortly thereafter, the Accountant submitted a
letter of resignation, dated June 14, 1999, citing his opportunity to pursue
other goals.

10
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iv. The committee for selection of the upgraded position of
Fiscal Manager, in 1999, was dominated by Fine Arts
managers least equipped to distinguish the most qualified
applicant. This resulted in the selection of one of the lesser-
experienced and qualified candidates.

Out of the above circumstance and problems, a decision was made by senior
management of Community and Support Services and Fine Artsto
restructure the position responsible for fisca and budgetary functions. The
position was upgraded from Accountant, Grade 19-23, to Fisca Manager,
Grade 26, with the intention of upgrading the competency and skill set of

the position. From alarge number of applicants, the field was narrowed to
nine candidates. Among the candidates were holders of Masters (5),
Bachelors (3), and Associates (1) college degrees. Seven had severa years
of relevant County experience, including two with prior experience as
Administrative and Fisca Managers in other County organizations and two
with extensive backgrounds in County Internal Audit. Another candidate
had extensive governmental audit and tax experience with Salt Lake City
and a quasi-governmental agency. Finally, one candidate had been both the
Director and the Business Manager of the Kimball Fine Arts Center in Park
City, Utah.

From this apparently well-qudified group of candidates, the Divison
Director offered the position to a candidate who had been ranked 12"
among 23 candidates after the initial screening by the Selection Committee.
She accepted on August 4, 1999, nearly two months after the Accountant’s
resignation. The new Fiscal Manager’s qualifications included a Masters
Degree in Accountancy (emphasis in taxation) from the University of Utah
(1998), and an undergraduate degree in Accounting (1996). However, her
experience in governmental fiscal and budgetary matters was relatively
limited, by amost any standard, having worked as a Cash Accounting
Specidist, Grade 11-13, in County Developmental Services for 17 months,
and prior to that as a student intern at County Pre-Trial Servicesfor over
four years while attending school. Her supervisory experience consisted of
seven years as the Deli Manager for alocal store of a national grocery and
drug chain.

The Sdlection Committee was comprised of the Division Director, the
Operations Manager, the Ticketing Services Manager and the Community
and Support Services Fiscal Manager (Department Fiscal Manager), the
latter a non-voting member who was not involved in grading the candidate
interviews. Apparently, the Assistant Accountant was asked to Sit in on the
second round of interviews, but did not vote on the final selection. The
Division Director indicated during our interviews that the decisive factor in
her decision was a strong recommendation from a long-time County
administrator, who, at that time, was the Development Services Director.

The Department Fiscal Manager asserted to us during our interviews that he
had a sense that the new Fine Arts Fiscal Manager’s qualifications were
suspect when he asked her questions about governmental fund accounting

11
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and in hiswords, “she flopped.” Whatever concerns he, the person best
qualified to assess her technical skills, may have expressed to the Selection
Committee went unheeded. She was hired. His further expression of
concern to the Community and Support Services Director (Department
Director) was not acted upon.

Some guidance as to why the Department Fiscal Manager’ s warnings and
concerns were ignored is provided in the response from the Mayor’ s Office.
They state” ...[the Department Director] expressed frustration to [thethen
Associate Department Director] that [the Division Director] often
attempted to go around [the Department Director] with direct contact to
[the Commissioner’s Administrative Assistant] or [the Commissioner].
Thiswas often successful ininhibiting [the Department Director’s] ability
towork with [the Division Director]. [ The Department Director] expressed
concernto [the Associate Department Director] that thisdid not allow her
to fully believe she had the ability to do the things she desired to do asa
manager. These items did not include discussions of accounting
irregularities. They were most often policy and direction implementation.
[ The Associate Department Director] speculated that thismight have had a
dampening effect on further managerial efforts. At no time did [the
Commissioner] fail to act or prevent action on accounting irregularities.”

Thus, the Mayor’ s Office characterization of the “dampening effect” may
be applied to explain why the Department Fiscal Manager’s warnings to the
Selection Committee and further expressions of concern to the Department
Director, regarding the candidate’ s lack of governmental accounting
knowledge, were ignored.

The history of the Fiscal Manager’s selection process is necessary to set the
stage for a breakdown in the day-to-day fiscal and budgetary operations of
Fine Arts over the next 36 months (August 1999 to August 2002). More
disturbing is the fact that this breakdown occurred due, not only to the

Fisca Manager’s lack of technical accounting skills, but also due to the
Department Fiscal Manager’s limited technical oversight due to the
organizational structure and his focus on other priorities. Thisleft direct
supervision solely to the Division Director, who lacked competency in these
areas.

In fact, our examination of the oversight structure at the time, leads us to
conclude that placing full responsibility on the Division Director was the
intent of the organizational design. However, the Division Director did not
take an active role in assessing the Fiscal Manager’ s abilities or providing
effective trangtiona training. Furthermore, the Division Director lacked
the skill, and failed to demonstrate the necessary initiative to effectively
oversee budgetary and fiscal functions at Fine Arts. The Department
Fiscal Manager’s limited level of technical oversight was the result of the
County’s structure and attendant job descriptions, as will be discussed in
Section xi.

Report: Audit of Fine Arts
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v. The Fiscal Manager of Community and Support Services
may have been aware of the new Fiscal Manager’s
ineptness, but due to the organizational structure and his
focus on other priorities, did not take action to develop,
train or hold her accountable. The unintended
consequences included continued and compounded errors
in the reconciliation of the Fine Arts Depository account, an
account through which $6 to 8 million passes annually.

Problems with the Fiscal Manager’s transition into her new position arose
at the outset. She received no immediate orientation or trandtiona
training, due to the resignation of the Accountant. The Department Fiscal
Manager was unfamiliar with the day-to-day accounting functions
performed at Fine Arts, having attempted to get familiarization training
from the Accountant prior to hisresignation. The Accountant had suffered
chronic health problems, which required surgery at the time of the
Department Fisca Manager’s attempt to become familiar, and so the
training never took place. The Assistant Accountant was the only person
in the fiscal and budgetary area who had any benefit from the Accountant’s
training.

Entries from the Assistant Accountant’s day-planner indicate that, as early
as mid-August 1999, problems devel oped between her and the new Fisca
Manager. (We make no representation regarding the accuracy or
reliability of the Assistant Accountant’s record, which was voluntarily
submitted to us by her. However, many of her observations were
confirmed by our interviews with other Fine Arts employees, as will be
discussed further, later in the report). According to the Assistant
Accountant’s record, on several days the Fiscal Manager was late coming
to work and waited for the Assistant Accountant to provide guidance
before beginning any work.

On August 19, 1999, the Assistant Accountant recorded notes of a meeting
attended by herself, the Department Fiscal Manager and the Fiscal
Manager. According to the notes, the Fiscal Manager admitted to the
Department Fiscal Manager, under his questioning, her lack of familiarity
with governmental fund accounting. The Assistant Accountant also
recorded that the Department Fiscal Manager indicated that when he was
interviewing candidates, he was specifically looking for people with this
experience. The Department Fiscal Manager asked the Fiscal Manager
how much she had done with budgets. She stated that she had done a
limited amount of budget preparation at Development Services.

Also during the meeting, the Fiscal Manager asked the Department Fiscal
Manager which accounting system would be best to purchase, since the
Fine Arts system was more like a database. According to the Assistant
Accountant’ s day-planner entries, he advised the Fiscal Manager that she
needed to refer that question to the Division Director. When asked about
this meeting, the Department Fiscal Manager stated that he had no
recollection of it.

Report: Audit of Fine Arts
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The Department Fiscal Manager, as previoudy stated, focused on the
priorities and projects of the Commissioner. This may have limited his
time to ded substantively with Fine Arts fiscal matters. During our
interviews with the Department Fiscal Manager, he stated that he rarely
engaged himself in day-to-day fiscal matters, such as examining the
Depository or Event Settlement account reconciliation. Likewise, he
never held regular meetings with the Fiscal Manager, or questioned her
about her progress, and only met with her to review her cash-flow
projections during the budget preparation period in the Fall. She did attend
monthly Fiscal Manager meetings hosted by him and received some
training in those settings.

As stated in the Mayor’ s Office response and as acknowledged in other
sections of this report, the Department Fiscal Manager “worked with the
staff on a number of issues,” including the correction of a $1.25 million
revenue recognition error, as will be discussed shortly. We note here that
the job description for the Department Fiscal Manager merely required that
he*“ coordinate with division directorsto establish fiscal priorities, goals,
and objectives; provide technical assistance to divisions as requested
[Emphasis added].” Thus, the Department Fiscal Manager was not
compelled by the provisons of his job description to be proactively

involved in the day-to-day fiscal operations of Fine Arts.

The Mayor’ s Office response indicated that the Division Fiscal Manager
also gave assurances that she was working on problems with the Director
and the Associate Director of the Accounting and Operations Division of
the Auditor’s Office. We verified that the Auditor’s Office provided
assistance in fiscal matters when requested by the Division Fiscal

Manager. However, the Director and the Associate Director of the
Accounting and Operations Division have never had responsbility for
supervision of the Fine Arts Fiscal Manager. They do recall occasions
when they acted as technical resources in meetings with the Fiscal

Manager and answered her questions. All substantial problems presented
by the Division Fiscal Manager to the Accounting and Operations Division
of the Auditor’s Office, during the period relevant to this audit, are
discussed in this report.

During the confusion created by the transition of fiscal responsibilities
from the Accountant to the Fiscal Manager, a series of materially
significant accounting misclassifications were made. Only one of these
errors, the most significant one, was discovered and corrected. The other
errors remained undetected and uncorrected until they came to light during
our audit. These errors had the same effect of overstating Fine Arts
revenue, as had happened on the previoudy described Joseph and the
Amazing Technicolor Dreamcoat accounting error. Beginning in August
1999, the following entries were recorded as both “ cash contributions’ to
the Capital Projects Revolving Fund, and as “cash revenue,” which was

Report: Audit of Fine Arts
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transferred, by journal voucher, from the Fine Arts Depository account to
the Fine Arts Fund Balance — Cash:

August 31, 1999 Contribution Rose Wagner — Phasell  $251,000
November 19, 1999 Contribution Rose Wagner — Phase || $1,250,000

The $1.25 million entry was discovered by the Auditor’s Accounting
Section when it appeared as a “reconciling item” on the Auditor/Treasurer
Cash Reconciliation for the Fine Arts Fund during May 2000. The
Auditor’s Office staff accountant, charged with reviewing reconciling

items, caught the error and brought it to the Fiscal Manager’s attention. The
discovery of the $1.25 million posting error was the result of the Fiscal
Manager’ s attempt to correct the error. However, she only corrected the
Auditor’s Advantage Financia Accounting System (AFIN) record, but did
not correct the error on the Treasurer’s Depository cash balance. Thus, a
reconciling item appeared during the Auditor’s normal review process. The
journal voucher correcting the $1.25 million error on the Treasurer’s ledger
was made in October 2000.

The Auditor’s review of reconciling items consists of comparing the
Treasurer’ s record of cash in the Fine Arts Fund, to the Auditor’s AFIN
Fine Arts Fund-cash. (This processis in no way to be construed as an
independent reconciliation of these cash balances. The Auditor’s
Accounting and Operations Division has never had the responsibility to
reconcile the Fine Arts depository account.) Therefore, if both the
Treasurer’s Fine Arts Fund cash balance, and the Auditor’s AFIN Fine Arts
Fund-cash balance were journa vouchered with identical, yet erroneous
amounts, no reconciling item would appear. Asaresult, only the $1.25
million posting error was detected by this process prior to our audit.

At the time the error was discovered, the Associate Director of Accounting
and Operations in the Auditor’ s Office spent time with the Fisca Manager
to explain that the Fine Arts Departmenta checking account, Balance Sheet
Account 1114, represented two essential components, i.e., the Depository
account and the Event Settlement account. The Fiscal Manager received an
explanation, as well, that the month-end balance in Fine Arts Non-
encumbered Payables, Balance Sheet Account 2106, should equal the
amount of advanced ticket sales and advance rental deposits on unsettled
events and accounts. Also, at that time, it was explained to her that,
theoreticaly, if Fine Arts accounting was current and reconciled, the
balance in account 1114, Departmental Checking, and 2106, Non-
encumbered Payables, should be the same. In other words, cash in the bank
at Fine Arts should be sufficient to offset outstanding obligations.

The Division Director and the Department Fiscal Manager attended this
meeting, held at Fine Arts, to correct the revenue recording error. The $1.25
million error, and its subsequent correction, created problems in the
projections of revenue for the 2000 budget, and increased the pressure on
Fine Arts to enhance revenue production. However, we found no evidence
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of an ongoing effort to review the reconciliation process by the Division
Director or Department Fiscal Manager.

Nonetheless, the earlier $251,000 posting error went undetected until
December 2002, and was discovered during our audit. The problem had
been exacerbated by the fact that, as of December 31, 1999, the County
Treasurer’s Office, with appropriate notice, discontinued its voluntary
service of reconciling the Treasurer Depository account for Fine Arts, and
certain other County organizations. Apparently, the Treasurer’s Office spent
significant time in the early months of 2000 continuing to assist the Fiscal
Manager in the reconciliation, but had to abandon the effort due to the
excessive time spent. According to her day-planner entry of February 15,
2000, the Assistant Accountant, who was still working in the accounting
group at thistime, claims to have called both the $1.25 million and the
$251,000 pogting errors to the Fiscal Manager’s attention, and to have aso
discussed the matter with the Division Director.

As previoudy noted, the Division Fiscad Manager prepared a partia journa
voucher in February of 2000 to correct the $1.25 million error for the
December accounting period. This journal voucher only corrected the error
in the County’s AFIN system, but not on the Treasurer’s ledger. Perhaps
this correction attempt was made as a result of the Assistant Accountant
bringing this matter to the attention of the Fiscal Manager. When asked
about this, the Division Director denied that the Assistant Accountant ever
reported thiserror or discussed it with her. No staff member at Fine Arts
independently confirmed the Assistant Accountant’ srecord on this matter.

During September and October of 1999, the Fiscal Manager’s efforts were
focused primarily on the preparation and submission of the 2000 Fine Arts
budget. The former Accountant was brought back as an outside consultant
to train the Fiscal Manager in the budget process and in the monthly close
of the Fine Arts Genera Ledger, including the Depository account
reconciliation. Nevertheless, by the end of 1999, the Fisca Manager had
falen four or five months behind in performing the accounting and bank
reconciliations.

Although out of the direct scope of our audit, other developmentsin the
genera management of personnel matters at Fine Artsillustrate problems of
failing to address staffing issues that added to the delays in bringing the
accounting functions current. In October 1999, a veteran Event Manager
resigned. A few weeks later the other Event Manager gave three-months
notice of her departure. The Division Director then made the decision to
have the Patron Services Manager cover the duties of the resigned Event
Manager, as well as the Patron Service duties.

From October 1999 to April 2000, the Patron Services Manager covered all
of the former Event Manager’ s duties, assisted the departing Event
Manager, and continued to perform as the Patron Services Manager.
Consequently, the Patron Services Manager produced nearly al of the fina
event settlements for this period, a heavy burden due to the new events
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coming on with Rose Wagner 1l opening. Delays in completing Event
Settlement Statements contributed to the Fiscal Manager falling further
behind in the accounting and Depository account reconciliation.

vi. Despite the national attention given to Y2K compliance
during late 1999, the new Fiscal Manager received
inadequate support to ensure Y2K systems compliance.

Complicating matters further was the specter of Y 2K compatibility of the
Fine Arts general ledger software, Pacioli. The County’s Information
Services-Divison's survey of Y 2K issues assigned the solution for this
divison-leve application to in-house, Fine Arts Divison information
systems personnel, with the expectation that they would contact the vendor
for an appropriate solution. This contact apparently did not happen prior to
the end of 1999.

On January 1, 2000, the Y 2K incompatibility of the Pacioli software
became a critical issue. The Fiscal Manager brought the problem to the
attention of the Department Fiscal Manager, but no action resulted. Thus,
after 2000 commenced, arush to find a fix was undertaken and achieved,
through an update from the developer sometime in March, with support
from Fine Arts Information Services personnel. However, the time
consumed put the accounting further behind. After resolving the Y 2K
problem, Pacioli was no longer updated or supported by the developer, or
any third party.

On an additiona software issue, the Fiscal Manager asked for assistance in
procuring an upgraded, integrated general ledger package. She was
instructed by the Department Fiscal Manager to ask other Fiscal Managers
in the County for input. The Fiscal Manager appears to have sought advice,
as directed, but did not take independent action. Only within the past month
has this problem been addressed and a new general ledger software package
been considered by a CPA assigned by the Mayor’ s Office to troubleshoot
the fiscal problems at Fine Arts.

vii. The Fine Arts Fiscal Manager knowingly prepared cash-
revenue-transfer journal entries that consistently and
arbitrarily misstated the net operating revenue of Fine Arts
over a period beginning shortly after her employment
commenced in 1999, until the start of our audit.

Buried in backlogged work, the Fiscal Manager unwittingly committed
another significant posting error. The journal vouchers to record the cash
transfer of “net revenue” from the Depository account in the months of
January, February, and March 2000, totaling $312,916, were not only
recorded and transferred for those months, but a so included in the cash
transfer of “net revenues’ for May 2000. This error, like the previous one,
went undiscovered and uncorrected until our audit. The error might have
been detected in the Auditor’ s reconciliation of the AFIN cash balance to
the Treasurer’s Fine Arts Fund —cash balance, had the Fiscal Manager

Report: Audit of Fine Arts
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attempted to correct the error in the way she did with the $1.25 million
error, as previoudy discussed. But, she did not submit a smilar, one-sided
correcting entry.

The duplicate revenue The cumulative effect of the improper, duplicate posting of revenue was to

postings left the transfer “ phantom revenue” out of the Depository account, the effect of
Depository account short | which was to leave the Depository account balance short by $563,916
by $563,916. ($251,000 + $312,916). In the absence of atimely and precise

reconciliation, this shortage was essentially masked by the continued influx
of cash to the Depository account from “advance” ticket sales on future
events. In thiscase, transfers of cash from the depository account were
supported and covered by cash coming in from new advanced ticket sales
unsettled. Shortages were masked until such time as cash inflow from new
ticket sales falls short of the required payouts.

Advanced ticket sales at Fine Arts are somewhat irregular. 1n the absence
of asummer blockbuster, like Phantom of the Opera, ticket sales can peak
during the fall/winter seasons when the Symphony, Opera, and Ballet arein
full swing, and productions like the Nutcracker take place. Thus, in months
when ticket sales diminished, the Fiscal Manager may have redlized that,
during these months, there was not sufficient cash in the Depository account
to transfer the full amount of “net revenue’ if unsettled events were to have
actualy settled during that particular month. However, we concluded from
our interview that she did not understand why the projected shortfall was
occurring.

Toavoid overdrawing the | We discovered, during our interviews with the Fiscal Manager, that she had
Depository Account, the | systematically and arbitrarily, without the approva of her superiors,

Fine Arts Fiscal adjusted the amount of the “net revenue’ transfer from the Depository
Manager arbitrarily account to avoid overdrawing. Y et, during some months she would over
misstated the amount of | transfer revenue in an apparent attempt to make up for prior “shorting” of
“net revenue” reported. | therevenue. This practice continued throughout 2000, 2001, and up to July
2002. Sincethat time, our Audit staff, in conjunction with the Mayor’s
Office fiscal troubleshooter, has confirmed the Fiscal Manager’ s consistent
application of this unprofessiona approach. (See Sections 8.1 and 8.4 of the
Findings and Recommendations Section for more detail related to this
Stuation.)

The Fiscal Manager displaysin her office her membership certificate in the
Government Finance Officer’s Association (GFOA). GFOA members
subscribe to a Code of Professional Ethics. Article I'V- Professional
Integrity — Information of this code states:

“ Government finance officers shall demonstrate professional
integrity in the issuance and management of information.

They shall not knowingly sign, subscribe to, or permit the
issuance of any statement or report which contains any
misstatement or which omits any material fact.

Report: Audit of Fine Arts
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They shall prepare and present statements and financial
information pursuant to applicable law and generally
accepted practices and guidelines.

They shall respect and protect privileged information to
which they have access by virtue of their office.

They shall be sensitive and responsive to inquiries by the
media, within the framework of state and local government
policy.” [ Emphasis Added]

She apparently gave little heed to the GFOA Code of Professional Conduct
in carrying out her responsbility for the accurate and timely reconciliation
of the Depository account and recording of the cash “net revenue” transfer.

The Fiscal Manager’ s continued, systematic misstatement of revenue may
have exhibited one or more of the prohibited behaviors delineated in
Countywide Policy and Procedure, #5702, “ Standards of Conduct,” which
defines, in Section 1.0, the types of behavior that the County considers
inappropriate. For example, in Subsection 1.1 it states, “ Falsifying any
documentsto bereceived or used by County gover nment including, but not
limited to, employment applications and related documents, work related
records, time cards, etc.”

viii. The Fiscal Manager of Community and Support Services
noted and challenged the shortfall in actual Fine Arts
revenue journalized by the Fiscal Manager, when reviewing
the five-year revenue projections for budget preparation.

The Department Fiscal Manager noted this consistent shortfal in the
revenue transfer, compared to budgeted projections, when he reviewed the
five-year cash flow projections with the Fiscal Manager and the Divison
Director. However, the Department Fiscal Manager stated that he did not
get directly involved in reconciling the Depository account or in the event
settlement process. When the Department Fiscal Manager voiced concerns
about these matters to the Director of Community and Support Services or
to the Division Director, he was told that these issues would be resolved in
due time. According to the Mayor’ s Office response, he was also told “ the
Fine Arts Division was working with the Auditor’ s staff on this
reconciliation.” (See our comments on page 15 concerning the role of
Auditor’s Office in the reconciliation process).

The failure of the Division Director to request the assistance of the
Department Fiscal Manager coupled with his lack of proactive involvement
in Fine Arts fiscal and budgetary matters, allowed serious fiscal problemsto
go uncorrected, as detailed in the remainder of thisreport. To an equally
significant degree, this lack of oversight contributed to atense and
mistrustful atmosphere that has adversaly impacted the morale of Fine Arts
employees.

Asthe Fiscal Manager continued with her effort to bring the accounting
records current, the revenue recording errors became more compounded and

Report: Audit of Fine Arts
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No substantial progress
appears to have been
made during 2000 to
bring the accounting
current. Thiswas
complicated by the fact
that Rose Wagner events
were coming on line.
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more complex. Through the first nine months of 2000, she and the
Assistant Accountant attempted to work together to bring the accounting
work current. The Assistant Accountant’s day-planner entries, during
January and February 2000, many of which were confirmed by our
interviews with other Fine Arts employees, record observations of the Fiscal
Manager coming to work late, spending inordinate amounts of time on the
phone, and asking for help at the end of the day when the Assistant
Accountant was ready to leave. The Assistant Accountant complained to
the Division Director about these matters.

A letter, dated February 25, 2000, from the Division Director provided the
following notice or warning to the Fiscal Manager: “ 1) | don’t feel it's
appropriate for you to do income taxes in the office, 2) Your co-workers
had complained to me regarding excessive personal phone calls during
work hours, 3) Your work schedule: 8:30 am — 5:30 pm, if there are
changes, please indicate on your weekly work schedule, which ise-mailed
to me each week.”

Asprevioudy stated, the Assistant Accountant’s notes also indicate that she
brought the duplicate revenue entries of $1.25 million and $251,000 to the
atention of both the Fiscal Manager and the Division Director, during
February 2000. Neither of these errors was investigated until May 2000,
when the $1.25 million error was discovered by the Auditor’s Office. The
Division Director deniesthat the Assistant Accountant reported theseerrors
to her.

By mutual agreement between the Division Director and the Assistant
Accountant, a new position, ARtTiX Administrator, was created during
September 2000, and the Assistant Accountant moved to that position. An
individual was hired during October 2000 to replace the Assistant
Accountant. No substantial progress appears to have been made during
2000 to bring the accounting current. This was complicated by the fact that
Rose Wagner events were coming on line. Event settlements for Rose
Wagner took longer to finalize for several reasons. They involved new,
inexperienced promoters; ticket sales were often not sufficient to cover
venue-rental and support expenses; and, the Event Manager for Rose
Wagner was less experienced and was overwhelmed by the high volume of
small events.

The Department Fiscal Manager’ s involvement with these issues was
negligible by his own admission, his priorities being focused on budgetary
matters, and project management related to completion of Rose Wagner
Phase 11, the South Town Convention Center, the County Emergency
Operations Center and the new Adult Detention Center. In the Fall of 2000,
the Director of Community and Support Services' attention was drawn to
the budget circumstances at Fine Arts. In aletter to the Division Director,
dated October 25, 2000, she provided this admonition: “As you know, we
are facing a budget crisis and therefore are required to scrutinize every
programand project...Funding for capital projectsis especially tight for
next year, and the likelihood of funding the redesign of the Arts Center is
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lengthy tenure at Fine
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looking bleak.” (Note: The $1.25 million duplicate recording of revenue
was reversed during this same month, so the Department Director may have
been reacting to this devel opment).

Noteworthy is the fact that on their performance evaluations for the year
2000, the Division Director and the Fiscal Manager received numeric
ratingsof 2.80 and 2.75, respectively, on a scalefrom1.00 to 3.00, with the
3.00 as the highest rating. These are above average, “ exceeds most
expectations” ratings.

iX. The Community Services Department management’s
assumption and expectation regarding the Fine Arts
Director’s fiscal and budgetary oversight capabilities, in
combination with the impact of the 2002 Winter Olympic
events on the Director’s focus, allowed the further
deterioration of internal fiscal and budgetary controls.

With the change in form of government, the Department Fiscal Manager
was appointed the Chief Fiscal Officer in the Mayor’s Office, and his
former position was eiminated. (The title “Community and Support
Services’ was aso shortened to “ Community Services’ at thistime). Thus,
the opportunity for fiscal and budgetary support of the Fiscal Manager and
the Division Director became even less likely because of the elevation of
the Department Fiscal Manager to a higher leve in the Mayor's
organization.

Both the Mayor’s Chief Administrative Officer and the current Director of
Community Services (a new Director was appointed after the Mayor took
office) stated in our interviews that it was made clear to the Division
Director that she was directly responsible for oversight of the Fiscal
Manager regarding fiscal and budgetary matters. They further asserted that
the promotion of the Department Fiscal Manager did not have an effect on
the oversight support of Fine Arts.

They explained that they were acting on the assumption that the Division
Director was capable of supervising fiscal and budgetary matters due to her
lengthy tenure at Fine Arts. This may have been bolstered, as noted in the
Mayor’s Office response, by the fact that during the time period covered by
our audit, the Division Director was pursuing course work toward an MBA.
Findly, they point out that the Mayor’ s Office relied on the merit system’'s
presumption that incumbent division directors possessed fiscal and
budgetary competency, until proven otherwise. The merit system, defined
in State statute, governs the assessment, treatment and retention of County
employees.

In fairness, we acknowledge, that the Mayor inherited the substance of the
Fine Arts' “problem” when she took office in January 2001. Thisincluded
unqualified personnd and the absence of controls and procedures, together
with alack of effective oversight. Unfortunately, the Community Services
managers reliance on the Division Director’ s fiscal and budgetary
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competency eventually contributed to the continuing breakdown of
effective financial controls thereafter.

With the onset of 2001, the new Mayor/ Council form of government was in
place, and the focus of Fine Arts turned toward another major chalenge: the
2002 Winter Olympic Games. Throughout 2001, the Division Director
hosted group after group of visitors, as Fine Arts assumed responsibility for
hosting the Cultural Olympiad for the Winter Games. The Jay Leno Show
had been negotiating to broadcast from the Rose Wagner venue during the
entire period of the Winter Olympics. Abravanel Hall and the Sdlt Lake
Arts Center were preparing to host the Chihuly Exhibits, and other high-
profile events. In addition to hosting the Cultural Olympiad, Capitol

Theatre anticipated its heavy schedule of fall and winter events. Layered on
al these challenges were the devastating events of the September 11"
attacks on the World Trade Center and the Pentagon. These devel opments,
without doubt, contributed to the further deterioration of internal fiscal
controls at Fine Arts.

This cascade of events may have focused more of the Division Director’s
attention on her long-developed strengths, event booking and promotion,

and public relaions. Contributing to her workload was the need to relocate
tenant organizations due to the space requirements of the Cultural
Olympiad events. According to Fine Arts employees, even the regular,
weekly manager meetings attended by the Ticketing Services Manager, the
Operations Manager, the Fisca Manager, and the Patron Services Manager
were canceled. The hyper-activity around hosting out-of -town visitors and
dignitaries put pressure on controls of day-to-day functions, like petty cash
and purchasing management. These factors caused these areas to spin
further out of control, and provided an array of challenges to an aready
unfocused Fiscal Manager. In the Mayor’ s Office response to our audit,
they dispute the characterization of the impact of the Olympicson Fine Arts
practices, claiming these practices were “ well entrenched.” We do not
dispute that the practices had long existed. Our observation was that
Countywide fiscal policies and procedures were further overlooked due to
the activity and volume of transactions surrounding these events.

Moreover, in the absence of regular meetings, either with her subordinate
managers or with the Department Director, the Division Director
overlooked some crucia fiscal and budgetary planning for the 2002 Winter
Olympics, beyond the existing day-to-day problems. One of the most
crucial was the assessment of the overtime demands on Fine Arts
employees. This challenge seems to have been met rather casualy, with no
in-depth analysis to project critical overtime requirements, even when cther
agencies of the County like the Sheriff, Fire, and Public Health went to
great lengths to project these needs and negotiate payment from the Salt
Lake Olympic Organizing Committee (SLOC). The failure to address
these key issues illustrates the absence of planning and oversight by the
Division Director. A more complete analysis of the actual use of overtime
and compensatory time is presented in Section 11.0.
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Our interviews with the Mayor’s Chief Administrative Officer and the
Department Director bolstered this view regarding the Division Director’s
lack of inclusive planning for Olympic events. The Mayor’s Chief
Administrative Officer indicated that he was concerned when he discovered
that the Division Director chose to deal with these Olympic events using her
normal event-contracting procedures. The consequence of her independent
action was that a“non-commercial,” “not-for-profit” rate was negotiated
with SLOC, which negatively impacted the potentia Fine Arts revenue
from hosting the Cultural Olympiad. The Commission’s palicy, ill in
place at that time, was to charge full rate for services provided to SLOC. It
isinteresting to us that the Mayor’s Chief Administrative Officer’s concern,
as stated in the Mayor’ s Office response, focused on the outcome of the
Division Director’s action, i.e. the less-than favorable not-for-profit rate, but
not on the process by which these important contracts were reviewed and
approved to ensure compliance with Commission guidelines.

X. Management at Community Services, as well as the Mayor’s
Office, had ample warnings of, and admit to growing
concerns regarding, the fiscal problems at Fine Arts from
the period of September 2001 through September 27, 2002.
However, they failed to act until a formal employee
complaint was aired to the County’s Employee Assistance
Program Coordinator. Within six days of the Mayor’s Office
commencement of its review an official, written “whistle-
blower” complaint was also filed. The Mayor’s Office view of
these events differs from this characterization.

Substantial dispute exists about when the Mayor’ s Office, through
Community Services management, was given reason to believe there were
significant accounting problems at Fine Arts. The Ticketing Services
Manager contacted the Equal Employment Opportunity (EEO) Manager of
the County, during September 2001, and: “asked for advice and told her of
my concerns,” asthe Ticketing Services Manager states in his “whistle-
blower” letter to the Mayor’s Chief Administrative Officer dated October 2,
2002. (This letter was submitted in accordance with Countywide Policy,
#1310, “Discovery and Reporting of Non-Criminal Wrongdoing.”) The
Ticketing Services Manager further assertsin his letter that he “ met
with...[the Director of Community Services] many timesinformally face-to-
face, and kept her updated throughout the year by either e-mails or voice
mails of how serious the situation is. She [the Director of Community
Services] informed methat shetold ...[the] Chief Fiscal Officer of my fiscal
concerns and that he would set up a time to meet. Thiswas the Fall of
2001 and we have yet to meet [Emphasis added].”

The Ticketing Services Manager’s letter goes on to assert: “ It isthe
responsibility of all County employeesto report waste of taxpayer’ s money.
The Fine Arts Division has very questionable accounting practices. | am
greatly concerned that not only isthereterrible waste, but we are damaging
and not protecting Salt Lake County taxpayer’ sinterest by using poor fiscal
practices.”
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Assuming the Ticketing Services Manager’ s assertions gave the Director of
Community Services (Department Director) reasonable cause and due
notice to be concerned, she apparently did not respond quickly. In follow
up interviews with the Ticketing Services Manager, he was able to produce
an e-mail, dated June 7, 2002, to the Fiscal Manager in which he expressed
concerns about whether the current “fee structure” at Fine Arts was
producing enough revenue to make productions, like Les Miserables,
profitable. He also referred to a document he provided to the Division
Director, dated January 30, 2002, with a specific format for analyzing the
income from United Concerts over the past 10 years, to which he clams the
Fiscal Manager and the Division Director never responded.

Also in the June 7, 2002 e-mail, he goes on to state to the Fiscal Manager
that, “ | have just been informed that you have not been ableto reconcile
the American Express deposits and the Tickets.com transfersto our bank
account. When we reclassified the ARtTi X Systems Administrator and the
Accountant position we separated the duties. [The ARtTiX Systems
Administrator] makes sure on a weekday basisthat all credit card batches
for usand our clients balance to the Prologue system and that the batch has
been sent to the bank. It isyour responsibility to reconcile the bank
statements, as it separates the duties and we do not receive the bank
statements, the credit card statements, nor the County Treasury Office
Satements.”

Heendsthe e-mail “ The only transfer | know did not go thru wasduring the
Olympics from a foreign bank, and that issue was resolved. If you need
help tracking these funds and reconciling, please let me know. | must
assume the funds are in the bank because from the ticketing side it looks
fine, and... [the former Accountant] was able to reconcile the American
Express when he was here [ Emphasis added].”

In the Mayor’s Office response to our audit, they state, “ it would be
simplistic to look at [the whistle-blower letter,] ... presented after the
investigation has begun, as being a statement of what was actually
presented [ by the whistle-blower] prior to that time[delivery of theletter].”
Thus, the Mayor’ s Office challenges the credibility of the Ticketing
Services Manager’ s assertionsin his whistle-blower account of what he had
reported to the Department Director prior to filing of hisletter and the near-
simultaneous commencement of the Mayor’s Office investigation. We fed
that the appropriate issue is the whistle-blower’ s credibility, not the timing

of hisreport. To that very point, the veracity of the Ticketing Services
Manager’s assertions in his whistle-blower Ietter is bolstered by the fiscal
concerns he set forth in his e-mail of June 7, 2002, and by subsequent
findings set forth in our audit.

The Ticketing Services Manager claims that he sent blind copies of this, and
other smilar e-mails to the Department Director, out of fear that if he
indicated the “cc:” on the e-mail, the Fisca Manager, for example, would
go to the Division Director and areprisal would result. In follow up
discussions with the Department Director, she confirmed receiving a“blind
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copy” of the June 7" e-mail, contrary to her recollection during our prior
interview. She explained that she may not have paid close attention to the
last part of the e-mail, concerning the American Express charges and the
Tickets.com posting error, thinking that these problems related primarily to
the Ticketing Services Manager’ s ticket management responsibilities.

In the Mayor’s Office response to our audit they state that the whistle-
blower did not bring forth specific examples of financial irregularities prior
to October 2002, with the exception of an issue involving a specific journa
voucher related to ticket sales. Clearly, the content of the Ticketing
Services Manager’s June 7" e-mail refutes this contention. To illustrate, in
the referenced e-mail, the Ticketing Services Manager points directly to
problems in the reconciliation of the American Express deposits and in the
Tickets.comtransfers that were confirmed by our audit. For example, in
Section 8.11 of this report, we discuss how American Express merchant
discounts were recorded inconsistently in the month-to-month
reconciliation, as part of the Depository account reconciliation.

Additiondly, The Mayor’s Office fiscal troubleshooter has discovered that
some $312,200 in overstated revenue has been transferred, since the
beginning of 2000, because the Fiscal Manager was transferring the full
Tickets.comrevenue out of the Depository account, without taking into
account the “website” fee that was due and payable to Tickets.com Thisis
adgnificant portion of the $1.155 million, by which the Depository account
has been chronically over withdrawn during the past three years.

We guestioned the County’s EEO Manager about her conversations and
interactions with the Ticketing Services Manager. She claims that he never
expressed concerns about fiscal matters, and that the complaints were more
about the Division Director’s level of support and loyalty to those, like
himsalf, who had recommended her promotion. The EEO Manager asserts
that her feedback from the Department Director was that pressure was being
put on the Division Director to have regular, weekly meetings to establish
accountability, but the Division Director would consistently find a reason to
cancel the meetings.

During our interviews, the Department Director confirmed the EEO
Manager’ s characterization that the Ticketing Services Manager’s concerns
were focused on overall administration of Fine Arts. Likewise, they were
focused on problems the Ticketing Services Manager had with the Division
Director’s management style. The Department Director’s impression of
fiscal concerns raised by the Ticketing Services Manager were that they had
more to do with the ticketing operation, and were not about broader fiscal
concerns.

The Department Director and the Mayor’s Chief Administrative Officer
mutually characterized, during our interviews, that the Division Director
was extremely uncooperative with their efforts to establish accountability.
The Department Director’s efforts to hold regular meetings with the
Division Director, to obtain useful revenue and expense projections, or to
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go directly to managers under her were met with stiff resistance. Meetings
were postponed or cancelled, requested reports were inaccurate or
incomplete, and attempts to meet with subordinates were viewed with
suspicion.

Moreover, the Department Director and the Mayor’s Chief Administrative
Officer asserted to us that the Division Director continued to frustrate their
attempts to obtain information and hold her accountable. Initidly, the refusa
to be held accountable was viewed as reluctance by the Division Director to
accept new leadership. The Mayor’s Office response to our audit further
states, “ Discussions with [the Accountant and Fiscal Manager] seemed to
indicate that they wer e conforming to theinstructions of their supervisor [the
Division Director]. Therewas no ... [indication fromthe Accountant and
Fiscal Manager] that they could not provide the information requested.”
Only later did they recognize the Fisca Manager and the Division Director
lacked the necessary, fiscal and budgetary competence to respond to their
requests.

The Department Director and the Mayor’s Chief Administrative Officer went
on to assert that the Division Director attempted to circumvent the chain of
command, as she had been able to do in the Commission form of

government, but failed. This behavior was gradualy less acceptable to the
Department Director and the Mayor’s Chief Administrative Officer.

The Mayor’s Office response to our audit characterizes these issues in the
followingway: “ Initially [ the Department Director] was met with resistance
in her attempts to have regularly scheduled accountability meetings. Her
[the Department Director] attendance at Fine Arts staff meetings was
guestioned. However, when informed that these would be mandatory, [the
Department Director and Division Director] did have regular meetings.
These meetings focused on event typeissues. Fiscal information was not the
primary objective of the meetings.” Thisis contrary to the characterization
made by the Department Director in her demotion letter of November 7,
2002, to the Division Director in which she stated, “Over the last year |
discussed with you [ the Division Director] on multiple occasions concerns
with fiscal management... Timeand again, | wasinformed that matters upon
which I inquired were being handled according to policy.”

The Mayor’s Office asserts that during the pre-Olympic period, they had a
sense that Fine Arts operations were not being administered as they would
have wished. The Department Director provided us with a copy of an e-
mail, dated September 21, 2001, in which she clarified an information

request she had made of the Division Director: “Hi... [Division Director’s
first name] - | want to clarify my information request from earlier today.

Report: Audit of Fine Arts
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| need:

Year 2000 Budgeted and Actual expenses (by line item)
Year 2000 Budgeted and Actual revenues (by line item)
Year-to-date Budgeted and Actual Expenses and Revenues.
2002 Projected revenues by program.

Thiswill help measl| review the current budget requests for the division.”

Certanly, the Department Director could have been more direct in stating
her mounting frustrations with the Division Director. This e-mail does not
convey the level of frustration that she reports to have experienced.
According to the Department Director, she did not feel comfortable with
placing the Division Director on a documented plan of action.

Once again, noteworthy are the performance ratings for 2001 with respect
tothe Division Director and the Fiscal Manager. Theratingswere 2.60 and
2.50, respectively, on the scale of 1.00 to 3.00. Although down from the
prior period these evaluations were still “ exceeds many expectations”
ratings.

The Department Director did set a number of fiscal-related expectations for
2002 with the Division Director, as part of this evaluation:

Develop afive-year plan and cash+flow andysis using no more
than $2 million of TRCC fund monies.

In concert with the Department Director, identify and pursue new
revenue Sources.

Present monthly revenue reports (by program) to the Department
Director for review and analysis.

These expectations were indicative of senior management’ s inability to
obtain revenue projections and their uncertainty about reporting at Fine Arts
and their efforts to correct those problems. However, they do not appear to
cover dl of the areas of concern that would have addressed the problem
more comprehensively. We note in the Mayor’ s Office response, their
observation that the Division Director’s authorship of the goa to “present
monthly revenue reports’ provided them with alevel of comfort that the
Director was responding to their efforts to establish accountability.

In the Mayor’ s Office response, they further observe that the Division
Director’s evauation of the Division Fiscal Manager “ did not provide the
Department with any indications of competency issues [with the Fiscal
Manager]. At that time, there was a full expectation [that the Division
Director could meet] the specific performance goals...” with full reliance
on the capabilities of the Fiscal Manager.

However, we discovered within the first hour of specific inquiries of the
Fisca Manager into her principle role regarding the reconciliation of the
Fine Arts Depository account, that she had not obtained a functional
understanding of this reconciliation and the related revenue recording

Report: Audit of Fine Arts
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process. In hindsight, the potentia existence of significant Fine Arts fisca
problems would have been readily visible to the senior-level management
of the Community Services Department, anytime during the three years of
the Fiscal Manager’ s employment, had they made similar inquiries of the
Fiscal Manager to test their reported level of discomfort.

In their response to the audit report, the Mayor’ s Office stated that the
events leading up to and surrounding the 2002 Winter Olympic Games“ did
play arolein the timing of when [the Division’s] practices would be
discovered by the Mayor’s review team.” We take this to mean that the
Mayor’s Office opted to defer acting at that time, despite their concerns, and
their expression of confidence that, had they taken action on their concerns
at that time, they would have discovered the problems. Indeed, prior to the
Olympics, the Mayor’s Chief Administrative Officer asserts that he

“ approached the Mayor with these problems as known at that time and a
deter mination had been madethat * after the Olympics' ...[they] were going
to do a more thorough review...” Thismakesclear the affirmative decision
by the Mayor’s Office to delay action until after the Olympics.

It was not until May of 2002, some two months after the Olympics, that,
according to the Mayor’ s Office response, “ plans were being prepared to
move [a member of the Mayor’ s Officefiscal and budgetary team] into the
review process.” By that time* [ The Mayor’ s Chief Administrative Officer
and Chief Fiscal Officer] were specifically concerned with a feeling that the
Division could not provide cash positions and five year projections of
estimated budgets.” Further, they describe an inability by Fine Arts “to
project [required] TRCC Fund transfers ...[as a] particular concern.”
The Division Director’s lengthy convalescence from a serious automobile
accident, which occurred shortly after the conclusion of the Olympic events,
may have contributed to delaying the Mayor’s Office review until early

May 2002. At that time, the member of the Mayor’s Office fiscal and
budgetary team was, in fact, sent on a short familiarization tour of Fine

Arts.

The Department Director and the Mayor’s Chief Administrative Officer
indicated in our interviews that during the time between May and
September 2002 they continued to have doubts regarding fiscal matters at
Fine Arts. However, the passing of the Fiscal Manager’s mother coupled in
time with the Operations Manager’ s unexpected death, may have adso
presented hurdles to the review of fiscal operations by the member of the
Mayor’s Office fiscal and budgetary team. However, events of this nature
would typicaly be resolved in a matter of days and are not credible reasons
for the lengthy delay from May 2002 to September 27, 2002.
Notwithstanding the unresolved doubts and concerns, the evidence is clesr,
and supported by the District Attorney’s Office, that no action was taken
until the Fine Arts Accountant (who had replaced the Assistant Accountant)
made further complaints on September 27, 2002.

Despite the ample warnings and admitted growing concerns regarding the
fiscal problems at Fine Arts from the period of September 2001 through
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September 27, 2002 the Mayor’ s Office failed to act. In the Mayor’s Office
response they state, “ The Department’ s response to the complaints was
sufficient, in our opinion, given the nature of the issues presented it at the
time. Itisdifficult to assesswhether there should have been specific concern
given the actual information received at the time. This and the fact that
subsequent information was provided that indicated they were working
together resolving the issues presented.”

The Mayor’ s Office response goes on to assert that “ subsequent information
provided to the Department Director via email and other interactions with
the personnel led us to believe there was an improving atmosphere in
regards to the personnel/personality issues.” Our audit inquiries could not
validate or confirm such a contention on the part of the Mayor's Office. In
fact, this characterization is counter to the concerns expressed in the whistle-
blower's e-mail of June 7, 2002.

We have difficulty reconciling conflicting characterizations of what the
Mayor’s Office could reasonably have known about fisca problems a Fine
Arts. On one hand, the Mayor’s Chief Adminigtrative Officer claims to have
been* uncomfortable with response received to requests for information, the
manner in which the Division Director and other employees reacted when
information was reguested, and ...the accuracy of the information.” Hedaes
that he “ had approached the Mayor with these problems...and we were
going to do a more thorough review of the division.” He refers, in the
Mayor’s Office response, to “ actual information received at the time,”
without any degree of specificity. He then claims, with regard to personnel
mattersat Fine Arts, that “ there was an improving atmospherein regardsto
the personnel/personality issues.”

We acknowledge that the Mayor’ s Office focus, during this period, was on
personnel/personality issues and accept their judgment that, from their
perspective, there was an apparent improvement in this area. However, the
repested warnings of potential fiscal and budgetary problems were an
entirely separate matter, with respect to which, we conclude, they gave
inadequate attention.

All things considered, in our opinion, the Mayor’ s Office assessment, made
prior to the Olympics, that circumstances at Fine Arts required an internal
review, was an accurate assessment. In light of the continuing warnings that
occurred theregfter, the Mayor’' s Office delay until September 27, 2002, to
undertake such review does not reconcile with their earlier assessment.

On September 25, 2002, the Accountant reported her concerns regarding
accounting procedures at Fine Arts to the County’ s Employee Assistance
Program Coordinator, who brought in the County EEO Manager. They
contacted the Department Director, who directed the Accountant to meet the
next day with the fiscal person that had gone on the earlier familiarization
tour. Asdescribed in the introduction, the Mayor’ s Office commenced their
internal review of fiscal practices at Fine Arts on September 27, 2002, asa
result of the Accountant’s concerns. The Accountant’s complaint was

29



Salt Lake County Auditor

closely followed by the Ticketing Services Manager’s “whistle blower”
letter, dated October 2, 2002, which added an urgency and a better
framework to the Mayor’ s Office investigation, which had aready
commenced.

Finally, the 2002 performance rating of the Division Director, issued on
October 2, 2002, simultaneously with the empl oyee complaints, was 2.65, a
slight increase over the prior year. The Fiscal Manager was not, and has
not been, rated for 2002.

xi. Despite significant warning events, the organization structure
and job requirements of senior-level management at
Community and Support Services (later Community Services)
did not mandate their direct intervention into potential
significant fiscal and budgetary problems at Fine Arts.
Nevertheless, senior management had an assumed duty torespond to
significant war ning events.

The Community and Support Services Department (later the Community
Services Department) had ample opportunity to note a series of warning
events that could have alerted them to the progressive breakdown of fiscal
and budgetary practices at Fine Arts. Among these early warning events
were the following instances previously noted in our report:

During the Fall of 1998, the Fine Arts Accountant submitted a
revenue projection that resulted in a Fine Arts cash balance
overstatement of $2.2 million. This was due to advance ticket sales
from amagjor production being treated as revenue, rather than
credited back to the promoter. The error resulted in amajor year-
end 1999 budget adjustment.

The Department Fiscal Manager expressed serious reservations
about the qudifications of the Divison Fisca Manager hired in
August 1999.

The Auditor’s Accounting and Operations Division discovered a
$1.25 million error in the transfer of revenue from the Fine Arts
Depository Account in May 2000. The error resulted from the
treatment of a contribution, previoudy recorded in the Fine Arts
fund balance, asrevenue. Thiswas somewhat analogous to the
previous $2.2 million error. This error was brought to the attention
of the Department Fiscal Manager and the Division Director.

The Department Fiscal Manager recognized a consistent shortfal in
revenue transfers compared to budgeted projections when
reviewing the five-year cash flow projections with the Division
Director and Fiscal Manager, during the budget preparation for the
2001 and 2002 budgets.

After the change in form of government in 2001, the Department
Director and the Chief Administrative Officer encountered alack of
cooperation from the Division Director in their efforts to establish
accountability.
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The Ticketing Services Manager, by his account, expressed serious
concerns regarding fiscal practices at Fine Arts in September 2001.
These expressions of concern continued throughout 2002, and are at
least partialy documented by an e-mail of June 7, 2002. The
Department Director received a copy of this e-mail and determined
that it did not provide sufficient grounds to take action at that time.
The Department Director’s demotion letter to the Division Director
stated, “ Over the past year | discussed with you [the Division
Director] on multiple occasions concernswith fiscal management.”

We have had difficulty, during the course of our audit, pinpointing
responsibility, beyond that which we have attributed to the Division
Director and Fiscal Manager, for the remarkable breakdown of fiscal and
budgetary functionsin Fine Arts. We have examined the organizational
structure prior to the change in the form of government in 2001, as set forth
in Figure 1 below.

Salt Lake County Center for the Arts Organization Chart
(Under Commission form of Government)

Sat Lake County Commissioner
T

Director of Community and Support
Services

Associate Director of Community
and Support Services

Fisca Manager of Community
and Support Services

Director of the Center for
the Arts (Fine Arts)

Fiscal Manager of the Center for the
Arts (Fine Arts)

Figurel. It would appear from referenceto this structure, alone, that the
individuals occupying senior-level management positions would have had the duty,
responsibility, and authority to act upon the warnings outlined.

It would appear from reference to this structure, aone, that the individuas
occupying these management positions would have had the duty,
responsbility, and authority to have acted upon the overt warnings outlined
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above. The Division Director’s job description clearly charged her with the
full range of management duties, responsibilities and granted commensurate
authority at the division level. However, according to their respective job
descriptions, the oversight duties of other senior-level postions, with

respect to the division, are not as clear.

The responsibility to develop the policies and procedures establishing
management controls in Community and Support Services prior to the
change in form of government was only partially addressed in the
development of the relevant job descriptions. We refer here to the job
descriptions of the key senior-level managers at that time.

Department Director: The Department Director was given the
responsibility of directly supervising all divisions of the department, which
includes the Division of Fine Arts. The Director was further charged with
establishing policies and procedures for operation of the divisionswithin
the Department and directing and evaluating those divisions. Findly, the
Director was responsible for reviewing the utilization of resources,
contracting, planning, budgeting, fiscal management, and service ddlivery
for the division and establishing policies to correct any weaknesses.

Associate Department Director: The Associate Department Director was
charged with directly supervising the Department Fiscal Manager until the
job description was changed on October 14, 1997. Thereafter, the focus
was shifted to duties as Commission Chief of Staff and oversight of services
performed by the Central Administrative Office and Internal Service
Divisons.

Department Fiscal Manager: The Department Fiscal Manager’s

descri ptlon charged him with:
Developing and implementing accounting procedures for the
Department, including its divisons.
Coordinating with Division Directors to establish fiscal priorities,
goals, and objectives and providing technical assistance to
divisions as requested.
Developing and maintaining manual and automated report and
information systemsfor use by division directorsin monitoring their
respective budgets on a month-to-month basis.
Meeting with directors, as needed, to address potential problem
areas when they first appear.

In our interviews with the Associate Director and Department Fiscal
Manager of Community and Support Services, they indicated that they did
not deem themselves to be directly responsible for management of the Fine
Arts Division Director or Fiscal Manager prior to the change in form of
government. Thiswould explain the absence of well-developed and closely
monitored management controls necessary to hold the Division Director and
Divison Fisca Manager accountable for their direct fiscal and budgetary
responsibilities.
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We note that the job descriptions defining the duties and responsibilities of
the senior-level managers, discussed above, are not current and do not
address the duties and responsibilities of the new structure of government.
In the structure of the new form of government as depicted in Figure 2
below, many of the senior-level positions are appointed, non-merit
positions. Thus, job descriptions are only brief, summary descriptions of
their senior-level duties and respongbilities. Indeed, these job descriptions
lack specificity regarding essentia duties and responsibilities and are only
marginaly, at best, helpful in assessing management oversight.

Salt Lake County Center for the Arts Organization Chart
(Under Mayor/Council form of Government)

Sdt Lake County Mayor
|
Chief Administrative Officer ]

Chief Fiscal Officer

Community Services Director

Director of the Center for the Arts
(Fine Arts)

Fiscal Manager of the Center for
the Arts (Fine Arts)

Figure 2. Under the Mayor/ Council form of government, the Department Fiscal
Manager position has been eliminated and the technical fiscal oversight of Fine
Arts, and other divisions, isless clearly defined.

As discussed in Section ix., sSince the change in the form of government, the
Department Fiscal Manager position has been eliminated. Moreover, the
Associate Director position in the reorganized Community Services
Department remained vacant until February 2003. In addition, technical
fiscal oversight of Fine Artsis less clearly defined in the duties and
responsibilities of the County’s Chief Fiscd Officer (formerly the
Department Fiscal Manager). This brief job description, found in the
Career Service Council Disclosure for this position, specifically charges the
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Chief Fisca Officer with supervising the financia and budget sections of
the three Mayor’ s departments.

As previoudly stated, elevating the Department Fiscal Manager to Chief
Fisca Officer, and not filling his vacant Fiscal Manager position at
Community Services, removed him further from a direct Fine Arts oversight
role. This reorganization may have placed further stress on the Department
Director, in her new role, given the broad scope of her duties. The decision
to eliminate the Department Fiscal Manager position a8 Community
Services was part of alarger re-organizational strategy within the Mayor’s
Office, whereby the fiscal manager positions, that were previoudy resident
in the Departments of the Mayor’s portfolio, i.e.,, Human Services, Public
Works, and Community Services, were centralized, and brought into the
Mayor’s Office to work under the direction of the Chief Fiscal Officer and
the Mayor’s Chief Administrative Officer. As aresult of this strategy, three
new fisca employees were brought into the fiscal operations of the Mayor’s
Office. The Mayor’s Office was well into the process of developing this
fiscal and budgetary team that would serve all of the Mayor’ s departments
prior to the commencement of their review of Fine Arts.

In many organizations, the position of Chief Fiscal Officer implies ahigh
level of responsibility and authority in that organization. Certainly, the
implied duties of this position would set the expectation that the exercise of
management control is an integral part of that function. Thus, regardless of
whether specific duties outlined in the referenced job descriptions
comprehensively state the duties of the Chief Fiscal Officer, thereisan
implied expectation that such senior-level position would have ultimate
responsbility and authority for exercising management control.

We recommend that appropriate steps be taken to empower the Chief Fiscal
Officer to carry out these vital oversight duties. In the Mayor’s Office
response they validate this recommendation by pointing out that “it is now
apparent that additional scrutiny of work product was needed at the
Division level and/or Department level.”

During our interviews with the Chief Administrative Officer and the
Department Director, they absolved the Chief Fiscal Officer of
responsibility for the breakdown in fiscal and budgetary oversight at Fine
Arts. In fact, in the Mayor’ s Office response, they assert that the
Department Fiscal Manager failed to act because “he was not supported
with thetype of infrastructure and resour ces he currently hasunder the new
form of government.” Although the Mayor’ s Office has developed a staff to
support the Chief Fiscal Officer, since the change in the form of

government, thisinitiative did not cause him to exercise direct supervision
and oversight of Fine Arts fiscal matters prior to the commencement of the
Mayor’s Office review of these matters.

In fairness, we recognize the argument of the Mayor’s Office that they were
planning to act and, in that vein, continued to apply pressure, which may
have resulted in the staff coming forward to disclose fiscal and budgetary
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problems. In the Mayor’s Office response to our audit, they pointed out that
“increased efforts at accountability were initiated and requests for
information intensified.” They argue that the discovery of the Fine Arts
fiscal problems was inevitable once this process began. They state their
belief “ that demand for accountability ultimately resulted in the initiative
that brought us to the point where the County istoday.” Anoptiontothis
application of pressure, over time, would have been to act immediately on
senior management’ sinitial concerns.

This “accountability” initiative may have had the goa of continued
divison-level autonomy with minima senior-level oversight, asin the
Commission form of government. However, continuing this degree of
autonomy had a potential downside, whichthe Fine Arts Divison
unfortunately suffered, as evidenced by the further breakdown of
management controls.

In the absence of clear direction from job descriptions, we relied on the
reasonable expectation that senior-level management should be aert and
react to warnings that problems are occurring, even though they do not have
direct management responsibility. The United States General Accounting
Office' s Government Auditing Standards provide guidance with respect to
the exercise of management control in a government setting. Sections 6.40
and 6.41 of these standards state:

“Management isresponsiblefor establishing effective management
controls. The lack of administrative continuity in government units
because of continuing changesin elected legislative bodiesandin
administrative organizations increases the need for effective
management controls.

Management controls, in the broadest sense, include the plan of
organization, methods, and procedur es adopted by management to
ensure that its goals are met. Management controls include the
processes for planning, organizing, directing, and controlling
program operations. They include the systems for measuring,
reporting, and monitoring program performance.”

One of the classifications of management controlsis vaidity and reliability
of data. The GAO standards go on to state:

“ Controlsover thevalidity and reliability of data includepolicies
and procedures that management hasimplemented to reasonably
ensure that valid and reliable data are obtained, maintained, and
fairly disclosed in reports. These controls hel p assure management
that it is getting valid and reliable infor mation about whether
programs are operating properly.”

Another classification of management controls is safeguarding of resources.
Here the GAO standards provide that:
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“ Controlsover the safeguarding of resourcesinclude policiesand
procedures that management has implemented to reasonably
ensure that resources are safeguarded against waste, loss, and
misuse.”

Our observation is that the exercise of management control outlined above
was found lacking on the part of senior-level management in the
Community and Support Services Department, prior to the change in form
of government, and in the Community Services Department since that time.
This may have been the result of a management structure that did not
require the exercise of management control as contemplated in the GAO
standards. Nonetheless, the unintended consequence of the failure to
exercise these management controls was the significant further breakdown
in fiscal and budgetary practicesin Fine Arts.

Many explanations are cited in our report and the Mayor’ s Office response,
for the focus of senior-level management’ s attention on other higher priority
matters, i.e. the Olympics and bonding for rapidly expanding construction
projects. Sat Lake County is acomplex and dynamic organization. One
cannot expect to find, at any given time, a comprehensive collection of
senior-leve duties and respongbilities that covers all contingencies.

Job descriptions are the individual tiles that create a management oversight
mosaic. Under the demands of change, these tiles may not fit snuggly at any
given moment. Nevertheless, even though senior management may not be
directly charged with yelling “fire,” they have an implied professional duty
to do so for the public benefit, if the circumstances warrant.

V. Findings and Recommendations

Findings and Recommendations are divided into 12 sections. The

Settlement Account Checking Account, Patron Coat Check Services, Patron
Services Checking Account for Deposit of Tips from Patrons, The County
Fine Art Collection Checking Account, Ticket Office Refunds, Petty Cash
Account, Purchasing, Accounting Processes/ Accounts Receivable/
Revenue Recognition, Issuance of Certain Complimentary Tickets, Fixed
and Controlled Assets, Compliance with Fair Labor Standards Act Rules,
and Continuing Audit Work at Fine Arts.

1.0  Settlement Account Checking Account

Fine Arts uses an Event Settlement checking account (Settlement account)
to facilitate remittance of event proceeds to tenant organizations, like Ballet
West, to promoters of other shows, like Phantom of the Opera, and for
expenditures made on behalf of event promoters, such as for stage hands
and piano tuners. These “outside” expenditures are offset against event
proceeds from ticket sales, in the final event settlement to that promoter.
Purchases made through the Settlement account are not subject to the
routine outside review that occurs, for example, before reimbursement of
petty cash and imprest checking accounts, or through the County purchasing
process. The greater flexibility alowed by the Settlement account was felt
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necessary due to the unique nature of Fine Arts operations. A similar
arrangement isin place for operation of Salt Palace event settlements. We
reviewed al the checks drawn on the Settlement account from January to
October 2002, and reviewed checks written during the last month of each
quarter for 2000 and 2001. We found the following:

L arge-dollar-amount event settlement checks, made payableto
Fine Arts employees or to “cash,” were used to make advance
cash paymentsto entertainersor their event promoters, without
adequate controlsin place.

Several checks were drawn on the Settlement account for
expendituresnot related to an event or not recouped through a
reduction of a promoter’s settlement amount.

An Event Settlement Statement was altered to make it appear
that the County had been reimbursed for purchases of food,
when no such reimbur sement had been made.

The Settlement account was used to restore the Ticket Office
safeto its authorized fund balance.

Salt Lake County employees received compensation through
checks drawn on the Settlement account.

The Settlement account was used to reimbur se petty cash.

A settlement check wasissued without any approving signatures.
Another was not filled in completely, and was missing the
numeric portion of the amount. Checks are occasionally used
out of sequence.

1.1 Large-dollar-amount event settlement checks, made
payable to Fine Arts employees or to “cash,” were used to
make advance cash payments to entertainers or their event
promoters, without adequate controls in place.

As previoudly stated, the Settlement account is to be used exclusively for
the settlement of specific events where a promoter contracts with Fine Arts
for the use of Fine Arts facilities, ticketing services, equipment rental, and
related services. Early in our audit work, we discovered an instance where
the Settlement account was used to partialy settle an event with aforeign
ballet company and its promoter, during June 2002. We found that, to

satisfy the promoter’ s request to be paid a cash advance of $25,000 as a
partial settlement, the following actions were taken by Fine Arts employees.
The Division Director ingtructed that a check in the amount of $25,000,
drawn on the Settlement account, be made payable in the name of aFine
Arts employee, in this case one of the Event Managers. The Event Manager
was aso instructed to: 1) obtain a protective escort, 2) carry the check to a
nearby bank, 3) present the check for payment, and 4) bring the $25,000, in
cash, back to Capitol Theatre for payment to the promoter.
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The Event Manager was unsuccessful in arranging an escort from County
Protective Services, so accompanied by the Stage Manager at Capitol
Thesetre she carried out the Division Director’ s instructions. The Event
Manager, accompanied by the Stage Manager, obtained the $25,000 from
the bank, placed the bank bag containing the monies in a shopping bag to
make their portage less obvious to passers-by, and returned to Capitol
Theatre without incident. The Event Manager temporarily secured the
money in the ARtTiX safe, by her account, and then sometime later had the
other Event Manager witness the counting out of the advance to the
promoter. The promoter acknowledged receipt of the advance in awritten
document, apparently signed by the promoter and the Event Managers,
dated June 21, 2002. Our attempts to contact the promoter by telephone, to
independently verify his receipt of the $25,000 were unsuccessful. The
telephone for the promoting company had been disconnected.

When the Division Director was interviewed regarding this transaction, she
asserted that the demand for large cash advances by performers/ promoters
was commonly made by touring companies and performing artists. The
cash was necessary to pay for per diem expenses, catering at the event, and
services of road workers. However, the Divison Director did not
acknowledge any reasons why the transaction with the promoter, using Fine
Arts employees as intermediary (including making a large check payable to
the employee), and having large sums of cash transported without an
armored vehicle or armed escort, presented any financial or security risk.

To further the discussion, the Division Director produced documents
showing that an advance of $2,000, made payable to “cash,” had been
recorded on the settlement statement of a country-music singer, based on
the same type of request by that performer in November 1999. The Division
Director did not understand the significant financia risk of making a
Settlement account check payable to “cash.” Moreover, the Division
Director provided us with copies of a settlement with a national media
company on behalf of awell-known actor and singer. In this settlement the
cash advance was $20,000, and the Settlement account check to provide the
cash was made jointly payable to two employees of Fine Arts, the
Accountant and the Fiscal Manager.

We could not discover any separate document acknowledging receipt of the
$20,000 cash by the national media company, other than a notation at the
bottom of the Event Settlement Statement stating: “ $20,000 cash payment
given to...[the promoter].” However, the notation appeared to be initialed
by someone other than the promoter. The promoter was contacted by
telephone at his office. He recalled the transaction and verified the receipt
of the $20,000 cash payment. We have not visited his office to review his
documentation.

When the Fiscal Manager was interviewed regarding these transactions, she
likewise could not suggest any financia or security risks inherent in such a
procedure. She was aso asked whether she had considered the federal tax
implications of Settlement account payments, in significant amounts, to
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third parties, i.e., the IRS requirements for issuance of Form 1099 for
payments for services in amounts exceeding $600 to an individud. (An IRS
audit could result in inquiries into checks issued for $20,000 to $25,000 and
payable to individuas, particularly Fine Arts employees). The Fisca
Manager was not familiar with the IRS regulations governing the issuance
of aForm 1099. When questioned about the feasibility, in the future, of
issuing a“cashier’s check” payable to the promoter to meet their cash
needs, essentially guaranteeing the funds to cash the check, the Fiscal
Manager seemed to be unfamiliar with the concept of “guaranteed funds’
and the use of cashier checks.

Fine Arts has no policy and procedure in place with respect to making large
cash payments to performers/promoters of events. The Division Director
asserted that advancing cash to promoters is a common practice in the
industry, especialy in the case of touring musical groups and some
Broadway-type productions. At the Division Director’s suggestion, an Event
Manager from the Delta Center was contacted about the Delta Center’s
established procedure for making cash advances to performers/promoters.
He confirmed that the Delta Center does advance cash to touring groups in
amounts ranging from $5,000 to $25,000 to cover their “road” expenses.
Outlined below is the procedure followed by the Delta Center:

1. Requestsfor lump-sum payments of cash are stipulated by the
performer/promoter in advance and, in most cases, are part of the
event contract.

a. Contract specifies the total amount of the cash advance and
the exact denomination of bills needed.

b. Contract also stipulates that the performers must be on stage
(or a aminimum in the building), ready and capable of
performing on the night the cash payment is made.

2. The procedure below outlines how the cash is to be obtained:

a. Ticket Officeis notified well in advance of the cash
requirement set forth in the contract.

b. Armored car escort is arranged to transport cash from the
bank. Funds are never in the custody of an employee.

c. Bank personnel are notified in advance of the amount and
denominations of hills in the request.

d. The check is made payableto “cash,” but the name of the
performing group, settlement statement reference, the
purpose of the advance, denomination of bills, etc., is set
forth in the description section of the two-part check.
Checks are never made payable to an employee. The Delta
Center does not use cashiers checks due to the difficulty of
cashing on weekends.

e. Ticket Officetakes delivery of the cash, performs a count,
and secures the cash in the Ticket Office vault.

f. Disbursement of cash is documented in writing, signed, and
dated, with the purpose of the disbursement acknowledged
by a member of the performing group or the promoter.
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The failure by Fine Arts to adopt a new written policy and procedure, and a
continuation of past practices would perpetuate some significant financia
and human risks. Among these are the following:

1. Issuing checks of substantia sums, payable to Fine Arts
employees, and placing the check in their possession and
custodianship for any period of time puts the employee in
sgnificant risk of misusing the funds or perpetrating a fraud or
embezzlement.

2. Having an employee take custody of and transport cash from
the bank, regardiess of the protection and security provided,
places the employee in the position of conflict and undue
persond risk.

3. Payments to employees, whether real or perceived, outside the
County payroll or expense reimbursement policies and
proceduresis a violation of Countywide policy, and, absent any
explanation, have the appearance of impropriety and could
subject the employee to possible questioning under examination
by taxing authorities.

12 ACTION TAKEN:

1.2.1 FineArtshasdiscontinued the practice of making checks drawn
on the Settlement account payable to County employees.

1.3 RECOMMENDATIONS:
We recommend that:

1.3.1 FineArtsdevelop awritten policy and procedure applicable when
substantial amounts of cash are paid to touring performers/promoters, in
accordance with industry and peer “ best practices,” and incorporating the
procedures outlined above at a minimum.

1.3.2 TheFineArtsFiscal Manager receive training and take initiative
to understand the Internal Revenue Code, and related Treasury
regulations, with respect to the circumstances under which a Form 1099-
MISC. -Report of Miscellaneous I ncome, must be reported with respect to
independently contracted personal servicesrelating to an event. (This
matter is discussed further in Section 1.10).

1.4 Several checks were drawn on the Settlement account for
expenditures not related to an event or not recouped
through areduction of a promoter’s settlement amount.

Salt Lake County Center for the Arts (Fine Arts) Policies and Procedures
govern management of the Settlement account. Under Section 4.1.4 it states,
“Fine Arts will process and pay payments for events and payments
associated with events (such as taxes, |ATSE [stage labor], piano tuners,

Report: Audit of Fine Arts

40



Salt Lake County Auditor

Purchases made outside
of the use stated in the
policy establish an
environment wherein
inappropriate purchases
could be made.

Report: Audit of Fine Arts

etc.) using the Fine Arts [ Settlement] Checking Account.” However, we
found several checks drawn on the account, signed by the Division Director,
for expenditures not related to any one event or not recouped through
reduction of a promoter’ s settlement amount.

- A check dated June 5, 2001 in the amount of $283.50 was drawn
on the settlement checking account for food used during a press
conference promoting an event.

On November 30, 2001 a check in the amount of $261.71 was
issued, made payable to a copy center for ARtTiX Brochures.
On December 19, 2001 a check was drawn in the amount of
$150 for parking vaidations. Other parking validations,
purchased around the same time, were obtained through the
normal purchasing process.

On April 2, 2002, the Patron Services Manager’s cell phone bill
for February 2002, in the amount of $380.84, was paid for using
Settlement account funds.

A check dated April 30, 2002 in the amount of $479.84 was
drawn on the settlement checking account to reimburse a Fine
Arts employee for a purchase of signs advertising the Rose
Wagner opening. (Receipts attached to this check were broken
down into amounts less than $200, which may reflect an initial
intent to use petty cash. Petty cash is discussed in Section 6.0).
On June 19, 2002 a check was drawn on the Settlement checking
account in the amount of $205 for a seminar on venue security.
On August 17, 2002 a check was drawn for $500 for a seminar
on “Technology Briefings for Today’s Executives.” The check
was made payable to ARtTiX and was reportedly used to
purchase show tickets. These tickets were then exchanged for
admission to the technology seminar, which was attended by
members of Fine Arts Information Services staff.

The Divison Director has indicated that the parking permit and cell phone
bill expenditures were made in connection with the 2002 Winter Olympics,
and were billed to SLOC. Copies of invoices submitted to SLOC, however,
contain insufficient detail to confirm whether these expenditures were
included.

Amounts not charged to a specific event settlement result in an inappropriate
reduction of Fine Arts revenue, due to an expense being charged under the
generic title of an “administrative, outside expenditure.” Because the
expenditures detailed above were not processed through County purchasing,
they were never entered against the appropriate line item in the Fine Arts
budget. In addition, purchases made outside of the use stated in the policy
establish an environment wherein inappropriate purchases could be made.
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1.5 RECOMMENDATIONS:
We recommend that:

1.5.1 All purchases made from the Settlement account be restricted to
those made on behalf of a promoter—not those relating to the general
operation of Fine Arts.

15.2 All Settlement account expenditures be reviewed for
appropriateness by an independent supervisor, in the process of being the
co-signatory on Settlement account checks.

1.6 An Event Settlement Statement was altered to make it
appear that the County had been reimbursed for purchases
of food, when no such reimbursement had been made.

A series of checks signed by the Division Director, totaling $760, were
written from the Settlement account to reimburse Fine Arts employees for
purchases of food at a grocery store, alocal market and deli, and a
wholesaler in June 2002. Each check contains a notation stating its use for
the foreign ballet company. A settlement check was issued to theforeign
ballet company on June 22, 2002. The settlement statement backing up the
check, on file with Fine Arts accounting, is aso dated June 22, 2002 and is
signed by both the promoter and the Event Manager. This copy of the
settlement statement does not include any charges for the food purchased;
meaning the County absorbed the cost of the food.

However, a second version of the settlement statement was found in the
Event Manager’ s file for the foreign ballet company. This statement is dated
June 26™, four days after the first settlement, and is signed by the Event
Manager only. The fina amount remitted to the ballet is unchanged,

however the statement does include a charge for $760 in “catering” which is
directly offset by reductionsin severa other expense categories, such as
“follow spots, piano rental and cleaning.” In any case, Fine Arts revenue
was inappropriately reduced by $760.

1.7 RECOMMENDATIONS:
We recommend that:

1.7.1 FineArtspursuetechnology and separation of duty measuresthat
will prevent one individual from having the ability to alter settlement
amounts and from being the sole decision-maker regarding charges to
promoters.

1.7.2 Representatives of the Auditor’s Office, the Mayor’s Office, and
Fine Arts meet to identify and reach agreement on the specific content of
the event settlement process, with a goal of ensuring that full-cost recovery
of charges for non-tenant shows is consistently achieved.

Report: Audit of Fine Arts
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1.8 The Settlement account was used to restore the Ticket
Office safe to its authorized fund balance.

In August 2000, a check in the amount of $1,100, issued to “cash,” and
signed by the Division Director, was drawn on Settlement account funds. A
copy of aletter, written by the Ticketing Services Manager and addressed to
the Division Director, gating its use “to replenish the box office [ Ticket
Office] cashinthe Capitol Theatre for replacement of cash refundsfor the
following shows, Beauty and the Beast and Showboat” was attached as
documentation. A second check was issued in October of that year, aso to
cash, in the amount of $1,357.69—aong with asimilar letter explaining its
use to replenish cash used to issue ticket refunds.

We questioned the Fiscal Manager regarding these checks. She indicated
that the Ticketing Services Manager had approached her indicating that the
Ticket Office safe was short due to ticket refunds. The Fiscal Manager
indicated that she consulted with representatives of the Treasurer’s Office
regarding proper procedure to restore the fund balances to the authorized
level. She was reportedly told that any funds issued would represent an
increase in imprest fund balances—meaning Fine Arts would still be short.
Fine Arts management then decided to restore the safe funds by cashing a
check drawn on the Settlement account, documented by an explanatory |etter
signed by the Ticketing Services Manager.

The Treasurer’ s Office could not recall the conversation referenced by the
Fisca Manager, but indicated they consistently refer inquiries to the
applicable countywide policies. In thisinstance, Countywide Policy #1203
“Petty Cash and Other Imprest Funds’ details what would have been the
proper procedure and in Section 3.9 states, “ Any unaccounted-for funds
(shortages) shall be investigated immediately. The custodian, after
appropriate investigation, may be required to personally replenish the
shortage, depending on the circumstances. If the shortage appearstorelate
to atheft, it shall bereported in accordance with Countywide Policy #1304 -
Discovery and Reporting of Thefts. Any shortages not resolved immediately
shall be explained in a letter to the Mayor. The Auditor will reimburse
regueststo replenish accountsresulting from shortagesif authorized by the
Mayor through this procedure.”

We also contacted the Ticketing Services Manager regarding possible
documentation of the refunds referenced. The Ticket Office was able to
produce refund forms for the cancelled show “ Show Boat” which totaed in
excess of $135,000. Due to the time-consuming nature of reconstructing
such alarge volume of transactions, spread over severa years, we were not
able to determine if refunds issued, in aggregate, matched the total of the
back-up provided. No single bundle or batch of refunds, however, matched
the two checks in question. Ticket Office refund procedures are discussed in
detail in Section 5.0.

Report: Audit of Fine Arts
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account checks, totaling
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out to various Sheriff’'s
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no payroll taxes
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did not count towards
calculations of overtime.

Salt Lake County Auditor

1.9 RECOMMENDATIONS:

We recommend that:

1.9.1 FineArtsonly use the settlement checking account for its
intended purposes—not to replenish or restore imprest fund balances.

1.9.2 Any shortagesin fund balances be investigated and handled in
accordancewith Countywide Policy #1203, “ Petty Cash and Other | mprest
Funds.”

1.10 Salt Lake County employees received compensation
through checks drawn on the Settlement account.

The Sheriff’ s Protective Services Division handles routine security at County
facilities, including Fine Arts. Normdly, if an event requires additional
protective services officers, Protective Services arranges the extra coverage,
the officers are paid through County payroll and Protective Services
internally bills Fine Arts for the hours worked. This practice is in accordance
with Salt Lake County Personnel Policies and Procedures #5420, “ Overtime
and Compensatory Time,” which states in Section 2.6, “ Where an employee
in a singlework-week wor ks at two or mor e different types of work. . .both
(all) agencies . . . shall be considered jointly for purposes of calculating
overtime.” The policy goes on, in Section 6.4 to read, “ Hours worked by
empl oyees outside of a primary employer'sregular payroll unit shall be paid
for such hoursfromtheir regular payroll unit. Theregular payroll unit will
make a journal voucher for reimbursement fromthe payroll unit for which
hours were actually worked.”

During the course of our review, however, we found a series of Settlement
account checks, signed by the Division Director, totaling over $4,500,

written out to various Sheriff’ s deputies for security performed at Fine Arts
events. The maority of the checks were dated November 2001 and January
2002. Deputies were paid aflat rate of $25 to $30 per hour. The amount paid
to the deputies was withheld from ticket proceeds during the fina settlement
for that promoter. In response to our inquiry about the purpose of these
payments, the Lieutenant in charge of Protective Services indicated that the
events in question had specia security risks best handled by sworn deputies,
instead of protective services officers. Because of this unique request,
deputies were contacted and arranged for through the Sheriff’ s Office
secondary employment program, instead of through regular scheduling.

Because Fine Arts paid the deputies through a check drawn on the Settlement
account, payroll taxes were not withheld and hours worked did not count
towards calculation of overtime. Such direct payments are only acceptable
when made to an independent contractor. It is doubtful that these deputies
would qualify under IRS regulations as independent contractors while
working Fine Arts events. For instance, the United States General
Accounting Office (GAO) advised the State of Arizona, in “Technical

Bulletin No. 99-6,” that “ When hiring a current (off-duty) employee of
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another State agency (the employee’s primary agency) to perform duties
substantially the same as his/her position at the primary agency, the
individual is not considered an independent contractor for the secondary
agency but a dual employee of the Sate. . .Thiswill ensurethat all Federal
and State payroll taxes, unemployment insurance, applicable overtime,
workers' compensation fees, etc., are properly paid.”

In addition, had the deputies qualified as independent contractors, at least
two did not receive the required IRS Form 1099-Miscellaneous Income. The
IRS requires entities that pay one individual, as an independent contractor,
more than $600 per year to file a Form 1099 for that individua. At least two
of the Sheriff’s deputies were paid in excess of $600 for their security work.
These individuas would aready have a Wage and Earnings Statement (Form
W-2) filed on their behalf by the County for their routine Sheriff’ s work.
However, since the extra security work was paid for using a check drawn on
the Settlement account, it would not appear on their W-2s.

Similar to the Sheriff’s deputies, a Fine Arts Stage Manager was aso paid

for stage labor, during October 2001, using a check drawn on the Settlement
account. We contacted Salt Lake County’s Personnel Office regarding these
practices. While they did not review the documentation in detail, they

agreed that such practices were questionable. We aso contacted County
Contracts and Procurement to determine if a contract was in place under
which these deputies could be paid as independent contractors. No such
contract was found.

1.11 RECOMMENDATIONS:
We recommend that:

1.11.1 Fine Artsconsult with, and obtain the specific approval of, Salt
Lake County personnel prior to paying County employees, such as
Sheriff’s deputies, outside of the County payroll system.

1.11.2 All payments to independent contractors at Fine Arts, exceeding
$600, be documented in accordance with | RS regulations.

1.12 The Settlement account was used to reimburse petty cash.

A check in the amount of $57.91 was drawn on the settlement checking
account, written out to the Petty Cash Custodian, on September 25, 2001. A
notation on the check indicated it was drawn to reimburse petty cash for
“drill repair work” paid for out of that fund. In a separate instance, a check
was issued to the Petty Cash Custodian, in the amount of $100.00, on
November 9, 2001. The notation on the check indicated its use was to
reimburse petty cash for a cash advance Fine Arts had issued to an event
promoter. As has been outlined previoudly, obligations to event promoters
are supposed to be settled directly through the Settlement account.

Report: Audit of Fine Arts
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A check in the amount of
$58,774 was issued
without any approving
signatures.

Report: Audit of Fine Arts

Countywide Policy #1203 details the proper procedure for reimbursing petty
cash expenditures. Section 3.7 reads “ The reimbursement request shall be
submitted to the Accounting & Operations Division of the Auditor's Officein
accordance with existing proceduresto process direct payments (where no
purchase order is processed).”

1.13 RECOMMENDATION:
We recommend that:

1.13.1 Reimbursement of Fine Arts petty cash purchases be restricted to
requests to the Accounting and Operations Division of the Auditor’s
Office.

1.14 A settlement check was issued without any approving
signatures. Another was not filled in completely, and was
missing the numeric portion of the amount. Checks are
occasionally used out of sequence.

A check dated October 23, 2002, in the amount of $58,774, was issued
without any approving signatures. A note on the documentation for that
check indicated that the bank had called prior to accepting the check due to
the omission. A second check, dated July 7, 2000, in the amount of
$24,423.51, was missing both a date and the numeric portion of the amount,
presenting a significant opportunity for athird party to fraudulently ater the
intended payment amount.

Although a comparatively minor finding, during the course of our review we
also noted some checks that were used out of sequence. It isimportant, in
order to protect againgt fraud, that checks be filled in completely, properly
authorized and used in sequentia order to ensure that none are missing.

1.15 RECOMMENDATION:

We recommend that:

1.15.1 All settlement checksbefilled in completely and used in sequential
order.

2.0 Patron Coat Check Services

We examined deposits to the Fine Arts Depository account (Depository
account) prepared by the Accountant for the period of March 2000 through
October 2002, reviewing just over 100 deposits. These deposits are
comprised of avariety of sources. Fine Arts charges tenants and promoters
for rent of Fine Arts facilities, outside expenditures incurred on their behalf
and other miscellaneous items, such as any facility damage that may occur
during a specific event. While such items are normally withheld from ticket
proceeds, under some circumstances, such as non-ticketed events, Fine Arts
must bill the amount due. The Accountant deposits payments received by
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Employees at Fine Arts
were able to evade
County oversight and
internal controls over
purchases of meals and
other items by shorting
deposits.

Report: Audit of Fine Arts

mail into the Depository account, as well as proceeds from merchandise sales
and cash collected from vending machines.

In addition, Fine Arts ushers provide a coat check service, charging $1.00

per item checked—with the exception of wheelchairs, walkers and strollers
which are checked at no charge. Coat check fees are secured in safes at each
location, collected by Patron Services and delivered to the Accountant for
deposit into the Depository account.  Our magjor findings in the area of
deposits relate to the collection of these coat check fees.

Pur chases were made from cash receipts prior to deposit.
Deposits of coat check fees were not made on a timely basis.
Controlsover coat check fee collections wer e ineffective.

Coat check change funds wer e created using money withheld
from coat check revenue, as well as a check drawn on the
Settlement account.

2.1 Purchases were made from cash receipts prior to deposit.

We found that revenue from coat check fees was sometimes used to purchase
food and other items, instead of being delivered for deposit. Countywide
Policy #1062, Section 4.1.1 states, “ Cash disbursements such as refunds,
payments, reimbursements, etc. will not be made from agency revenue
recei pts. Disbursements may be accomplished only in accordance with the
authorized use of imprest funds, imprest checking accounts or the general
warrant process.” We noted the following purchases:

A coat check deposit in February 2001 was shorted $19 for the
purchase of pizza.

A deposit in April 2001 was short $56. An attached food services
invoice for éclairs and punch contains a note indicating its use for a
“going away party.” The Division Director signed the attached coat
check log.

Coallections totaling $38, from the period of May 3, 2001 to
September 22, 2001, were never deposited and were instead used to
purchase food.

In May 2002, a deposit was shorted $303 for a series of purchases,
documented by receipts dated from March 15 to May 6, 2002.
Purchases consisted of two cash awards to individuals in the amount
of $50 and $40, a “ shirt and zipper tote bag,” “pizza and utensils,”
and “lunch for two at alocal restaurant.”

Employees at Fine Arts were effectively able to evade County oversight and
internal controls over purchases of meals and other items by shorting
deposits of coat check fees collected. For example, countywide policy
requires that purchases made using petty cash are reviewed and signed by an
independent party, items acquired using the County’ s purchasing system
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undergo several layers of oversight and require the signature of an
independent party. In contrast, there appears to have been little review and
no approval process for the items purchased from these receipts prior to

deposit.
2.2 RECOMMENDATION:

We recommend that:

2.2.1 All purchases be made in accordance with countywide policy and
procedure, using purchasing, petty cash or imprest checking funds, as
such procedures dictate.

2.3 Deposits of coat check fees were not made on atimely
basis.

During the period examined, coat check fee deposits were documented by
logs on which ushers recorded the amount of fees and tips collected. In
examining the logs attached to deposits for the year 2001, it was noted that
funds were often collected from patrons two weeks to one month prior to
being deposited. The most extreme example was a deposit dated November
28, 2001, which was documented by a series of logs beginning on September
14" of that year—indicating a two-month gap between initia collection and
deposit. Countywide Policy #1062 in Section 3.7.2 states " As required by
Section 51-4-2, Utah Code Annotated, all public funds shall be deposited
daily whenever practicable but not later than three days after receipt.”

2.4 RECOMMENDATION:
We recommend that:

2.4.1 All coat check fees collected be deposited on atimely basis, no later
than three days after receipt.

2.5 Controls over coat check fee collections were ineffective.

Ushers use pre-numbered tickets to track items checked by patrons.
However, because the same tickets are issued for items checked free of
charge (such as wheel chairs), the number of tickets issued could not be used
to verify the amount of fees reported by an usher. Use of different colored
tags, with a different sequence for items checked free of charge would help
overcome this control weakness.

One other control weakness we noted has recently been resolved. Ina
typical cash-receipting environment, computer or register reports can be used
to verify that all cashiers remit funds collected for deposit. Under the coat
check system there was no method for the Accountant or other supervisory
personnel to ensure that coat check fees for each event and each usher were
ever turned in for deposit. Recently however, instead of filling in alog of
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collections, ushers use pre-numbered collection envelopes. The Accountant
isthen able to verify that al envelopes distributed are returned or voided.

2.6 ACTION TAKEN:

2.6.1 New controls have been implemented over the collection of coat
check fees, including pre-numbered collection envelopes.

2.7 RECOMMENDATION:
We recommend that:

2.7.1 FineArtsbegin using ticket sequencesto verify the amount of coat
check fees reported by ushers and that different colored tags with a
different number sequence be used for items checked free of charge.

2.8 Coat check change funds were created using money
withheld from coat check revenue, as well as a check drawn
on the Settlement account.

In order to give patrons change for the coat check services described
previoudy, change funds, in the amount of $25 each, were established for
Rose Wagner and Abravanel Hall. Capitol Theatre's coat check change fund
was initidly established in the amount of $75, which was later reduced to
$25. These funds were established without the knowledge or assistance of
the Treasurer’s or Auditor’s Office, and without notice to, and approvd of,
the Community Services Department or Mayor’s Office. While the source of
the total amount is not known, we did note a deposit from April 2001 from
which $25 was withheld for use as a change fund. In December 2001, a
check in the amount of $25 was drawn on the Settlement account to
reimburse petty cash, which had been used to establish the imprest fund.

Countywide Policy #1203, Section 2.1 states, “ The requesting organization
shall complete an MPF form 2, Request for Change or Establishment of
Petty Cash or Other Imprest Fund. . . It shall be forwarded to the Accounting
and Operations Division of the Auditor's Office. After areview for propriety
and internal controls, the Auditor will make a recommendation to the Mayor
regarding implementation.”

2.9 RECOMMENDATIONS:
We recommend that:

2.9.1 All imprest-type funds, such as change funds, be established in
accordance with countywide policy, through a request to the Accounting
and Operations Division of the Auditor’s Office.

2.9.2 Therelevant paperwork be submitted so that the current coat check
change funds can be added to the Auditor’ s Officelist of changefundsand
custodians.

Report: Audit of Fine Arts
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In November 2000, a
joint checking account
under the names of the
Accountant and the
Patron Services Manager
was opened using thetip
monies that had
accumul ated.
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3.0 Patron Services Checking Account for Deposit of Tips
from Patrons

In addition to collecting a $1.00 coat check fee, ushers were often given a
gratuity or tip of $1.00 or $2.00 dollars. The Patron Services Manager
indicated that coat check fees were considered County funds, but tips
collected were to be used to compensate and provide incentives to
volunteers. Our findings in the area of tip receipts follow:

FineArtscircumvented County proceduresto establish a Patron
Ser vices checking account without the knowledge or approval of
the Treasurer’sor Auditor’s Offices.

Employee incentive awar ds wer e not made through County
payroll, in accordance with County policy and applicable federal
income tax law.

Approximately $1,900 wor th of mealswer e purchased using the
Patron Services checking account without a properly approved
Meal Reimbursement Form.

Per sonal fundswer e commingled with Patron Services checking
account funds and petty cash was used to reimburse the Patron
Services checking account.

Pur chasesand deposits made using the Patr on Serviceschecking
account wer e poor ly documented and not subject to supervisory
review.

3.1 Fine Arts circumvented County procedures to establish a
Patron Services checking account without the knowledge or
approval of the Treasurer’s or Auditor’s Offices.

Tips received by Fine Arts ushers were originaly retained by the ushers.
According to the Patron Services Manager, this created competition among
the ushers to operate the coat check for certain high-profile events.
Consequently, in approximately mid-year 2000, Fine Arts began retaining
tips in addition to the normal coat check fees. Initidly, tips were secured in
safes at each location and reportedly used to purchase food and otherwise
reward ushers and volunteers. The amount purchased or collected during
this time period is not known and would be difficult to ascertain due to the
lack of record keeping.

In November 2000, ajoint checking account under the names of the
Accountant and the Patron Services Manager was opened using the tip
monies that had accumulated. The Patron Services Manager indicated that
the account was set up at the Division Director’ s direction, and thisis
confirmed in the Mayor’ s Office response. During our interviews with the
Division Director, we did not question her on her involvement in the
establishment of the account. While the account was established under two
names, only one signature was required.
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At least $590 in
volunteer and employee
awards was disbursed in
cash or cash equivalents,
such as American
Express gift certificates.

County policy dictates that al depository accounts be established through the
Treasurers Office. Countywide Policy #1062, Section 3.7.1 states, “ The
Treasurer will establish all depository accountsfor use by county agencies,
and arrange for such account maintenance services and cash management
services asthe Treasurer and the agency deemappropriate.” Becausethe
account had been established outside of normal procedures, the Auditor and
Treasurer’ s Office did not become aware of its existence until a few months
into our audit. Moreover, neither the Community Services Department nor
the Mayor’ s Office was given notice of the establishment of the account.

It could be argued that the tip funds are not County funds, belonging instead
to the ushers. The money comprising this account, however, clearly meets
the definition of public funds, as set forth in County Ordinance Section
3.64.020 whichreads: “ Publicfunds and ‘ public monies’ means money and
other funds and accounts, regar dl ess of the sour ce fromwhich these funds
and accounts are derived, which are owned, held or administered by the
county, its employees, or any of its offices, boards, commissions,
departments, divisions, agencies or other similar instrumentalities.”

[ Emphasis added)]

3.2 ACTIONSTAKEN:

3.2.1 Asof January 2003, the Patron Services checking account was
closed.

3.2.2 Itisnow against Fine Arts policy to accept tips from patrons.

3.3 Employee incentive awards were not made through County
payroll, in accordance with County policy and applicable
federal income tax law.

Fine Arts ushers, who work events held at Capitol Theatre, Rose Wagner and
Abravand Hall, are typicaly composed of one-half volunteers and one-half
paid employees with temporary status. The County encourages the use of
volunteersin order to save taxpayer money. Fine Arts seeks to motivate and
reward both paid and volunteer ushers through employee recognition awards
and celebrations.

Over the period of December 2000 to December 2002, at least $590 in
volunteer and employee awards was disbursed in cash or cash equivaents,
such as American Express gift certificates. At least $440 of that amount was
awarded to paid ushers. Countywide Policy #5430, “Employee Incentive
Procedure,” permits cash awards or leave with pay for employees, at the
discretion of the Division, with approva from the Mayor, so long as the
amount awarded does not exceed $300 in value.

However, beginning in Section 2.1.4 the policy states that cash awards
“represent compensation and ar e ther efor e subject to normal payroll taxes.
Such amounts shall be charged to the Division'sbudget . . . [and] paid using
the County’ s payroll system. The appropriate Division, Department, or
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Through establishment
of a separate account,
Fine Artswas able to
avoid compliance with
the meals policy and any
oversight over
expenditures.

Elected Officeformor letter should accompany this[payroll] Register and a
copy of the documentation should be submitted to the Personnel Division for
inclusion in the employee's Personnel File (Official).” This policy reflects
the requirements of applicable IRS guiddlines on “employee awards.”

Because the cash awards were typically paid out of the Patron Service
checking account, the amount of the award was not subject to the review of
the Mayor or charged against the Fine Arts budget.

3.4 RECOMMENDATION:
We recommend that:

3.4.1 All employeeincentive awards be approved by the Mayor, charged
against the Fine Arts budget and paid through normal payroll procedures.

3.5 Approximately $1,900 worth of meals were purchased using
the Patron Services checking account without a properly
approved Meal Reimbursement Form.

Countywide Policy #1020, “County Meals,” covers appropriate procedures
for purchases of meals. In Section 6.1 the policy states that, “ All requests
for payment (including reimbur sements from petty cash accounts) shall be
submitted with the attached form which contains the:
- date and location of the meeting;

type of meeting, whether a breakfast, lunch, or dinner;

certification of the pur pose of the meeting and the group attending in

relation to county business;

total number of attendees, with employees separated from other

attendees;

total payment amount requested;

signature of the person submitting the request;

date the request was signed;

signature of the Division or Department Director or Elected Official

approving the request;

date approved by the official;

and a copy of the bill or receipt.”

A Meal Reimbursement Form did not accompany purchases of pizza,
sandwiches and other items made through the Patron Services account.
Through establishment of a separate account, Fine Arts was able to avoid
compliance with the meals policy and any oversight over expenditures.

3.6 RECOMMENDATION:
We recommend that:

3.6.1 A Meal Reimbursement Form be completed and properly approved
whenever meals are purchased.
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3.7 Personal funds were commingled with Patron Services
checking account funds and petty cash was used to
reimburse the Patron Services checking account.

Overdl, during the course of our audit, we found a pattern whereby similar
purchases were made, at various times, using different accounts and
procedures. While we found no item that was paid for twice, we did find
instances where items were initially paid for out of one account and then
reimbursed by another account. For instance, in September 2001, the Patron
Services Manager purchased $223.89 worth of pizza using her persona
checking account. On September 7" she reimbursed herself through a check
drawn on the Patron Services checking account. On September 13", $200 of
this purchase was reimbursed from petty cash, along with two other pizza
purchases that had aso previoudly been paid for out of the Patron Services
checking account.

However, the Patron Services Manager was not double-reimbursed, as it
initially appeared. We noted that an undocumented deposit made to the
Patron Services account on September 13, 2001 matched, by dollar amount,
the petty cash voucher issued the same day. Therefore, the petty cash funds
were not retained by the Patron Services Manager, but were deposited into
the Patron Services Account. The receipts attached to that petty cash
voucher, in turn, appeared to match the three purchases of pizza discussed
above, dthough some of the amounts were dightly different due to the
addition of atip.

In another instance, during December 2002, members of Fine Arts staff
made persona contributions to a Christmas charity. These funds were then
deposited into the Patron Services checking account, which was used to then
purchase gifts for a youth charity. We commend this charitable spirit, but
caution that personal and County funds must be maintained separately at al
times. Commingling personal and County funds, in addition to the pattern of
paying for the same types of items using various accounts and funds,
increases the opportunity for misappropriation of funds and the probability
that misappropriation would go undetected.

3.8 RECOMMENDATIONS:
We recommend that:

3.8.1 Personal and County funds be maintained separately at all times,
and not commingled.

3.8.2 TheCommunity Services Department establish standard, division-
level procedures for similar purchases, by type and dollar amount, and
direct that the standards be consistently followed.

3.9 Purchases and deposits made using the Patron Services
checking account were poorly documented and not subject
to supervisory review.

Report: Audit of Fine Arts

53



Salt Lake County Auditor

We reviewed the Patron Services checking account and found that
supporting documentation did not always match expenditures, including
instances where the amount of the check exceeded the attached receipts and
othersin which no receipt was found. All of the missing receipts were later
located among documentation for petty cash (see Section 3.7). After
accounting for these receipts, and including the amount paid in tips, the total
expenditures without matching documentation totaled $165, relating to three
transactions. Documentation for deposits made was missing or inadequate in
14 out of 24 deposits examined (58.3 percent), relating to $1,633 deposited
over the period of November 2000 to December 2002.

The Patron Services Manager indicated that she gave al receipts to the Fiscal
Manager to be maintained in the Patron Services account file and used as
documentation for purchases. Controls over this account were initially
believed to be strengthened because the Fiscal Manager received the bank
statements and reconciled the account, but could not sign checks. While it
does appear that the account was balanced on a monthly basis, the lack of
documentation of deposits and expenditures indicate that, in al likelihood,

the appropriateness of each was never reviewed.

3.10 RECOMMENDATION:
We recommend that:

3.10.1 All purchases be made in accordance with established countywide
policiesand procedures, using purchasing, petty cash or imprest checking
funds as most appropriate.

4.0 TheCounty Fine Art Callection Checking Account

Over the past 10 to 15 years Salt Lake County has developed an extensive
collection of art produced by Utah artists. The mgjority of the collectionison
display at the County Government Center and is accessible to the genera
public. A Community Arts Specidist is employed by the County to manage,
promote and maintain this collection. The position is organizationally under
the umbrella of Fine Arts and associated salary expenditures are made out of
the Fine Arts budget. Maintenance charges and any other expenditures
relating to the collection, however, are budgeted in Facilities Management.
During the course of our review we found that:

Fine Arts established a County Fine Art Collection checking
account without the knowledge or approval of the Treasurer or
Auditor’ s Office.

4.1 Fine Arts established a County Fine Art Collection checking
account without the knowledge or approval of the Treasurer
or Auditor’s Office.

In June 2001, the Art Specidist applied to a Utah State agency for a grant to
fund the publication of an updated County Art Collection Catalogue. The
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grant was approved and three checks, totaling $11,100, were received in
August and September 2001. In reviewing the grant application we noted
that the approving “fiscal manager” had not signed it, nor was the grant
gpplication agpproved by the County governing body (County Council). Upon
receipt of the checks, the Art Specialist sought advice from the Division
Director about the proper handling of the grant monies. According to the Art
Specidigt, the Division Director expressed concerns that the County Council
might use the funds for other purposes, and advised her to establish a
separate account, presumably because the funds would, therefore, not be
visible during the County budget process. The Division Director could not
recall expressing these concerns or providing this advice to the Art
Specialist.

These concerns are unfounded, however, as grant contracts typically contain
restrictions on how the funds can be used. Funds unspent at the end of the
year can be placed in arestricted account, instead of becoming part of
general fund balances. Nevertheless, a Fine Arts Collection checking
account was opened on September 28, 2001, with the authorizing signatures
of the Division Director, the Specia Events Coordinator and the Art
Speciadist. The County Treasurer and Auditor were not aware of, or
consulted about, the establishment of the account. Section 3.1, Countywide
Policy #1062 states that only the Treasurer has the authority to establish new
accounts. In addition, neither the Community Services Department nor the
Mayor’s Office were given notice of the establishment of the account.

The Fisca Manager apparently also played arole in counsding the Division
Director regarding the establishment of the account. In the process, the Fiscal
Manager asserted to us that she, in turn, sought the advice of the Chief Fisca
Officer. She claimed that he advised her that these funds were not “ County
money” and should, therefore, be maintained separately. After learning the
funds amounted to around $10,000 to $15,000, the Chief Fisca Officer, by

the Fiscal Manager’ s account, stated, “she was worried about ants and
should be worried about elephants.” The Chief Fiscal Officer denies ever
being asked or giving advice of thisnature on thismatter. Moreover, inthe
Mayor’ s Office response they assert that “ [ The Fiscal Manager]’s claim
regarding [the Department Fiscal Manager’ 5] alleged instruction regarding
art isincorrect.

Further, the Mayor’ s Office response asserts that “ During the budget
preparation periods FY 2001 and FY 2002, the Division was given specific
instruction by [the Mayor’ s Chief Administrative Officer and Chief Fiscal
Officer] that art related funding should be done within the Facilities
Management Division. Budget lineitems had been established there. [The
Division Director, Accountant and Fiscal Manager] were specifically aware
of thisrequirement... We consider the establishment of a separate account to
be a direct and specific act of i nsubordination onthe part of the Division and
its employees.”

The Art Specidist received additional funds, in December 2002, from three
locdl, private contributors, totaling $25,000. She consulted with the
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Facilities Management Associate Director and was told to wait until 2003 to
deposit the checks. The Art Specialist then secured the checks in her desk at
Facilities Management. Apparently, the rationale for not depositing the
checks immediately was that they related to 2003 expenditures.

In fdlow-up questioning on this matter, the Facilities Management Associate
Director initialy indicated that he was not aware of the source of the funds
or the magnitude of the dollar amount involved. However, after further
reflection, he produced a copy of an e-mail he received on December 12,
2002 from the Art Specialist, which the Chief Fiscal Officer aso received.
The text of the e-mail read, “ | recently received word that we will be
receiving the following amounts. [ Emphasis added]

...Foundation [A] $15,000 [check dated 12/12/02]
...Foundation [B] $5,000 [check dated 12/05/02]
...Foundation [C] $5,000 [check dated 12/10/02]

...[Utah State Agency] $11,000 [checks dated Fall 2001]”

It is evident from the check dates discovered in our audit, asindicated in
brackets above, that the Art Specialist misrepresented the facts by her
statement in the e-mail that “I recently received word that we will be
receiving the following amounts.” In the case of the State grant, those
monies were received nearly 18 months prior and deposited in an “invisible’
account. In addition, she may have received one or more of the other checks
some days before she composed the e-mail. In light of the Mayor’s Office
representations, regarding the instructions provided by the Mayor’ s Chief
Adminigtrative Officer during the budget process, the Speciaist’s e-mal
characterization is al the more serious.

The e-mail goes on to request an equivalent increase in the 2003 budgeted
expenditures, and anticipates that the new catalogue would be printed by
February 2003. No budgetary line item was set up for either the grant
monies or the contributions in the origind Facilities Management 2003
budget.

The Mayor’ s Office response to our audit provided the following observation
regarding this metter, “...[the Art Specialist] had direct and on-going
activity in [the] area of the County’ sgift policy. She had filled out numerous
gift formsin the performance of her duties. She was well aware of the
process for receiving donations and the requirements of Salt Lake County.”

In addition, in the course of reviewing the contribution solicitations to

private donors, we noted that the Art Specialist had erroneoudy represented
the fact that the County has an “ Art Museum” with an operating budget,
rather than smply a collection of art.
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42  ACTIONSTAKEN:

421 TheFineArts Collection checking account has been closed. The
$11,100 balance in that account was deposited into the Fine Arts Fund,
along with the three checks from private donations totaling $25,000, on
December 24, 2002.

4.2.2 Aninterim budget adjustment for 2003 was submitted to the
Auditor’ s Office, Management and Budget Division, in mid-January 2003.

5.0 Ticket Office Refunds

Generdly, it isagainst Fine Arts policy to issue ticket refunds. However,
there are understandably situations that merit an exception. Refunds may be
issued after a performance in the rare instance that a patron is dissatisfied
due to audio problems, or heating and cooling difficulties. Refunds are dso
issued whenever ashow is cancelled, or under extraordinary circumstances
such as adeath in the family. Fortunately, the majority of Fine Arts ticket
purchases, over 75 percent, are done using credit cards. Thus, when refunds
are necessary a credit is smply issued to that card. We reviewed controlsin
place over Ticket Office cash refunds. We found the following:

Refundsweregiven at the Ticket Officeusing cash receipted that
day.

FineArtshasnoestablished, routine, documented procedurefor
issuing and tracking refunds. Large amounts of cash were
sometimes maintained, on hand, in the Ticket Office safe.

Patron ticket refundsissued using the Settlement account often
lack Division Director approval and, on at least four occasions,
no Refund Form was completed.

5.1 Refunds were given at the Ticket Office using cash
receipted that day.

We found that in certain extraordinary circumstances, affecting a few
patrons, who paid with cash or a check, a cash refund was issued at the
Ticket Office using receipts collected from sales that day. If theday’s
receipts were less than the amount of the refund, the patron was told that a
check would be mailed to them. The Ticketing Services Manager indicated
that when enough cash was collected, the amount needed was delivered to
the Accountant for deposit into the Fine Arts Depository account. Then a
check was issued to the patron from the Settlement account.

The practice of taking refunds out of cash receipts reduces their visibility.
Fine Arts Ticket Office personnel have recently instituted the use of an “rf”
code for such transactions to facilitate refund tracking. This practice should
help strengthen interna control. However, Countywide Policy #1062
prohibits refunds from being issued out of cash receipts. Section 4.1.1 states,
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“ Cash disbursements such as refunds, payments, rei mbursements, etc. will
not be made from agency revenue receipts. Disbursements may be
accomplished only in accordance with the authorized use of imprest funds,
imprest checking accounts or the general warrant process.”

5.2 RECOMMENDATION:
We recommend that:

5.2.1 Fine Arts comply with established countywide policy by
discontinuing the practice of issuing cash refunds from receipts.

5.3 Fine Arts has no established, routine, documented
procedure for issuing and tracking refunds. Large amounts
of cash were sometimes maintained, on hand, in the Ticket
Office safe.

The Fiscal Manager indicated that Fine Arts had experimented with severa
accounting procedures for handling refunds. However, there is currently no
written policy documenting refund procedures. In addition to using the day’s
receipts, in the case of a cancelled show, the practice has been to cash a
check drawn on the Settlement account, in the amount of total anticipated
refunds. The resulting cash is then kept in the Ticket Office safe and issued
to patrons as they come in to return their tickets.

For example, the cancellation of Show Boat in 1998 resulted in checks being
drawn on the Settlement account, in increments of $15,000 to $25,000 & a
time. Keeping this excess cash in the Ticket Office safe introduced an
additional element of risk of misappropriation or theft. For particularly large
performances, like Show Boat, for which tens of thousands of dallars worth
of tickets were refunded, thisrisk is magnified.

Countywide Policy #1202, “ Authorizing and Processing of Certain

Payments,” states, under Note 2, “ Refunds in amounts of $1,000 or less may
be authorized by the requesting organization and should be processed asa
direct payment through the Auditor . . . For circumstances whereit is
required to issue frequent refunds of relatively small amounts (e.g., under
$200 per transaction), an imprest-type checking account may be established
upon proper approval of the Mayor and operated in accordance with
existing procedures . . .” Countywide Policy #1062 should be referred to for
the procedures used to establish such afund.

54 RECOMMENDATIONS:
We recommend that:

5.4.1 FineArtsdevelop a consistent, written policy regarding refunds.
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5.4.2 Animprest-checking account be established for the sole purpose of
issuing Fine Artsrefunds or that Fine Arts seek a formal exemption to
countywide policy.

5.5 Patron ticket refunds issued using the Settlement account
often lack Division Director approval and, on at least four
occasions, no Refund Form was completed.

We examined 62 refund checks issued from the Settlement account during
the period of January 2000 through October 2002. Refunds were
documented through use of a*“Refund Form” which contains the customer’s
name, the event, the order number, the date of original sale and date of
refund, and the amount of the refund. During the time period examined the
Refund Form contained three signature lines: one for the Ticket Office
Manager, one for Division/Department Director approval and one for the
custome.

Understandably, customers receiving arefund by mail were not present to
sign the form. However, we aso noted 23 instances, 37 percent of the forms
examined, where the “division/department director” had not signed

indicating supervisory review. Because the customer had also not signed,
two of the three approving signature lines were blank. In addition, four
refund checks had no Refund Form attached, but were documented by a
letter or e-mail. Only a computer printout containing the handwritten
message “ask [an employee]” documented one refund.

5.6 ACTIONS TAKEN:

5.6.1 All FineArtsrefunds are now reviewed by a representative of the
Mayor’s Office. Thisisan interim step that will be followed until the Fine
Artsfiscal personnel issues are resolved.

5.6.2 An additional signature line was recently added to the required
Refund Form, whereon the Ticketing Services Manager and supervisor
must both indicate their approval.

5.7 RECOMMENDATION:
We recommend that:

5.7.1 The procedure for completing the Refund Form be made part of
the overall policy on patron refunds, recommended in Section 5.4.1 of this
report.

6.0 Petty Cash Account

Fine Arts currently has apetty cash fund with a$1,500 limit. Countywide Policy
#1203 states, “ A petty cash fund is an amount of cash available for small

purchasesrelating to normal business operations.” Disbursementsfrom petty
cash arefor the purpose of covering over-the-counter, cash purchases under the
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specified limit of $200. During our audit we examined petty cash transactionsfor
the period 2000-2002.

Petty cash funds were used to reward Fine Arts employees for
wearing |.D. badges to strengthen security.

The authorized limit for the cost of a meal, per person, was
exceeded.

A Meal Reimbursement Form was not completed at least 16
timesduring 2000-2002. On theformsthat wer e completed, the
appropriate approval signatureswere not included on the form
at least 20 times.

Individuals wer e paid from petty cash for services provided to
Fine Arts.

Fine Artsused petty cash fundsto purchase personal gifts.

Fine Arts does not always include an adequate description and
purpose for the items purchased using petty cashfunds.

Salestax was unnecessarily paid on many pur chasesusing petty
cash funds.

Money ordersto pay invoices wer e obtained using petty cash.

The Petty Cash Custodian did not obtain independent approval
for approximately 35 transactions befor e the funds wer e used.

A transaction was “ split” to facilitate the payment of a
transaction costing over the $200 limit.

It should be noted that the Auditor’ s Office issued a memorandum, dated
December 28, 1998, entitled “ Adding Certification to Reimbursement
Request.” The memorandum set forth a standardized procedure for properly
authorizing a petty cash or imprest fund reimbursement and provided
certification language to be placed or stamped above the authorizing
signature. The certification language states: “ We (or 1) certify that we have
examined the documentation supporting the expenditures comprising the
reimbur sement request, and that the amount has already been expended for
purposes authorized for this petty cash/imprest account.”

One purpose of this memorandum was to focus the attention of Petty Cash
Custodians and authorizing officials on the need to carefully review these
expenditures, for documentation and legitimacy. Even though the Auditor’s
Office had made detailed reviews of these transactions higtoricaly, the
Auditor deemed it an appropriate delegation of authority to place
responsbility for this review a the divison or agency level. The Auditor's
Office has recently ingtituted a process for randomly sampling
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reimbursement requests to determine compliance with Countywide Policy
#1203.

6.1 Petty cash funds were used to reward Fine Arts employees
for wearing 1.D. badges to strengthen security.

During 2002, Fine Arts determined that they needed to institute a stricter
policy of security to keep their buildings safe for public performances. Ina
letter dated October 1, 2002, written by the Division Director, she states,
“This policy can be inconvenient to employees and may at times be a
hindrance in the performance of daily activity within our organization.
However, given the alter native, we seethe policiesasnecessary for everyday
business.” The Division Director further stated, “ Because of this
inconvenience, we feel the need to recognize the voluntary cooperation of
our staff with these new policies. This single gesture is to recognize the
efforts of employeeswho are cooperating with a changein policy during a
trying time. At our regularly-held staff meeting, and without warning, weare
going to give atoken lunch gift of $5.00 to every employee who voluntarily
and without being prompted, wearstheir security badgeto the meeting.” The
amount withdrawn from petty cash to cover the expense was $150.

The Division Director, apparently having second thoughts about this use of
petty cash, subsequently wrote a persona check, payable to the Fiscal
Manager, for $150. The Fisca Manager was instructed to cash the check and
replenish the petty cash fund if the expense was questioned. However, the
Fiscal Manager was not the Petty Cash Custodian. The Accountant was the
Petty Cash Custodian and would have been the person to contact about any
transactions affecting the fund.

When the Accountant forwarded the reimbursement request to the Auditor’s
Office, the petty cash voucher for the $150 reward transaction was not
included. Currently, the petty cash account is short $150. A representative
from the Mayor’s Office working at Fine Arts is holding the $150 check
issued by the Division Director until she receives further instruction on how
to handle the transaction.

Countywide Policy #1203, Section 6.3 - 6.5 states, “ Transactions covered
under other established financial systemsin which funds are disbursed, the
nature of which isin conflict with the petty cash and imprest accounts
include, items of a personal nature to reward, compensate or express
sympathy to a County employee...” The $150 transaction to reward
employees for wearing security badgesisin direct conflict with Countywide
Policy #1203.

6.2 RECOMMENDATION:
We recommend that:

6.2.1 FineArtswritealetter to the Mayor explaining the circumstances
of the $150 reward transaction and request the Mayor’s approval
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(requesting approval through a letter to the Mayor, setting forth mitigating
circumstances, isin accordance with Countywide Policy #1203). If the
Mayor does not approve the transaction, then the Director’s personal
reimbursement check should be processed.

6.3 The authorized limit for the cost of a meal, per person, was
exceeded.

Prior to December 20, 2000, Countywide Policy #1020, Section 4.0, outlined
the approved cost limit per person for meals. The following limits werein
place:

Breakfast $7.50/person

Lunch $10.00/person

Dinner $15.00/person

During 2000, prior to a change in policy, there were two instances in which
meal limits per person were exceeded. One instance was on February 9,
2000; two employees and two other individuals went to lunch and spent $15
per person. In this situation, $5 more was spent, per person, than was
alowed by the med policy in place at the time.

The current meals policy was revised on December 20, 2000, and no longer
places specific limits on meal expenditures. However, in the absence of a
current benchmark for judging the reasonableness of a meal charge we have
made comparisons to the prior limitations.

During 2001, there were 11 instances in which meal limits would have been
exceeded if the meals policy had not changed at the end of 2000. Table 1,
below, lists the medls that had the highest per person average. In comparison
to the prior limits, in place during 2000, $130 could have been saved.

2001 Highest Per-Person Meal Expenditures

Cost
M eal Pur pose of
Date | Attendees| per -
Per son Type M eeting
4/09/01 6 $18.49 | Lunch | Tenant Mesting
2/14/01 6 $21.45 | Lunch | Panning
meeting For
Rose Wagner
Opening
7/06/01 3 $15.46 | Lunch | Lunch Meeting

Table 1. Expenditures per-person for individuals receiving meals at Fine Arts
appeared to be somewhat extravagant, on a per-person basis.

Moreover, gpplying the prior medl limitations policy to al 11 meals, during
2001, a savings of $225 could have been achieved. During 2002, we
discovered 12 instances where the prior meals limits were exceeded. A total
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savings of $167 could have been achieved, using the old policy asa
benchmark.

More importantly, the Division Director signed as the “authorizer” and the
Specid Events Coordinator signed as the “ certifier” on 11 of the Meal
Reimbursement Forms completed for the above 12 transactions. On the other
transaction, the Division Director signed as the “authorizer” and the Patron
Services Manager signed asthe “ certifier” for the transaction. Had there been
an independent review of the transactions by the Department Director the
excessive average-per-person mea expenditures could have been scrutinized
and approved for reasonableness.

The current policy states, in Section 4.0, “ It is the responsibility of the
Elected Official or Department Director to monitor expenses and determine
reasonableness for the meal.” Wefound that Fine Arts spent approximately
$7,500 on meal expenses through petty cash during 2000-2002. This does

not include meal expenses of approximately $25,400 paid for through the
County purchasing system and $1,900 through the patron services checking
account during the same period.

Prior to 2002, Fine Arts management submitted a letter each year to the
Community Services Department Director for approva to provide snacks
and meals for various board meetings and special events. A letter was not
submitted for 2002. Countywide Policy #1020, Section 7.1-7.2 states,

“ County organizations whose circumstances differ widely from those
envisioned in this policy should submit a special policy on food and
entertainment to the County Council for consideration and approval.
Special food and entertainment policies must be approved by the Department
Director or Elected Official before submission to the County Council.”

6.4 RECOMMENDATION:
We recommend that:

6.4.1 FineArtssubmit a division meal policy, through appropriate
channels, to the County Council for approval.

6.5 A Meal Reimbursement Form was not completed at least 16
times during 2000-2002. On the forms that were completed,
the appropriate approval signatures were not included on
the form at least 20 times.

In examining the petty cash transactions for 20002002, we found that the
Mea Reimbursement Form was not consistently completed for al meal
transactions. We could not verify the detail of the 16 meetings or that proper
approval had been obtained for the meals to occur. In addition, some med
forms did not contain the two signatures required on the form. Also, on some
meal forms the Divison Director signed as both the individua submitting

the request and the individua approving the request.

Report: Audit of Fine Arts
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Moreover, we found the same missing approvas while examining 2001
purchasing transactions. During 2001, there were 13 medl transactions in the
purchasing system. We found two transactions totaling $3,217 in which a
Mea Reimbursement Form was not completed.

As stated in Section 3.5 of this report, according to Countywide Policy
#1020, aMed Reimbursement Form is to be completed for each meal
transaction with al the required information. Also, an independent signature
for the individua submitting the request, and the individua approving the
request, ensures a sound control measure through a separation of duties.

6.6 RECOMMENDATIONS:

We recommend that:

6.6.1 A Meal Reimbursement Form be completed for each meal
transaction occurring at Fine Arts.

6.6.2 An independent reviewer approve each meal transaction.

6.7 Individuals were paid from petty cash for services provided
to Fine Arts.

On May 15, 2002, a hand-written receipt was used as documentation to use
$45 from petty cash to pay an operations worker for sewing ametal zipper in
three leaf blowers used at Fine Arts. Fine Arts explained that rather than buy
new leaf blowers, they decided to repair the old blowers. (The leaf blowers
have since been replaced due to the motors failing.) It is unclear whether this
service was performed as part of the employee’s regular duties.

On August 4, 2000, $76.46 was paid to the previous Accountant. He was
paid for attending a meeting concerning a problem with the Depository
account. In addition, on March 13, 2001, an individua worked in the Ticket
Office for aday before being officialy hired by the County. The individual
did not have a student visa to work and, therefore, could not be hired. The
individua was paid $59.50 for the hours she worked.

Countywide Policy #1203, Section 6.3 states, “ Transactions in conflict with
the purpose of petty cash include payments that represent compensation to
employees, which are subject to payroll taxes.” The payment to the
operations worker for sewing zippers was in direct conflict with the petty
cash policy. Potential new hires should be screened for eigibility prior to
being hired and performing any work. The payment to the previous
Accountant was a consulting fee, which if accumulatively exceeded $600,
would be reported on an IRS Form 1099-M1SC.
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6.8 RECOMMENDATIONS:
We recommend that:

6.8.1 FineArtspayindividualsfor servicesthey providethrough payroll
or purchasing.

6.8.2 All job applicants be screened for eligibility prior to being hired.
6.9 Fine Arts used petty cash funds to purchase personal gifts.

During 2000-2002, Fine Arts used approximately $700 of petty cash to
purchase gifts for individuals. About $400 of the total was spent on flower
arrangements sent to volunteers, employees, and other individuasto
recognize awards they had received or to express sympathy. Another portion
of the $700 includes the $150 reward mentioned previoudy that was given to
employees for complying with the new security policy. About $110 was
used to purchase Balet West logo shirts for three Board Members whose
term had expired and a scarf for aformer chair of the Art Committee. The
remaining $40 was spent on small gifts for various individuas. The Divison
Director signed the petty cash voucher for seven of the fourteen persond gift
transactions that totaled $700.

Countywide Policy #1203, Section 6.3 states, “ Transactions in conflict with
the purpose of petty cash include items of a personal nature to reward,
compensate or express sympathy to a County employee, employee’ s family
member or volunteer.” Fine Arts use of petty cash for purchasing gifts for
volunteers and employeesisin violation of the petty cash policy. This policy
provides an absolute prohibition against use of petty cash for these purposes,
unless specifically approved by the Mayor, as pointed out in Section 6.2.1
above.

6.10 RECOMMENDATIONS:

We recommend that:

6.10.1 Fine Artsdiscontinue using petty cash to purchase gifts, and
otherwise comply with Countywide Policy #1203.

6.10.2 Countywide Policy #1203 be reviewed to clarify circumstances
whereby violators of the policy would be required to reimburse petty cash
disbursements that are in violation of the policy.

6.10.3 Countywide Policy #4003, “ Reporting and Recognizing Volunteer
Services,” be expanded to outline the detailed process for formulating
recognition budgets, the types and dollar value of appropriate gifts and
rewards, and the recognition authorization procedure and approval steps.

65



Salt Lake County Auditor

During 2000-2002,
approximately $360 to
$500 in sales tax was
paid from petty cash.

Report: Audit of Fine Arts

6.10.4 Countywide Policy #5430, “ Employee | ncentive Procedure,” be
expanded to provide guidance on the types of giftsand rewardsthat would
bein violation of policy.

6.11 Fine Arts does not always include an adequate description
and purpose for the items purchased using petty cash
funds.

The petty cash vouchers we examined for transactions during 2000 indicated
only the name of the business at which the item was purchased as the
“description.” We examined each receipt to determine the type of item that
was purchased, and questioned Fine Arts employees about the purpose of
some of the transactions.

In October 2000, the Petty Cash Custodian changed. Since then, the
descriptions improved somewhat. However, in some instances only the item
purchased was listed in the description, but the purpose was not clearly
stated.

Countywide Policy #1203, Section 3.11.1 states, “ Vouchers are to be filled
in completely, prior toreleasing any cash.” The description of the petty cash
transaction is important to document, along with the purpose, so that the
Division Director and Auditor’ s Office review to approve petty cash
reimbursements and replenish the fund can be accomplished expeditioudly.

6.12 ACTION TAKEN:

6.12.1 A Fine Arts Petty Cash Request Form is now completed along with
the petty cash voucher. The request form includes a section in which the
item requested is listed and a purpose is clearly described.

6.13 RECOMMENDATION:
We recommend that:

6.13.1 Fine Arts follow the “ certification of reimbursement request”
procedure outlined in the Auditor’ s Office memorandum dated December
28, 1998.

6.14 Sales tax was unnecessarily paid on many purchases using
petty cash funds.

During the period 2000-2002, we estimate that approximately $360 of saes
tax was paid for transactions from the petty cash account. There were also
some transactions that had a credit card receipt as backup, so we could not
determine if tax was paid. Based on the volume of these credit card receipts,
the amount of salestax paid is more likely to be about $500.

The petty cash fund custodian explained that sales tax was being paid
because employees would not ask for reimbursement until after the
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transaction had taken place. As aresult, the Accountant was not able to give
the employee a copy of the County’ s tax-exempt form before they made the
purchase. However, a number of County vendors have listings of sales tax-
exempt organizations, so employees could obtain the exemption at point-of -
sale, if they were aware that vendors often have this information available.

Countywide Policy #1203, Section 3.12 states, “ The County is exempt from
sales tax as a governmental entity. In order to avoid sales tax, the
custodians shall use or provide employees as needed Utah State Tax
Commission Form TC-721 ‘ Exemption Certificate.” Thisformisto be
presented to the vendor as evidence of tax-exemption. If employees do not
follow this procedure, they shall pay the sales tax themselves.”

6.15 RECOMMENDATIONS:
We recommend that:

6.15.1 Fine Arts employees contact the Petty Cash Custodian before
purchases to obtain the tax exemption form, and that all employees be
made awar e of asking vendors for sales tax-exemption if they are not in
possession of a proper form.

6.15.2 From this point forward, Fine Arts employees should be on notice
that those who pay unnecessary salestax will reimburse the County for the
amount of salestax paid, or not be reimbursed for the sales tax portion of
the purchase.

6.16 Money orders to pay invoices were obtained using petty
cash.

During our examination, we found severa instances in which Fine Arts used
petty cash to pay invoices. Instead of sending cash through the mail, the
Accountant would purchase a money order to submit payment. Some
examples of invoices that were paid using petty cash include: magazine
renewals, invoices that had alate fee, and various other invoices.

Countywide Policy #1203, Section 3.5 states, “ Any purchases charged with
a vendor under the County’s credit areto be processed under established
accounts payabl e procedur es, and not subsequently paid from a petty cash
account. To do otherwiseisinconflict with the purpose of thepolicy andis
considered to be not cost effective.”

6.17 RECOMMENDATION:
We recommend that:

6.17.1 Invoices be processed under established accounts payable
procedures.

Report: Audit of Fine Arts
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Therewas no
independent review of 35
petty cash transactions
totaling $1,428 during
2000-2002.

Report: Audit of Fine Arts

6.18 The Petty Cash Custodian did not obtain independent
approval for approximately 35 transactions before the funds
were used.

We found that the Accountant was the recipient of cash and also signed as
the custodian on the voucher for approximately 35 transactions totaling
$1,428 during 2000-2002. Some of the funds were used to purchase the
money orders mentioned above to pay for invoices. Other transactions
included reimbursements for parking fees and miscellaneous office supplies.

To ensure that the transaction is approved before funds are spent, it is
necessary for an independent reviewer to sign the voucher at the time cash is
taken. This segregation of dutiesis a common accounting control to ensure
that funds are not mishandled or misappropriated.

6.19 RECOMMENDATION:
We recommend that:

6.19.1 The Petty Cash Custodian obtain independent approval on the
voucher for transactions in which the custodian is the recipient of cash.

6.20 A transaction was “split” to facilitate the payment of a
transaction costing over the $200 limit.

On May 17, 2001, avendor disposed of some paint for Fine Arts. The
transaction total was $235. In order to qualify for a petty cash transaction,
two invoices were submitted, one for $200, the other for $35.

Countywide Policy #1203, Section 6.4 states, “ Transactions covered under
other established financial systemsin which fundsare disbursed, the nature
of whichisin conflict with the petty cash and imprest accountsinclude, slit
purchases, where multiple vouchers are prepared to facilitate the purchase
of anitemover the authorized per transaction amount [ emphasis added] .”
Transactions such as the one above, that exceed the petty cash limit, should
be paid for through the purchasing system.

6.21 RECOMMENDATION:
We recommend that:

6.21.1 Transactions that exceed the petty cash limit be paid through the
County purchasing system.

7.0  Purchasng

For the year 2001, we examined a sample of 208 purchases of a population
of 1,149. Of the 208 purchases, 67 were obligations paid directly by the
Auditor’s Office. During our examination we found the following:
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Purchase requisitions did not contain the proper approval.

The authorized limit for the cost of a meal, per person, was
exceeded.

The description of itemsto be purchased was vague on the
Requisition Order Form.

The invoice was often dated before the “requisition” or
“authorization” date.

The amount paid was sometimes different than the amount on
the requisition by 10 percent or more.

A Requisition Order Form was not always included with the
pur chase documentation.

Thirty-two purchases (15 percent) did not have documentation
in the 2001 purchasing files.

Travel-advance paymentsreceived by Fine Arts employeesfor
per diem were not always computed accur ately.

Thetotal hourssubmitted by a cleaning company on the Capitol
Theatre Cleaning Order and Report (Cleaning Report) Form
did not match the hours charged on the invoices paid by Fine
Arts.

We acknowledge the recent, yet substantial efforts of the Mayor’s Office
Fisca staff in implementing improved processes with regard to purchasing
and receiving procedures. We have included in this section of the report a
concise description of the actions taken in this area, asindicated in the
Mayor’s Office response. For a complete discussion of these process
improvements, please refer to the Mayor’ s Office response in Appendix A.

7.1 Purchase requisitions did not contain the proper approval.

For the year 2001, we found that approximately 6 percent of the Fine Arts
purchase requisitions that we examined did not include an “authorizing”
signature to indicate proper approval. We aso found that 96 percent of the
requisitions did not include the Fisca Manager’ s signature.

Fine Arts did not have awritten policy for processing purchase requisitions
in 2001. However, they used a requisition form that was to be completed
before each purchase. The form has an area for an “ Authorizing” signature
and a“Fisca Manager” signature. An authorizing signature by a supervisor
was also required before a purchase was made. The Fiscal Manager rarely
reviewed and signed the requisitions. The Accountant indicated that often
she did not receive the requisition and back-up documentation until after the

Report: Audit of Fine Arts
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Fine Arts spent $38.59,
per person, for aDivision
Directors' lunch meeting
on December 20, 2001.

Report: Audit of Fine Arts

purchase occurred. This made it impossible to ensure that the proper
approvals were obtained before the purchase was compl eted.

During the past few months, purchasing procedures have changed at Fine
Arts. A supervisor must sign al requisitions. The Fiscal Manager examines
and signs all requisitions over $500 before the item is purchased. If a
purchase is less than $500, the item may be obtained before the Fiscal
Manager approves the requisition. However, the Fiscal Manager does
examine al requisitions. As noted below, this trangitional policy has been
discontinued and every purchase is approved as described in Section 7.2.1.

Reviewing and approving requisitions before a transaction takes place is an
essential and necessary internal control. Management must make certain
that only necessary purchases are occurring and funds are being used for
their budgeted purpose, and within budgetary limits.

7.2 ACTION TAKEN PER MAYOR’S OFFICE RESPONSE:

7.2.1 TheFiscal Manager approves and processesevery purchasebefore
theitemor serviceisordered (regardless of purchase amount or type.) The
only exception is purchases of an emergency nature on weekends or after
regular business hours. The Fiscal Manager reviews the emergency
purchases the following business day.

7.3 RECOMMENDATIONS:

We recommend that:

7.3.1 Fine Arts management write a formal policy for procurement,
including specific procedures for completing and authorizing purchase
order requisitions, providing adequate supporting documentation, and
verifying receipt of purchased items.

7.3.2 The County Council direct the development of a Countywide
Policy addressing the processes outlined in Section 7.3.1, above.

7.4 The authorized limit for the cost of a meal, per person, was
exceeded.

During 2001, Fine Arts spent $7,017 for meal expenses through the
purchasing system. We found five transactions in which medl limits would
have been exceeded, using the prior meals policy as a benchmark.

The total amount that was spent on these five meals above the prior year
cost-per-person limits was $1,298. One transaction particularly exceeded
med limits. The transaction was for a quarterly Division Directors lunch
meeting, called by the Mayor’s Office, that occurred on December 20, 2001,
in which $38.59 was spent per person, far exceeding the previous lunch limit
of $10.00 per person.
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Lack of specificity on
purchase requisitions
could encourage the
purchase of items easily
convertible to personal
use.

Report: Audit of Fine Arts

Countywide Policy #1020, Section 4.0 states, “ It is the responsibility of the
Elected Official or Department Director to monitor expenses and determine
reasonableness for the meal.” The policy adso statesin Section 2.2.2, “ The
meeting must be of a clear government nature and not for the purpose of
furthering personal or social relationships between the employees and
guests.”

7.5 ACTION TAKEN PER MAYOR’S OFFICE RESPONSE:

7.5.1 TheDepartment Director or Associate Department Director signs
all meal forms.

7.6 The description of items to be purchased was vague on the
Requisition Order Form.

We found that some requisitions had a very genera, vague description for
the itemsto be purchased. At times, the items purchased were not listed
individudly on the requisition. Some examples of the description on various
requisitions included: “tools for stage managers,” and “dectrical for shop.”

Also, on two requisitions, we found that items that were not identified on the
requisition were purchased in addition to the items listed in the description

on the order form. For example, on October 19, 2001, a purchase was made
at ahardware store. The requisition listed “lights’ as the itemsto be
purchased. However, a“hex key,” “chalk-line refill,” “ carpenter square,”
and other miscellaneous items were purchased on the same requisition. This
lack of specificity could encourage the purchase of items that could easily be
converted to personal use.

The Requisition Order Form requires that model humbers be included in the
description of the items purchased. Before authorizing the requisition, a
supervisor should ensure that each item, aong with the model number, is
listed in the description. Once the Accountant receives the invoice, he or she
can compare the packing dip, invoice and the requisition to ensure that al
items purchased were received and authorized. Thisinternal control practice
was not followed at Fine Arts.

7.7 ACTIONSTAKEN PER MAYOR'S OFFICE RESPONSE

7.7.1 A newly designed requisition formis completed for all purchases.
The form requires model numbers, complete descriptions, signatures,
processing dates, initials, etc.

7.7.2 Twosignaturesarerequired on adelivery confirmation stamp that
isimprinted on the NCR requisition form to indicate receipt of items that
areordered. Thesigned requisition isforwarded to Fine Artsfiscal section.

7.7.3 Employees are required to submit packing slips and delivery
confirmations to the fiscal section.
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A requisition for 10
hand-held radios was
approved for $990.
Attached invoices,
however, totaled $2,079.
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7.7.4 The Accountant compares the requisition, packing slip/delivery
confirmation, and invoice prior to payment.

7.8 Theinvoice was often dated before the “requisition” or
“authorization” date.

The Requisition Order Form specifies three dates related to steps in the
transaction. The first date establishes when the requisition was issued or
started. The second date shows when the requisition was authorized. The
third date indicates when the Fiscal Manager has reviewed the transaction.

We found that the “ start date” and the “ authorization date” on the
Requisition Order Form indicated a date that was after the “ invoice date” 13
percent of thetime. We also found eight instances in which the invoice did
not have a date so we could not determine if the “ requisition” and
“authorization” dates were before the purchase occurred.

Completion of a Requisition Order Form and approva by a supervisor are
essentia stepsin the purchasing process that should take place prior to the
purchase to ensure that adequate funds are available and the items are
necessary for operations. If these steps are completed in the proper order,
the requisite accounting and budgetary controls will govern the transaction.

7.9 RECOMMENDATIONS:
We recommend that:

7.9.1 Fine Arts management require that a Requisition Order Form be
completed before a transaction occurs.

7.9.2 The proper approval and review signatures be obtained on the
Requisition Order Form before a transaction takes place.

7.10 The amount paid was sometimes different than the amount
on the requisition by 10 percent or more.

We found five instances in which the amount paid differed from the amount
the requisition specified by more than 10 percent. In two instances a higher
amount was paid than requested. Two other transactions occurred in which a
lower amount was paid than requested. One instance occurred in which no
amount was indicated on the Requisition Order Form, so we could not
compare the requested amount to the invoice amount.

For the two instances in which a higher amount was paid than requested, the
main cause was alarger quantity of the item being purchased. For example,
on April 2, 2001, arequisition was completed to purchase 10 hand-held

radios for $990. Three separate invoices were attached to the requisition that
totaled $2,079. The origind requisition had the $990 crossed out with

$2,079 written below. It appears that, originaly, only 10 radios were to be
purchased with the requisition, but 21 radios were actualy purchased. Thisis
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asignificant variance from the origina authorized requisition, done with no
explanation.

As mentioned in a previous section of the report, an independent review of
the invoice, packing dip, and requisition would reveal anomalies such as the
one just mentioned. Astheindividua performing the review follows up on
the difference with the supervisor approving the transaction, the proper
controls will be in place to ensure that funds are not mishandled or being
spent on unapproved items.

7.11 ACTIONSTAKEN PER MAYOR’S OFFICE RESPONSE:

7.11.1 Allinvoicesarereviewed and initialed by a supervisor and/or fiscal
manager prior to release for payment.

7.11.2 The Accountant compares the requisition, packing slip/delivery
confirmation, and invoice prior to payment. See Action Taken per
Mayor’s Office response 7.7.4.

7.11.3 A newfiling system is used to track payment of invoices. Multiple
invoices from the same vendor are combined into one payment release. A
cover sheet is used to consolidate invoice information and to improve
payment tracking. The use of a “received”’ date stamp for incoming
invoices is implemented to ensure that payments are processed timely.

712 RECOMMENDATION:

We recommend that:

7.12.1 This procedure be incorporated into the Division purchasing
policy.

7.13 A Requisition Order Form was not always included with the
pur chase documentation.

We found 50 purchases that did not have Requisition Order Forms included
in the transaction documentation. Of the 50 purchases, 25 occur on a
monthly basis. The following list contains examples of the 25 purchases:
uniformsupply, pest control, alarmservices, elevator maintenance, garbage
collection, and the monthly lease. For these types of transactions, the
Accountant examined the bill for accuracy and then paid them directly and a
requisition was not completed. The Accountant indicated that a requisition
had not been completed for these types of transactions in the past because
they are ongoing contracts and the process would be tedious. An invoice
initialed by the manager responsible for the transaction will suffice as
appropriate documentation for these types of transactions.

Nine purchases of the 50 we examined were for water cooler rent, water
supply, Federal Express charges, and IATSE (International Alliance of
Theatrical Stage Employees) charges. For these transactions, the Accountant

Report: Audit of Fine Arts
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collects the packing dip or other appropriate document indicating the service
was provided. In some instances, such asthe IATSE charges for stagehands,
the Operations Manager initialed each invoice to indicate approval. Fine Arts
does not require purchase requisitions for these type of transactions. Again,
the initialed invoice and the documentation showing that the service was
provided or the product was delivered will serve as appropriate back-up for
these transactions.

The remaining 16 purchases were miscellaneous transactions such as,
parking validations, membership fees, office supplies, etc. Transactions such
as these, which do not occur on arecurring basis, need to be approved by
management. Completing a purchase requisition and obtaining the proper
approvasis anecessary internal control to ensure that funds are being used

properly.

A Fine Arts employee, the current Facilities Maintenance Supervisor, echoed
the need for the various controls on purchasing and receiving, outlined

above. On March 26, 2003 we were provided with his statement, which read
inpart:“ It has come to my attention that the County has a potential problem
with purchasing and accountability of supplies.” The statement goes

on,” .. .we simply need to know that the merchandise, especially consumables,
arein house and not used at that employee’ s home or business...[theft] or
shrinkage in the County...believe me...does exist.”

7.14 ACTION TAKEN PER MAYOR’S OFFICE RESPONSE:

7.14.1 TheFiscal Manager approves and processesevery purchasebefore
theitemor serviceisordered (regardless of purchaseamount or type.) The
only exception is purchases of an emergency nature on weekends or after
regular business hours. The Fiscal Manager reviews the emergency
purchases the following business day. (See Action Taken 7.2.1)

7.15 RECOMMENDATION:

We recommend that:

7.15.1 A written procedure on the transactions that require Requisition
Order Formsbe completed and made part of awritten Divison purchasing

policy.

7.16 Thirty-two purchases (15 percent) did not have
documentation in the 2001 purchasing files.

The documentation for 32 purchases in our sample could not be located at
Fine Arts. We were able to examine the invoices by obtaining the warrants
from the Auditor’ s Office and the archive warehouse. However, we were not
able to verify that Requisition Order Forms had been completed for these
transactions.

Report: Audit of Fine Arts
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One complete file, for
vendors whose name
started with the letter
“N,” was missing.

Report: Audit of Fine Arts

To illustrate this problem, one complete file, for miscellaneous vendors
whose name started with the letter “N,” was missing. The Accountant stated
that the file had been borrowed by the Division Director and not returned to
her. We asked the Division Director if she knew about what happened with
the file. However, she stated that she did not have the file and did not know
whereit was. About half of the missing documentation we needed to
examine was in this miscellaneous “N” file.

The documentation for each purchase should be maintained in the files at
Fine Arts. When purchase documentation is missing from the filesit is
impossible to determine whether procedures were followed and the
purchases were approved.

7.17 ACTIONSTAKEN PER MAYOR’S OFFICE RESPONSE:

7.17.1 A tracking number is assigned to every purchase made from a
Countywide contract and blanket order to assist the fiscal section in
monitoring purchases.

7.17.2 An €electronic system is used to assign requisition numbers.

7.17.3 Requisition formsare maintained numerically aswell as by vendor
name.
The original requisition formismaintained numerically to
allow for quick research.
Theduplicate requisition formismaintained in a separate
file, along with the supporting documentation by vendor.

7.18 RECOMMENDATIONS:
We recommend that:

7.18.1 The Mayor’s Office actionstaken, outlined above, be made part of
a written Division purchasing policy (see Section 7.3.1).

7.18.2 FineArtsadopt and maintain afile check out procedureto record
the issuance and location of files.

7.19 Travel-advance payments received by Fine Arts employees
for per diem were not always computed accurately.

The Patron Services Manager attended a seminar on “Crowd Management”
in Las Vegas, Nevada from March 18, 2001, to March 21, 2001. Originaly
the total per diem requested was $252. The per diem advanced was $852.

Countywide Policy #1019, “Travel Allowance and Reimbursement,” Section
2.2.2 states, “ Employees traveling outside the state will be allowed an
advance consistent with the per diem maximumrate established by General
Services Administration (GSA).” During 2001, the per diem rate allowed by

75



Salt Lake County Auditor

The Patron Services
Manager spent $271
more than the initial
advance authorized
under GSA guidelines
for athree-day trip
during 2001.

For threetrips, the
Division Director
received one more day’s
worth of per diem than
she should have.

Report: Audit of Fine Arts

the GSA for Las Vegas, Nevada was $72 for lodging and $38 for meals and
other expenses, for atotal of $110 per day.

The Patron Services Manager was on official business for 3.5 days and
should have received a per diem of $385 according to GSA guidelines. We
examined the Travel Expenditure Report submitted for the trip. The amount
spent for the hotel ranged from $86.11 to $216.91 per night. The totdl
amount spent on the trip above the allowed per diem was $271. The Patron
Services Manager indicated that the prices were high because the NCAA
Basketball Tournament occurred on the same days as the conference. The
Patron Services Manager also stated that the trip was not approved until just
prior to the conference, thus the hotel was not booked far enough in advance
to avoid the high prices. She aso stated that prices at other hotelsin the area
were aso high.

However, during our examination we found that the warrant for the per diem
was issued on February 20, 2001, approximately one month before the
conference. Through further research, we aso found that the Mountain West
Conference Basketball Championship occurred March 8-10, 2001, at the
Thomas and Mack Center in Las Vegas. This was about one week before the
seminar that the Patron Services Manager attended. The NCAA Basketball
Tournament occurred March 15 — April 2, 2001, but none of the games were
played in Las Vegas. Therefore, the high hotel price was not due to the
tournaments occurring in Las Vegas while she attended the seminar. We
agree with the observation in the Mayor’ s Office response that hotel rates
vary based on a number of factors. In this case, however, rather than
engaging in speculation regarding the cause of room rate fluctuations, we
were testing the assertion made by the traveler.

In addition, we found three trips taken by the Division Director during 2001

in which the per diem advanced was not accurate. For each trip, the Request
for Travel Allowance form indicated an incorrect number of days that the
employee was on official travel for the County. In each case, one additiona
day of per diem was advanced above the actual days the employee was out of
town. Thetotal amount advanced for all three trips was $450 above the
amount alowed according to the actual number of days on travel. The total
amount advanced for per diem was spent by the Division Director. In
addition, for one trip, an extra $165 was paid to cover expenses beyond the
authorized limit.

In examining the Travel Expenditure Report for each trip the Division
Director made during 2001, we aso found that the amount spent on the hotel
was aways higher than the rates published by GSA. For the three trips, we
calculated that the amount spent above the GSA rates for hotels was $698.
The Division Director indicated that the hotel charges were higher because
she traveled by herself and selected hotels that were in a safe part of the city.
Two of these trips were to New Y ork City and Los Angeles, cities where
safety could have been a concern.

76



Salt Lake County Auditor

Fine Arts was billed for
114 more cleaning hours
than wasrecorded. It
appears that the County
was over-billed by
$1,166.
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Countywide Policy #1019, Section 3.0, states, “ ...It shall be the
responsibility of the traveler's organization to review the itemized
expenditurereport and verify the propriety of each receipt, i.e. to determine
thereceipt is for the amount claimed, it is an authorized expenditure, it is
reasonable in amount and nature, and it does not violate provisions of this
procedure or other County policies and procedures [ Emphasis added] .”
Although GSA standard is the guideline for the amount of the travel

advance, nonetheless, it also should act as a benchmark for determining the
reasonableness of expenditures.

The Auditor’s Office isinvolved in the issuance of travel advances, however,
their involvement is limited to receipt of excess travel advances remitted
back to the County. If expenditures exceed the amount advanced,
responsibility for reconciliation rests with the organization, and

reimbursement by the employee is received through payroll.

The Community Services Director, aong with Fine Arts management,
should closely monitor travel expenditures to ensure that the funds spent on
travel concur with GSA approved rates. Many of the best hotels located in
prime areas of big cities will honor GSA per diem rates, if requested.

7.20 RECOMMENDATION:
We recommend that:

7.20.1 Per diem for travel be monitored and disbursed at the approved
rates published by the General Services Administration, with exceptions
specifically approved by the Director of Community Services.

7.21 The total hours submitted by a cleaning company on the
Capitol Theatre Cleaning Order and Report (Cleaning
Report) Form did not match the hours charged on the
invoices paid by Fine Arts.

We examined the event file for the Beauty and the Beast production that
occurred at Capitol Theatre from July 28 to August 18, 2002. We found two
invoices in which the hours submitted by the cleaning company on the
Cleaning Report did not match the number of hours Fine Arts was billed.
Oneinvoice dated July 30, 2002, charged Fine Arts for 48 cleaning hours.
When we examined the Cleaning Report the hours actually worked totaled
36. Another invoice dated September 4, 2002, charged Fine Arts for 536
cleaning hours. The Cleaning Report supporting this invoice showed 434
hours actually worked.

Between the two invoices, it appears as though Fine Arts was billed for 114
more hours than was recorded on the Cleaning Report. The cleaning
company charges Fine Arts $10.23 per hour. At thisrate, Fine Arts appears
to have been over-hilled by $1,166.
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Money from the
Tourism, Recreation,
Cultural and Convention
Center (TRCC) Fundis
used to subsidize Fine
Arts operations, typically
in the amount of $2
million annually.
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The initids of the Production Manager were on the invoices indicating his
approval. We asked the Production Manager to explain the differencesin the
amounts billed on the invoices and the number of hours recorded on the
Cleaning Report. He indicated that the cleaning company occasionaly does
other cleaning to assist the regular custodians at Fine Arts, such as cleaning
chanddliers. He said the cleaning company did not submit Cleaning Reports
in these situations. He also stated that he did not have any other backup to
show that the work was actually completed.

An independent review of the invoice and the Cleaning Report would have
revedled the anomalies such as the ones mentioned above. Asthe individual
performing the review follows-up on any differences, the proper controls
will be in place to ensure that funds are not mishandled or being spent on
unapproved services.

7.22 RECOMMENDATIONS:
We recommend that:

7.22.1 Fine Arts management require vendors to submit adequate
documentation to support billing for services provided.

7.22.2 Fine Arts management review the back-up documentation
submitted by vendors before approving invoices for payment.

8.0  Accounting Processes/ Accounts Receivable/ Revenue
Recognition

The Pecioli genera ledger software is the central repository of financial
information and the “off-line’ Fine Arts accounting system. This off-line
general ledger receives source data from several other components,
including: 1) the Prologue ticketing system; 2) Excel spreadsheets used to
summarize data from Prologue and to produce Event Settlement Statements,
and 3) the County’s Advantage Financial Accounting System (AFIN). Fine
Arts revenue is recognized from service fees charged on ticket sales and
from rents charged to event promoters for building and equipment usage.
Any deficiency in these revenues to cover Fine Arts operational expensesis
made up by atax subsidy from the Tourism, Recreation, Cultura and
Convention Center Fund (TRCC); these tax subsidies have typicaly
amounted to about $2 million annually.

Pecioli can produce a Fine Arts Balance Sheet and Income Statement, as
required, at any given point in time. The Fine Arts Fiscal Manager prepares
an accounting journal voucher to report Fine Arts revenue, and accounts
receivable and payable to AFIN. Accounts payable occur when Fine Arts
owes money to an event promoter for ticket sales relating to that event.
Accounts receivable, on the other hand, occur when an event promoter or
outside organization owes money to Fine Arts for expenses these
organizations incurred in using Capitol Theatre, Abravanel Hall, or Rose
Wagner, the three Fine Arts facilities available to performing groups.
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Usualy, ticket sales are sufficient to cover these expenses; if not, or if ticket
sades did not occur, then an organization will owe money to Fine Arts.

Fine Arts has ongoing contractual relationships with a group of eight

“tenant” organizations, such as Ballet West and the Utah Opera and
Symphony. These groups have offices within Fine Arts facilities. Account
settlement for tenant organizations differs from most other groups since the
process of netting event expenses against ticket sales, in an Event Settlement
Statement, is not the designated procedure. Instead, tenant organizations
have their ticket sales remitted to them weekly or periodicaly, and then rent
and other expenses are billed to them separately. This process resultsin a
recurring accounts receivable balance for each of these organizations.

To provide comparability and mirror Pacioli with AFIN, it is necessary to
record some of the Fine Arts-related accounting data complied in AFIN into
Pecioli. Thisis because many Fine Arts expenses are processed directly
through the Auditor’ s Office, instead of the Fine Arts administrative offices,
creating the need to record, by journal voucher, transactions from AFIN to
Pacioli to provide comparability.

Coordination and personad initiative among the Fiscal Manager, Event
Managers, Ticket Office personnel and the Treasurer’s and Auditor’s Office
are required to ensure the accuracy of the accounting process. When
deficiencies occur in any of these aress, the system falters, as we discovered
in the following findings:

A $1.155million shortage in the Treasurer’sDepository account
occurred because of accounting errorsand inadequate over sight.

The Fiscal Manager has engaged in logically inconsistent
accounting processes that misstated revenues and produced
inaccur ate balance sheets.

Redundant processes unnecessarily drain employee time and
I esour ces.

Receivables were arbitrarily adjusted in December 2001 and
January 2002.

Multiple on-going problems with the credit card portion of the
attempted monthly Depository account reconciliation
contributed to consistent inaccur acies.

Revenue recognition has not been timely dueto a lack of
coordination among Fine Arts staff in different functional areas,
and deficiencies in accounting system integration.

Fiscal personnel were not following the written internal Fine
Artspoliciesand proceduresfor managing accountsreceivable.

Report: Audit of Fine Arts
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The Fine Arts general ledger system is obsolete, no longer
updated, and customer support isno longer available.

8.1 A $1.155 million shortage in the Treasurer’s Depository
account occurred because of accounting errors and
inadequate oversight.

All Fine Arts cash, checks and credit card collections from ticket sales are
deposited into the Treasurer’s Depository account. The Treasurer records
cash for Fine Arts, and cash deposits from other County organizations, in a
genera ledger depository account, distinguishing each organization by a
unique identifying number. Fine Arts requests transfers out of the
Depository account under two recurring circumstances. 1) To transfer money
to the Fine Arts Event Settlement account, and 2) To recognize Fine Arts

revenue, in which case the revenue amount is transferred to the Fine Arts
Fund balance. This processis depicted in Figure 3, below.

Event Settlement Acct
Fundstransferred here for:

- Find settlement of
ticket sales (less
outside expenditures,
ticket sales fees, and
rental charges) to

Fine Arts
X promoters
Depository Acct - Outside expenditures
- Ticket sdles on behaf of promoter
- Advance renta Fundstransferred:
Deposits
- Tenant rent
- Coat Check fees .
X Fine Arts Fund
) \I\;Ier(cj;handlser?aleﬁ Balance- Cash
- vending machine Fundstransferred here for:
sales
Revenue recognized
from:
- Ticket sales fees
- Rental charges

- Coat check fees, etc.

Figure 3. Fundsare transferred out of the depository account to settle with
promoters, pay promoter’s outside expenditures and to recognize Fine Arts revenue.

The $1.155 million shortage, previoudy identified, in the Depository account
resulted from accounting errars in double reporting or otherwise inaccurately
stating revenue. To correct these errors, the Mayor’ s Office fiscal
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troubleshooter has prepared a journa voucher reducing the Fine Arts Fund
balance by $1.155 million, and transferring that amount back to the
Depository account. He has identified errors occurring over the period 1999-
2002.

Asnoted in Section v. on page 9, in 1999, a $251,000 contribution to Fine
Artswas treated as revenue. Initially, the Fiscal Manager of Community and
Support Services properly credited the contribution to the Capital Revolving
Fund. Subsequently, the Fiscal Manager recognized the contribution as
“revenue’” when it was posted erroneoudly to the Pacioli monthly revenue
statement. When the journal voucher was prepared transferring this
misclassified “revenue” to the Fine Arts Fund balance, the effect was to
erroneously reduce the Depository account by the amount of the
contribution, thereby shorting the account by $251,000. Double-reporting
revenue and the subsequent reduction of the Depository account for this
“phantom revenue” demonstrates the Fiscal Manager’ s lack of attention to
detail.

Other accounting errors followed in subsequent years. Revenue for January,
February and March of 2000, totaling $312,916, was incorrectly recorded
twice, resulting in a duplicate reduction to the Treasurer’s Depository
account, and therefore, an additional shortage in that account of $312,916.

The Mayor’s Office fiscal troubleshooter has identified yet another

unrelated, overstatement of revenue of $312,207 from the on-line ticketing
system, Tickets.com Theseticket purchases were assessed a service charge
of $4.00, of which Tickets.com retains $2.50, and Fine Arts receives $1.50.
However, the Fiscal Manager was incorrectly recognizing the full $4.00.

In Table 2 below, the cumulative revenue misstatements identified have been
summarized. The reader will note that the cumulative total of these chronic
misstatements is $1.155 million.

Summary of Revenue Misstatements

1999 Contribution recorded as revenue $251,000
1999 Excess cash transferred $120,683
2000 Jan., Feb. & March revenue recorded twice $312,916
2000 Excess cash transferred $84,689
2001 Excess cash transferred $184,676
2002 Shortage of cash transferred ($188,582)
2000-2002 | Overstatement from Tickets.com $312,207
1999-2002 | Shortage of cash transferred (over & short) ($23,351)

Unknown difference (Y et to be identified) $100,738

Total $1,154,975

Table 2. Revenue misclassifications, over a period of three years, resulted in
material misstatement of Fine Artsrevenue.

The Treasurer’ s Depository account should be maintained accurately and
with attention to detail to ensure that all monies due event promoters are
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available for payment, and that Fine Arts revenue is accurately recognized.
Fine Artsincurs an obligation and position of trust with respect to event
promoters.

The critical reconciliation process between the Fine Arts and the Treasurer’s
record of the Depository account had not been properly performed since the
Treasurer’ s Office discontinued this service to Fine Arts at the end of 1999.
Since that time, the Fiscal Manager attempted to match corresponding
numbers between her records and the Treasurer’ s Depository account
through a matching process. Non-matching figures were smply listed as
reconciling items, without reference to the balance in the Treasurer’s
Depository account.

The Mayor’s Office fiscal troubleshooter has gone back to June 2002 and
reconciled the Depository account, monthly, going forward through the end
of 2002. Heis continuing this process on a monthly basis. For the first five
months of 2002 and going back to 1999, he has performed the reconciliation
on an annua basis.

8.2  ACTIONSTAKEN:

8.2.1 Reconciling itemsfor the $1.155 million shortage in the
Treasurer’ s Depository account have been isolated, except for an unknown
difference of $100,738. An accountingjournal voucher hasbeen prepared
and processed, reducing the Fine Arts Fund balance by $1.155 million,
and restoring this amount to the Depository account.

8.2.2 A proper monthly reconciliation between the Treasurer’s
Depository account and Fine Arts records, and a reconciliation between
Fine Arts cash and the Prologue report of ticket salesis now being
performed.

8.3 RECOMMENDATION:

We recommend that:

8.3.1 TheAuditor and the Mayors Office undertake a joint effort to
further identify the $100,738 of unreconciled items.

8.4 The Fiscal Manager has engaged in logically inconsistent
accounting processes that misstated revenues and
produced inaccurate balance sheets.

The application of logically inconsistent accounting processes have led to
misstated revenues and inaccuracies in Fine Arts internally-generated
financia statements. The end result of under or over-reported revenue
impacts the taxpayer subsidy to Fine Arts from the TRCC Fund. Though
understatement of revenue occurred in many monthly transactions, revenue
overstatement, as outlined in the previous section, created the largest error,
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by dollar amount, and led to an erroneoudly understated tax subsidy to Fine
Arts from the TRCC Fund.

In addition, the internally generated Balance Sheet, produced by Pacioli, did
not agree, on a consistent basis, with the County’s AFIN system. As part of
the countywide accounting system, AFIN produces a Fine Arts Balance
Sheet to which the Fine Arts general ledger should reconcile.

Among the processes that led to misstatements were the following: 1) The
Fiscal Manager underreported revenue to make up for a cash shortage in the
Depository account, 2) Residual balances in event accounts were netted and
an adjustment made to revenue, 3) The Fiscal Manager produced erroneous
journa entries.

The Fiscal Manager underreported revenue to make up for a cash
shortage in the Depository account. The Fiscal Manager prepared a
monthly journa voucher to report Fine Arts revenue to the County’s AFIN
system. Thisjournal voucher aso reported the net change in accounts
payable and receivable for the month and was submitted to the Auditor’s
Office, for posting to AFIN.

The Depository account received all bank deposits from ticket sales and was
reduced for transfers made to the Event Settlement Account. The Depository
account was also reduced when Fine Arts recognized revenue, which was
then transferred to the Fine Arts Fund. Thus, if Fine Arts submits ajournal
voucher to the Auditor’s Office to recognize revenue of $20,000, the
Treasurer’s Depository account will be reduced by an equal amount.

Revenue reported to the County’s AFIN system is based entirely on the
accumulated and summarized revenue entries reported in Pacioli. The Fiscd
Manager created a monthly Income Statement from Pacioli that was the basis
for the amount of revenue reported to AFIN. However, rather than reporting
total revenues as they appeared on the Income Statement, she made illogical
adjustments. First, she subtracted credit card fees, shown as “contra-
revenues’ on the Income Statement, despite the fact that these fees had
already been subtracted to arrive at “total revenue.”

After subtracting the “ contra-revenues,” the revenues were again reduced by
an arbitrarily determined amount intended to make up for a shortage in the
Treasurer’s Depository account. If properly reconciled, the amount of cashin
the Treasurer’ s Depository account would equal advanced ticket sales from
events, not yet settled, plus accumulated Fine Arts revenue from tenant rents
and other fees and charges. Thiswas a basic concept that the Fiscal Manager
did not understand or ignored.

Asthe Fisca Manager prepared the monthly journal voucher to report
revenue, she would determine that the Depository account had insufficient
cash to cover both the revenue transfer, and the immediate settlement of all
outstanding events. Making no apparent attempts to determine the source of
the problem, the Fiscal Manager tried to build up the cash balance by
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shorting the amount of revenue reported. This reduced the amount
transferred out of the Depository account. She surmised that revenue could
be shorted each month to bring the Depository account to a point where it
could satisfy outstanding settlements on all events.

This process of double-subtracting contra-revenues, then shorting revenue to
make up for the cash shortage, makes no sense from an accounting
standpoint, and shows the Fiscal Manager’ s failure to grasp the process for
determining and reporting revenues. The Fisca Manager explained the
“contra-revenue’ double subtraction as something she learned from the
previous Accountant. She produced an Excel spreadshest, with notationsin
the margin, which she said represented instructions from the previous
Accountant. A prudent Fiscal Manager would have investigated the shortage
in the Depository account to determine the cause before deciding to short the
revenue transfer to increase the cash balance.

Residual balances in event accounts result from a deficiency in Prologue
posting of ticket sales. We noted that residual balances were evident in
event settlement accounts. These balances were the result of a deficiency in
Prologue, which resulted in some current-month ticket sales being posted to

a prior month. These debit or credit balances were not treated as money
owed either to or from an event promoter. Thus, they do not represent
accounts receivable or payable, in the traditional sense.

These balances resulted from the process of updating ticket salesin
Prologue, which were subsequently not properly reflected in Pacioli. For
example, if a patron ordered tickets in February, and then ordered additiona
tickets in March, the posting in Prologue of the additiona order would carry
back to February ticket sales. However, Pacioli would only reflect the
origind report of February ticket sales, and the additional ticket order would
escape posting in Pacioli. According to the Mayor’s Office fiscal
troubleshooter, the residua balance write-offs initiated since the
commencement of our audit have resulted in a reduction in revenues of less
than $5,000.

The Mayor’s Office fiscal troubleshooter indicated that residual balances and
the lack of reconciliation between Prologue and the general ledger system
could be resolved through an interface between the two systems. In addition,
he stated that Prologue is developing a general ledger module to interface
with the ticketing system. In the meantime, he is developing a process to
“flag” carry-back ticket orders, and correct the problem before it resultsin
residual account balances.

The Fiscal Manager produced erroneous journal entries. TheFisca
Manager prepared a monthly journal voucher to transfer expenses and
balance sheet items reported in the County’s AFIN system to the Pacioli
genera ledger system, so that the Pacioli Balance Sheet reconciles to the
AFIN Balance Sheet. For example, Fine Arts expenses relating to purchases
are processed through the Auditor’ s Office and come to the attention of the
Fiscal Manager only through AFIN. We learned from our interviews that the
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Fisca Manager apparently misapplied a journa-entry procedure outlined by
the prior Accountant. The unintended result of her interpretation of the
procedure was a series of financial misstatements.

For example, we noted a significant negative balance of $202,000in
“vouchers payable’ in the Pacioli Balance Sheet, which dd not reconcile to
AFIN “vouchers payable.” This negative balance was highly unusud,
because balance sheet accounts do not normally have a negative balance. A
negative balance in “vouchers payable” would indicate that a vendor would
somehow owe money to the County. We determined that the Fiscal Manager
had double and triple posted the payments the County made to vendorsin
Pacioli. For example, we discovered that she had appropriately posted
January payments to vendors. However, she then erroneously posted the
January plus the February payments to vendors, which she did againin
March. The accumulation of January, February, and March payments
erroneoudy posted, created the negative balance. Thisincident, again,
shows a lack of attention to detail and this series of repeated errors
demonstrate the incompetence of the Fiscal Manager.

85 ACTIONSTAKEN:

8.5.1 TheMayor’s Office hastaken disciplinary action against the Fine
ArtsFiscal Manager. However, it should be noted that the Fiscal Manager
may challenge this personnel action.

8.5.2 TheMayor’sOffice hashired an Associate Director of Community
Services to provide additional support to the Mayor’s Office fiscal
troubleshooter and the acting Fiscal Manager of Fine Artsin identifying
problems, and improving processes and procedures.

8.6 RECOMMENDATIONS:
We recommend that:

8.6.1 Out of the efforts of the Mayor’s Office initiatives and the
Auditor’s findings, a comprehensive documentation of fiscal, accounting
and budgetary procedures be developed and Fine Artsfiscal personnel be
appropriately trained in these processes and procedures.

8.6.2 FineArts accounting system requirements be jointly studied by
the Mayor’ s Office and the Auditor and, based on their recommendations,
appropriate system improvements be made.

8.7 Redundant processes unnecessarily drain employee time
and resources.

We noted that Fine Arts accounting personnel were creating financia
documents from aready-existing reports generated in Prologue. These
processes involved re-entering data from a Prologue report into an Excel
spreadsheet. The resulting documents generated in Excel, presumably, were
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able to facilitate analysis of financia data and provide a more user-friendly
format. Nevertheless, the redundancies involved in re-entering data to create
these documents were inefficiencies in the accounting system. These
inefficiencies could be addressed by devel oping a Prologue reporting format
that is compatible and exportable to Excel spreadsheets, or interfaced
directly with an upgraded general ledger system.

Redundancies we noted were found in three areas: 1) A monthly “Service
Charge Summary” to track ticket sales collections, 2) Monthly hillings to
outside ticket vendors for ticket sales relating to Fine Arts facilities, and 3)
Monthly financial statements reflecting operations and activities within Fine
Arts. The latter involved a redundancy, not with Prologue, but with the
Pacioli general ledger system. Pacioli already produces financia statements
which accounting personnel then re-enter onto an Excel spreadshest.

Monthly Service Charge Summary. The Service Charge Summary is
produced in Excel using data manualy re-entered from a Prologue report of
ticket sales. It providesticket sales detail for each event, aswell as
corresponding service charges on those sales occurring during the month.
Fine Arts uses this summary as the source document for reporting service
charge revenues and ticket salesto the Pacioli general ledger system. Itis
also used as the source document for recording in Pacioli any cash overages
or shortages that occur during the month, by comparing the actua bank
deposits to cash collections reported on the Prologue ticket-sal es report.

The redundancy occurs because al information in the Service Charge
Summary is dready produced in the Prologue Report of Ticket Sales. The
problem with the Prologue ticket sales report isthat it contains extraneous
information not useful to the task of recording ticket sales, service charges,
and revenues. The procedure followed by the Fiscal Manager was to select
certain ticket sales data and service charge revenues, then manually re-enter
these into an Excel spreadsheet. The product was an easier-to-read
spreadsheet format with eight columns of ticket sales and collections data,
and anywhere from 40 to 150 rows, representing each event for which tickets
were sold that month.

Certainly, a computer-generated report in this format, produced either
directly from Prologue or through a compatible interface with Excel, would
increase efficiency. Another enhancement would be an appropriate interface
between Prologue and an integrated general ledger system, which would
summarize ticket sales and service charge revenues, and produce monthly
journa entries to record this activity in the generd ledger.

Billings to Outside Ticket Vendors. ARLtTiX isthe Fine Arts proprietary
ticketing system used for sdlling tickets to events occurring at Capitol

Theatre, Abravanel Hall and Rose Wagner. In addition to these sites, five
other ticketing locations, outside of Fine Arts, are included within the

ARLTiX system—Kingsbury Hall, the University of Utah Union Information
Desk, Eccles Theater in Logan and Park City and the Salt Lake Acting
Company. Each one sells tickets for the other’ s events.
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This reciprocal arrangement for ticket sales requires a reconciliation process
whereby actual sales are credited to the site where the event is occurring. To
accomplish this task, Fine Arts produces monthly billings in an Excel
spreadsheet based on data derived from Prologue ticket-sales reports. Fine
Arts hills the five remote ticketing locations for tickets sold for events at

Fine Artslocations, i.e. Capitol Theatre, Abravanel Hall and Rose Wagner.
In addition, they generate separate hills to reflect the amounts that remote-
ticket sites would owe each other, and for what Fine Arts owes to these
remote vendors.

The process is redundant because billing information aready exists on
Prologue reports, but not in aformat suitable for billing. Billing requires
additiona calculations before arriving at the amount to be billed. To
produce an invoice, Fine Arts accounting personnel manually select
necessary data from Prologue Ticket Sales Reports and re-enter thisdatain
an Exced spreadshest. Not only is the process redundant, it is aso
convoluted, involving a series of decisions about the amounts to include, and
also the application of percentages. The process is not documented, and only
one person, the Accountant, is trained in the procedure. Thus, if the
Accountant was to become incapacitated, the billing process for remote-site
ticketing could well breakdown.

An automated billing process, integrated with Prologue and the genera
ledger, would eliminate the redundancy and the reliance on asingle
individua to produce invoices. An additional enhancement would allow
electronic transfer of funds between these ticketing locations based on
reconciliation statements of ticket sales, which are automatically produced.

Financial Statement Duplication in Excel. Fine Arts Balance Sheets and
Income Statements can be produced from Pacioli on demand. Nevertheless,
the Fiscal Manager found it necessary to re-enter the same data each month
into Excel spreadsheets, thereby reformatting the Balance Sheet and Income
Statement to a more user-friendly presentation. Other subsidiary schedules
are being reproduced in Excel, such as monthly summaries of accounts
receivable.

Apparently, Pacioli could not produce reports with the required financial
comparisons. Having the financia statements and other subsidiary schedules
in an Excel spreadsheet facilitates data analysis because of the Excel
“caculation formulas’ and ease of data manipulation. Nevertheless, re-
entering this data into a spreadshest is time-consuming.

Fine Artsisingalling Quick Books Pro, general ledger software, as an
interim upgrade to the current Pacioli system, and plans to further upgrade
the system to even more powerful software. Hopefully, an updated software
package will have integration features, which will eliminate redundant re-
entry of financial datainto Excel spreadshests.
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8.8 RECOMMENDATIONS:
We recommend that:

8.8.1 FineArtsinformation systems and accounting personnel examine
ways to apply the Proogue report writing function to produce reportsin a
format compatible and exportableto the general ledger system, and Excel
spreadsheets as needed, thereby reducing or eliminating redundancies.

8.8.2 FineArtsinformation systems and accounting personnel explore
ways to automate the billing process among the various ARtTiX agencies,
and a process to electronically transfer funds between these agencies.

8.9 Receivables were arbitrarily adjusted in December 2001 and
January 2002.

In December 2001, the Fiscal Manager increased the Fine Arts accounts
receivable balance by $6,653, without supporting documentation, and did so
again in January 2002, by a smaller amount, $75. These erroneoudy
adjusted totals were recorded to AFIN accounts receivable. The Fisca
Manager could not recall recording these transactions or why these amounts
arbitrarily appeared in the accounts receivable detail. This once again
demonstrates the Fiscal Manager’s lack of adherence to fundamental
accounting principles and practices.

8.10 RECOMMENDATIONS:

We recommend that:

8.10.1 Any write off or adjustments to accounts receivable balances
receive appropriate supervisory review and be supported by detailed
backup.

8.10.2 The Auditor’s Office undertake an independent confirmation of
accounts receivable balances.

In the Mayor’s Office response, they state that an accounts receivable
confirmation “ has been done.” The Mayor’s Office troubleshooter, who
performed this work, explained that the process involved mailing letters,
setting forth accounts receivable balances, to al tenant organizations, all
ARLtTiX ticketing outlets, and three or four other event promoters that had
used Fine Arts facilities, for atotal of about 15 letters. He and the
Accountant reviewed all accounts receivable balances, and made changes
and fixed problems in accounts as deemed necessary. They then sent
confirmation letters to other organizations that had stopped making payments
on their accounts, but not to those that were continuing in their payments,
assuming that these organizations, since they were paying, knew the correct
amount of their balance. By their admission, they did not confirm 100
percent of accounts receivable.
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In addition, the response process involved phone calls, and not the physica
receipt of aletter or document from respondents. One or two merely sent in
acheck to pay their outstanding balance. The process did not entail a positive
confirmation statement by the organization, and was more of an informal
exercise to shore up accounts receivable. Clearly, this*confirmation

process’ was not what would be considered a procedure conducted according
to professional standards.

Our recommendation envisions the mailing of confirmation letters to all
parties that have outstanding accounts receivable, and requesting that they
return the letter, verifying or disputing the purported balance contained in it,
as a positive statement of their obligation.

8.11 Multiple on-going problems with the credit card portion of
the attempted monthly Depository account reconciliation
contributed to consistent inaccuracies.

We reviewed the credit card portion of the Fiscal Manager’ s attempted
monthly reconciliation of Fine Arts records to the Treasurer’s Depository
account, as described in Section 8.1, from January-June 2002. The most
significant problems included:

The American Express merchant discounts, which are the per-
transaction fees charged by the company, were not recorded in a
consistent manner, month-to-month, on the reconciliation. For instance,
in January, May, and June merchant discounts were subtracted from
American Express card deposit amounts, with the net figures shown as
the deposit amounts on the reconciliation. In contrast, from February
through April the merchant discounts were added to the deposit
amounts, and these figures were shown on the reconciliation as the
deposit amounts, an inconsistent and inaccurate treatment.

In addition, the total American Express discount amounts were
deducted as a “ miscellaneous entry” on the June reconciliation. This
was the only month that this deduction was made. As aresult of these
errors, the Fiscal Manager’ s reconciliation overstated American
Express revenue by approximately $1,837 in February, $729 in March,
and $3,282 in April, and understated that revenue by approximately
$1,887 in June.

Visaand MasterCard fees and adjustments were deducted on the Fiscal
Manager’s reconciliation based on credit card statement amounts called
“Financia Advice.” These are the fees and adjustments incurred, but
not actually deducted during the statement period. The amount actually
deducted from the Depository account is based on the credit card
statement’s “Financia Detail,” which are the fees and adjustments
deducted during the statement period. Differences arisng from
additional fees and adjustments incurred between the “ Advice’ date
and the “Detail” date were not reconciled.
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The amount entered on the Fiscal Manager’ s reconciliation for January
Visaand MasterCard fees and adjustments did not agree with either the
“Advice’ or the “Detail.” Instead, the amount entered appeared to have
been “plugged” to bring the total of the Visa and MasterCard fees, as
well as that month’s Discover card fees, equa to the amount actually
deducted from the Depository account for that month.

Inexplicably, nine VisslMasterCard deposit entries on the January-June
reconciliations did not match the corresponding deposits on the
Treasurer’s ledger for the Depository account, or the corresponding
amounts on the VisalMasterCard statements.

Intransit adjustment amounts on the reconciliation a so appeared to be
“plugged” figures, with no supporting calculations shown.

These problems indicate the Fiscal Manager’ s lack of understanding of the
reconciliation process, and alack of the appropriate attention to detail.

8.12 ACTION TAKEN:
8.12.1 See Action Taken 8.2.2

8.13 Revenue recognition has not been timely due to a lack of
coordination among Fine Arts staff in different functional
areas, and deficiencies in accounting system integration.

The Fiscal Manager recorded monthly Fine Arts revenue to the County’s
AFIN system, with an average lag of three months. As mentioned in a
previous section, she reported revenue to AFIN based on adjustments to
Pacioli reports. The Fiscal Manager cited delays in Event Manager
submissions of Event Settlement Statements as the primary cause for the lag.
She aso attributed the problem to the time required by the Treasurer to
process and deliver the Teasurer’ s report of Fine Arts Depository cash,
typicaly a one-month lag, and the time needed by the ARtTiX administrator
to complete adjustments to the Prologue ticket sales reports.  The Fiscal
Manager appears to have had difficulty asserting her authority over various
staff involved in the process to gather timely information.

The Event Settlement Statement details event revenue earned by Fine Arts
from contracting events, and is one source document used for recording and
reconciling revenue in Pacioli. The longer an accounting process stretches
out, the more difficult it becomes to accomplish a particular monthly close
out.

Most large business enterprises, with significant monthly billings and cash
flow, establish well-defined accounting cutoff periods. This ensures that
accounting periods are closed promptly and open items are recorded on the
books appropriately.

90



Salt Lake County Auditor

8.14 RECOMMENDATIONS:
We recommend that:

8.14.1 The Fiscal Manager be given full authority to coordinate all
accounting and budgetary matters at Fine Arts.

8.14.2 An event cutoff policy and procedure be established for recognition
and reporting of accrued revenue and expenses at the end of any given
accounting period.

8.15 Fiscal personnel were not following the written internal Fine
Arts policies for managing accounts receivable.

An interna policy governing Fine Arts accounts receivable is currently
written and in place. It provides for several commonly used collection
techniques including notification letters, interest accrua on uncollected
balances, and referral of excessively delinquent accounts to the District
Attorney’s Office. For example, Section 3.2 of Fine Arts' internd policy
states: “ All receivableswill accrue an interest charge on the unpaid balance
of the account compounded monthly as per contract terms.” Moreover,
Section 3.5 of the same policy provides for delinquent account referral to the
County (now District) Attorney’s Office by stating, “ After ninety days the
account receivable will be turned over to the County Attorney’ s Office for
collections.” We found that Fine Arts fiscal personnel were not charging
interest on unpaid delinquent balances nor were they referring excessively
delinquent accounts to the District Attorney’s Office.

Accounts receivable, where outside organizations owe money to Fine Arts,
occur less frequently than accounts payable, where Fine Arts owes money to
outside organizations, usualy to event promoters. As mentioned previoudy,
the tenant organizations, those artistic groups that are resident within the
Capitol Theatre, Abravand Hall or Rose Wagner, typically maintain an
accounts receivable balance with Fine Arts, due to the unique settlement
process in place for these groups. Rather than netting ticket sales against
expenses in a settlement statement, Fine Arts remits each group’ s ticket sales
collections to them weekly or periodicdly. Fine Arts then bills tenant
organizations separately for building and equipment rents, and other fees and
charges.

In addition to tenant groups, outside organizations also accrue accounts
receivable with Fine Arts. These outside organizations are performing
groups or other organizations that rent Fine Arts facilities, like high schools
and TV production companies. These organizations either do not sell tickets
or ticket sales are insufficient to cover rent and equipment expenses. Also
included in accounts receivable are amounts owed to Fine Arts from the
outside ARLTiX locations for ticket sales these vendors make relating to
events a Fine Arts facilities. Findly, included in Fine Arts accounts
receivable balances are the bad checks that patrons have written for event
tickets. The bank returns these checks to the Treasurer’s Office and they

Report: Audit of Fine Arts
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attempt to collect the outstanding balance. Fine Arts typically runs a balance
of $5,000 to $7,000 in bad checks. The consistent balance in bad checks
points to a need for better collection efforts or write-off of checks that are
deemed uncollectable.

We analyzed the trend in accounts receivable over a 36-month period from
July 1999 through June 2002 and found that balances in these accounts were
increasing, indicating a need to more closely monitor and follow through on
collections efforts. During this period, the eight tenant organizations—Ballet
West, Gina Bachauer Foundation, KBY U-FM, Repertory Dance Theater,
Ririe Woodbury Dance Company, Salt Lake Art Center, Utah Opera
Company and the Utah Symphony—in addition to 166 outside organizations,
appeared in Fine Arts detail of accounts receivable balances. The average
accounts receivable balance over the three-year period for al organizations
combined was $168,273, for tenant organizations it was $80,467, and for
outside organizations the average balance was $87,806. However, a
significant increase occurred when isolating these account receivable
balances to the 12-month period from July 2001 through June 2002.

Account balances, in total, averaged $198,269, an 18 percent increase over
the 36-month period. Outside organizations averaged $96,488, a 10 percent
increase; and tenant organizations averaged $101,780, a 26 percent increase.

Accounts receivable balances from the outside ticketing locations are
sgnificantly contributing to the growth in overall receivables. For example,
the Eccles Theater in Logan maintained a consistent outstanding balance of
$24,000 to $31,000 during the period July 2001-July 2002. Before July

2001, their balance consistently ran much lower, from $6,000 to $11,000.
Arrangements should be put in place to require el ectronic transfer of funds
related to sales from outside ticketing locations within days of the conclusion
of ticket sales. Remote ticketing locations are agents of ARtTiX, asis
ARLtTiX an agent of these remote locations. Therefore, each standsin a
position of trust with respect to the other. We are concerned that certain of
the unpaid balances relate to ticket sales on events long since settled by Fine
Arts.

We a so noted that an outstanding balance was forgiven during 1999, when
the County Commission absolved $51,500 in rent owed by the Salt Lake Art
Center (Art Center) in exchange for six paintings from the Art Center. The
Art Center displays paintings and other works of visual art. Like other tenant
organizations, the Art Center originally contracted to pay rent for its use of
Fine Artsfacilities. However, as part of the rent-forgiveness arrangement,
Salt Lake County has agreed to charge the Art Center rent at a nominal
annual cost of $1. This arrangement is set forth in a Transfer of Art
Agreement, dated June 30, 1999.

This Transfer of Art Agreement, was drafted by the County Attorney’s
Office, and approved by the former County Commission. Under this
agreement, the County is contractually bound to keep the six different works
of art for five years without selling them. At the end of the five-year period,
the Art Center has the option of repurchasing these pieces for the same
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amount at which they were valued, $51,500. Otherwise, the County can then
sall or trade them, without restriction. The reason for this arrangement was
the Art Center’ s inability to cover its rent expense. Public admission to the

Art Center is free, and the organization relies on contributions for its support.

We conclude that this transaction was ill advised. This contract resulted
from afailure to secure payment for a growing account receivable. Further,
there remains a question as to whether the Arts Center ever had the capacity
to pay rent. This caseis presented as awarning against allowing accounts
receivable to drift.

8.16 RECOMMENDATIONS:

We recommend that:

8.16.1 Fine Artsreduce the balance in accounts receivable through
vigorous and timely collection efforts, in compliance with their own written

policy.

8.16.2 Immediateaction betaken to expeditethe processfor collecting from
outsideticket vendorsfor currentticket sales, and that outsdeticket vendorsbe
linked to provide for real-time billing and electronic fund transfer.

8.16.3 The County Council adopt a resolution setting forth a payment
standard for remote ticket locations, requiring such agentsto provide full
payment on ticket sales within ten days from the date of sale.

8.16.4 FineArtswork with the Treasurer’s Officeto collect on bad checks
and reduce the unpaid balance through improved collection efforts.

8.17 The Fine Arts general ledger system is obsolete, no longer
updated, and customer support is no longer available.

As previoudly discussed, Pacioli is an off-line system that does not interface
with Prologue, Excel or the County AFIN system. All inputs from these
other systems must be entered manually into Pacioli. An interface between
the Prologue ticketing system and the general ledger system is essentid to
support a functional and integrated accounting system.

8.18 ACTION TAKEN:

8.18.1 Quick Books Pro 2000 is currently being installed as an interim
replacement to Pacioli pending acquisition of a more comprehensive
solution.

9.0 Issuanceof Certain Complimentary Tickets
Fine Arts policy generdly allows tenant organizations to receive a credit on

their “Rental/ Personnel/ Labor/ Equipment” Settlement Statement for the
value of complimentary tickets given to Salt Lake County employees.

Report: Audit of Fine Arts
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During our review of complimentary tickets issued to employees for tenant
events from July to December 2002, we noted inconsistencies between
amounts that should have been credited according to completed

complimentary ticket approva forms, Ticket Office reports, and amounts
actualy credited on the statements.

These inconsistencies are summarized in Table 3, below.

Complimentary Tickets Value vs. Credit Given Tenant on Settlement

IS é*ﬁn % 5
S 0 = o E ~ @ =
Event/ Tenant % % % §_ g z 1&) E‘%

oL x O &5

< :=J r &

= =
| | Qty | $ |OQty| $ $
A Midsummer Night's 5 | $185| 7 | $265 $300

Dreany Ballet West

An Evening of Ballets/
Ballet West 0 | %0 | o 0| %00

The Nutcracker/ Ballet West | 22 $332 | 26 $992 $300

Otello/ Utah Opera-
Symphony

* Dollar amounts for complimentary tickets are listed as $0 on Ticket Office reports. We
estimated the dollar amounts for Ticket Office reportshbased on the most common ticket price

listed on the approval forms for each event.
**Estimated, one form had no $ amount listed.

4 | $260 | 4 | 60| 12

* %

Table3. Variousrecords of complimentary tickets given away that were maintained
by Fine Arts failed to match each other.

Our findings related to these inconsistencies include:

Incorrect amounts wer e credited on tenant settlementsfor
complimentary ticketsissued to Salt L ake County employees.

Employee Complimentary Ticket Approval Forms were not
always completed.

In the Mayor’ s Office response to our report, they call for “ a distinction
between ... the practices of the Commission and the methodol ogy the Mayor
has employed as it relates to [ complimentary] tickets” and the
acknowledgement that the practice has changed since the issuance of the
opinion in Commission vs. Short. However, we did not examine requests for
complimentary tickets issued prior to the change in form of government.

The issue of touring company complimentary tickets has also been raised in
the Mayor's Ofﬁpe response. Th_erefor_ez we feel obliged to note_tha_t the
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An apparent lack of
training and supervisory
review resulted in the
Event Manager
completing tenant
settlement statements
incorrectly.
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number of complimentary tickets issued for these non-tenant productions are
contractudly stipulated with the touring production promoter. This category
of tickets will normally have a monetary value at least equal to the retail
price of the ticket, athough, unlike tickets for tenant events, the value of
these tickets is not credited to promoters. This means that these tickets are
provided to the County at no cost. Thus, we did not examine complimentary
tickets issued for these non-tenant, touring productions, during the course of
our fieldwork.

Even though these tickets are provided, through contractual agreement, at no
cost to the County, they constitute a valuable County asset, and their control
and issuance should be closaly monitored. In the Mayor’ s Office response,
they state that, “ use of complimentary tickets is monitored by the

[ Community Affairs Director] asa central point for [ticket] requests.” An
effective system would both control requests for tickets and distribute such
tickets according to an established County policy that assures that this
vauable County asset is devoted to an identified public purpose. This level

of monitoring does not appear to be even informally well established
currently.

Complimentary tickets are also issued when contracting agencies wish to
“paper the house” when a performance fails to produce substantial ticket
sales. Thereis no written policy on the issuance of, and crediting for,
complimentary tickets. It is our intent to perform follow-up audit work, to
broaden our view of Fine Arts complimentary ticket issuance practices.

9.1 Incorrect amounts were credited on tenant settlements for
complimentary tickets issued to Salt Lake County
employees.

The differences between the dollar amount of complimentary tickets issued
and the amounts credited on the tenant’ s statements occurred because the
Event Manager who prepared the settlements assumed, incorrectly, that the
amount to credit was pre-determined and contractually set. This Situation
could unfairly favor either the County, asin the case with the Nutcracker, or
the tenants, as in the case with the other three events shown in the table
above, depending on the number of complimentary tickets issued and the
pre-determined charge amount used. An apparent lack of training and
supervisory review resulted in the Event Manager completing these tenant
settlement statements incorrectly.

9.2 RECOMMENDATIONS:
We recommend that:
9.2.1 Event Managers accur ately credit tenants for employee

complimentary tickets based on the actual number of tickets issued for
each event, at the ticket’s pre-determined price.
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9.2.2 A written policy and procedure outlining the use of and crediting
for complimentary tickets be established and maintained and that Event
Managers be trained to comply.

9.23 Ajoint effort be undertaken by the Auditor and the Mayor’s Office
to review and improve the tenant settlement process.

9.3 Employee Complimentary Ticket Approval Forms were not
always completed.

According to the Fine Arts Special Events Coordinator, differencesin the
number of tickets issued, between approval forms and Ticket Office reports,
occur because forms are often not completed for requests made at short
notice, such as late in the day of a performance. The Special Events
Coordinator stated that when these requests occur, they are often made by
members of the Mayor’s Office or the Community Services Department, at
the last minute prior to a performance.

The Fine Arts Division has provided blank Complimentary Ticket Approva
Forms to these organizations and asked that they complete and forward them
to Fine Arts when these short-notice requests are made. However, these
forms are often not completed, according to the Special Events Coordinator.

In the Mayor’ s Office response to our report, they claim that they “ are
aware of onerequest [for comp tickets] by the Department in the time since
the change of form [ of government.]” Our review of this assertion shows
otherwise. For the 2002 production of The Nutcracker alone, according to
ticket office reports, as vaidated by Complimentary Ticket Approva Forms,
when completed, there were five requests, for atotal of 16 tickets, made by
the Mayor’s Office or Community Services Department. One of these
requests, for four tickets, was not documented by a Complimentary Ticket
Approva Form, but only by an e-mail, indicating a potential short-notice
request. Another request for four tickets had no accompanying
Complimentary Ticket Approva Form, again indicating the possibility of
short notice. Thislack of request accounts for the difference between the
number of tickets requested and the number of tickets actually issued for the
Nutcracker, as shown in Table 3, page 94.

In addition, one of the Ticket Office Supervisors related the following
incident, during our recent follow-up interviews. The Mayor’s Office
requested eight tickets for the Jerry Seinfeld production on April 4, 2003.
The recipient of two of the tickets was specified. However, the remaining
Six tickets were sent to the Mayor’s Office. To date, the ultimate recipients
of the six tickets have yet to be reported to the Ticket Office.

Moreover, the Ticket Office Supervisor indicated that as recently as April
27, 2003 she was asked to set aside the twenty complimentary tickets
contractually provided by the promoter of the Les Miserables production,
scheduled for June 4, 2003. These requests, according to the Ticket Office
Supervisor, normally come from the Mayor’s Office through ether the
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Division Director or her Assistant (the Specia Events Coordinator). The
Ticket Office Supervisor noted, on the Prologue ticketing system, under this
transaction, the following: “ Getting names from the Mayor’s Office is
difficult.” In both of these cases, the ticket request forms have not been
completed.

9.4 RECOMMENDATION:
We recommend that:

9.4.1 Employee Complimentary Ticket Approval Forms be completed
and approved in advancefor all complimentary ticket requests, including
those made at short notice. Completed and approved forms could be faxed,
or sent by e-mail in electronic format, to the Ticket Office.

10.0 Fixed and Controlled Assets

Our objectives for this portion of the audit were to review asset purchases for
the years 2001 and 2002 to ascertain whether all newly purchased fixed and
controlled assets are being adequately accounted for, and to determine if
Countywide Policy #1125 “ Safeguarding Property/Assets,” and #1100
“Surplus Property Disposition/Transfer/Internal Sale” are being adhered to.

A fixed asset isan item of rea or persond property owned by the County,
having an estimated life expectancy of more than two years, and meeting the
criteriafor capitalization. Currently, the capitdization threshold for

individual persona property itemsis equd to or greater than $5,000.

A controlled asset is a persona property item, which is sengitive to
conversion to personal use, having a cost of $100 or gresater, but less than the
current capitalization threshold. Personal communication equipment is
considered to be a controlled asset regardless of the cost of the individua
items.

Our findings are:

No system isin placefor an authorized person to verify physical
receipt of newly purchased controlled assets.

Newly purchased controlled assets have not been tagged or
accounted for properly.

Fixed and controlled asset listsarenot current, and we could not
verify that an annual inventory for 2002 had been done.

Accountability for individually assigned controlled assets, and a
check-out system for shared property, needsto be established
and monitored.

Sur plus assets need to be disposed of timely and with proper
documentation.

Report: Audit of Fine Arts
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Despite allegations regar ding construction of furniture for
personal use, we found no supportive evidence.

10.1 No system is in place for an authorized person to verify
physical receipt of newly purchased controlled assets.

Fine Arts purchasing process for controlled assets begins with preparation of
athree-part requisition form by the individual needing an item. After going
through an approval process, the Purchasing Clerk receives and retains one
copy of the requisition form until the item is delivered. The requester retains
the other two copies until the item isreceived. After delivery, the clerk
receives one of the requester’s copies, aong with the dealer invoice, for
processing payment. However, at Fine Arts we discovered that neither the
Property Manager, nor any other person independent of the purchaser,
verifies that the item has been actually received. Nor, does anyone tag the
item or enter the item inventory information on an asset list on a consistent
basis.

Countywide Policy #1125, Section 2.2.8 and 2.2.12 (e) states, “The property
manager will...coordinate with the organization’ spurchasing clerktoensure
all newly acquired property isidentified and accountability is appropriately
established...ensure proper receiving controlsarein place so that property
received is what was ordered, and that upon receipt all other property
controls explained in the policy are followed.”

10.2 RECOMMENDATION:

We recommend that:

10.2.1 Fine Artsensure that adequate receiving controlsarein place, in
accordance with Countywide policy.

10.3 Newly purchased controlled assets have not been tagged or
accounted for properly.

We could not verify that some recently purchased assets were actually
received and present. We went through the Purchase Request Forms for the
years 2001 and 2002 and made note of all the asset purchases that could be
considered controlled assets. We compared those purchases with the lists of
assets provided by Fine Arts and with the physical inventory we conducted.
Because so many assets had not been tagged, listed on the controlled lists, or
the invoice copies did not contain adequate identification, we could not

verify that all the purchases for the period covered were received and on site.

For example, five Dell Inspiron 8100 Notebook Iaptop computers were
purchased on December 26, 2001. We were able to account for four of them
a Fine Arts locations. The other laptop is reported to be in the possession of
the Division Fiscal Manager. Various tools were purchased over the two-
year period, some we could locate, but they were of such variety, without
I.D. tags, and at so many locations, that we could not determine which were
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There were several items
listed that could not be
located and 59 percent of
the items we inventoried
had not been tagged.
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the recent purchases. Other items like vacuums, hand trucks and specialty
equipment were untagged and so vaguely described on the invoices that,
again, we could not make a confirmation. Also, packing dips, with
identifying information, were not kept with the purchase files, making it
difficult to identify specific items. Assets need to be accounted for as soon
as they are purchased.

104 RECOMMENDATION:
We recommend that:

10.4.1 Newly purchased controlled assets be tagged and accounted for at
the time they are received.

10.5 Fixed and controlled asset lists are not current, and we
could not verify that an annual inventory for 2002 had been
done.

Fine Arts has not had a permanently assigned Property Manager since the
passing of the Operations Manager in July 2002. However, the interim
Property Manager provided us with three separate lists of controlled assets,
one for each of the three facilities under Fine Arts control, Capitol Theatre,
Rose Wagner, and Abravanel Hall (with some assets at the adjoining Art
Center). Additionally, Fine Arts Information Services personnel gave us a
list of computer-related equipment.

To help in contralling inventory, Fine Arts has numbered identification tags
for controlled assets. Each of the facilities has a different colored tag, red for
Capitol Thesatre, blue for Rose Wagner, green for Abravand Hal, with a
generic tag for items that are used at all sites. The system to account for and
control assetsiswell conceived, if consstently applied, but the process
appears to have been ignored for some time.

With the assistance of the interim Property Manager, we conducted an
inventory of fixed and controlled assets at al of the facilities. We then
compared our inventory results with the lists provided. Our inventory
revealed items that had been tagged, but the facility lists had not been
updated to include those items. Some tag numbers shown on Fine Arts' lists
were actually on different items than indicated on their lists. The fecility lists
had not been updated to include fixed-asset items that were now valued at
below the fixed-cost threshold, which should be reflected as controlled
assets, where appropriate.

There were tagged items shown on the facility lists that we could not locate,
after a reasonable search, and 59 percent of the items we inventoried did not
have tags. Our comparison aso reveaed, for example, that the latest fixed
asset list showed three pianos in inventory, two at the Capitol Theatre and
one at Abravanel Hall. However, our search reveaed there were four pianos
at Capitol Theatre, four at Rose Wagner and two at Abravanel Hall, for a
total of 10. The list of eectronic equipment was Smilarly deficient in that it
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was not updated for new purchases, did not include older items, or was
incongstent with the other listsin that it did not show tag numbers and
locations in the same format.

The interim Property Manager subsequently reported to us that all four of the
pianos at the Capitol Thestre are owned by Fine Arts, two of which were not
included on the Auditor’ s fixed asset list. One of the two pianos a Abravanel
Hall is owned by the Utah Symphony, the other is on the fixed asset list.
Three of the pianos at Rose Wagner belong to Fine Arts, two of which arein
the process of restoration, having been recently purchased from the Salt
Palace under the surplus program. The fourth piano found at Rose Wagner
belongs to Ballet West. It is unknown, at this point, whether the pianos
missing from the fixed asset list should be on the list, because the original

cost may not exceed the current capitalization threshold.

We also found no evidence that an annua inventory was completed for the
year 2002. Due to modifications of the County fixed asset system imposed
by GASB 34 compliance, the Auditor’s Office, for the year 2002, did not
produce and forward to agencies the Fixed Asset Inventory By Organization
Report, AFIN 0801. As aresult, the Auditor has not required that the Annual
Report of Inventory be provided by County organizations to the Auditor for
2002. However, this does not relieve agencies of the responsbility of
following the policy that an annua inventory be completed and al applicable
functions relating to the control of assets remain current.

We again refer you to Countywide Policy #1125, Sections 2.2.2, 2.2.3, 2.2.8,
and 2.2.11, Property Manager’s duties, “ Accounting for all controlled
assets...maintain records as to current physical location of all fixed and
controlled assets...property isidentified and accountability isappropriately
established...at least annually, conduct physical inventory of fixed assetsand
controlled assets.”

10.6 RECOMMENDATION:

We recommend that:

10.6.1 Fixed and controlled asset lists be maintained and updated, and
annual inventories be conducted by a property manager appointed to carry
out those responsibilities.

10.7 Accountability for individually assigned controlled assets,
and a check-out system for shared property, needs to be
established and monitored.

Our inventory showed that there were individualy-assigned controlled
assets, such as lap-top computers, pam pilots, radios, and cdl phones, for
which there were no Employee Control Formsin use. We could not |locate
severa radios shown on the facilities lists, and there were radios on the list
assigned to persons no longer employed. In the shop aress at each site were
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numerous hand tools that were shared, but not controlled as required by
County Poalicy.

Countywide Policy #1125, Sections 2.2.12 (c), ad 2.3.4 state, “To ensure
adequate accountability, property managers should establish internal
protective controlsappropriate for custody of the property assigned...using a
checkout system for shared property.” Sections 4.3 and 4.3.1, state, “the
property manager shall maintain recordsto manage controlled assetsusing
the following forms (or forms that contain substantially the same
information).... Controlled Assets Inventory Form - Employee is used for
those assets, which due to their nature, are used by (and therefore readily
assignable to) an individual. Controlled Assets Inventory Form —
Organization is used for property not readily assignable to an individual
employee or which is shared by more than one employee.”

10.88 RECOMMENDATION:
We recommend that:

10.8.1 Fine Artsusethe forms specified in Countywide Policy #1125, or
similar forms, for individually assigned or shared property.

10.9 Surplus assets need to be disposed of timely and with
proper documentation.

At each facility we observed equipment that was stored, or collected in
closets and open aress, that is scrap or apparently no longer useful to Fine
Arts. The clutter of unused and old equipment could be a nuisance to those
who need to operate in already tight surroundings, such as in the Capitol
Theatre stage control room and Ticket Office areas. These items should be
properly surplused in atimely manner. Also, there were items on fecility lists
that could not be located, if those assets are in fact missing, they should be
listed on a PM-2 Form and removed from the lists according to palicy.

We refer to Countywide Policy #1125, Section 2.3.3 “When employees
determine property they are using isno longer needed it should be disposed
of under supervision of the Property Manager in accordance with
Countywide Policy #1100 Surplus Property Disposition/Transfer/Internal
Sale.” Policy #1100 defines surplus property as“ personal property that is
no longer needed by a County agency for the performance of itsduties,” and
scrap as“ personal property for which thereisno residual value beyond the
value of its material content.” Items meeting these criteria need to be
surplused. For those items that are in fact missing, but still listed,

Countywide Policy #1100, Section 6.4.1 states “a completed PM-2 Form
listing items to be written off from the assets records, is to be submitted for
approval to the Mayor.”

Report: Audit of Fine Arts
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10.10 RECOMMENDATION:
We recommend that:

10.10.1Surplus items be disposed of in accordance with Countywide
policy.

10.11 Despite allegations regarding construction of furniture for
personal use, we found no supportive evidence.

We were asked to investigate allegations that material had been purchased
over aperiod of time and used to construct furniture items for persona use
by Fine Arts employees. We reviewed selected purchase requests and
invoices for the years 2001 and 2002. The invoices reviewed were those of
specialty lumber companies and hardware retailers. We were looking for
furniture-quality lumber and hardware such as handles, hinges, drawer dides,
etc.

Our review reveaed that during the years 2001 and 2002 purchases from one
lumber specidty store totaled $3,345.86 for 2001, and $4,479.11 for 2002.
The bulk of these purchases were for red oak lumber. Review of other
gmilar companies revealed no purchases of furniture-quaity lumber or
hardware.

We interviewed severa persons employed at Fine Arts, skilled in wood shop
operations, and asked them to examine some of the invoices we had
reviewed, and indicate for what purpose the materials had been used. They
reported that over the last two years the lumber had been used to build eight
ticket stands, 10 program holders, 20 easdls, six stair units for the Rose
Wagner and Abravanel Hall venues, and six lecterns (speaker podiums), al
of red oak. They stated that some of the material was till in the shop where
they continue to make some small items. We verified that some pieces of the
red oak lumber were on shelves at the Capitol Thestre shop. We aso
physicaly inventoried some of the items listed above and verified their
presence.

They aso showed us other items that they had constructed from the oak
lumber, such as small cabinets for storage, tool cases, renovations in dressing
rooms, a Rose Wagner studio dance floor, and platforms for the Capitol
Theatre orchestra pit. They asserted that all items built in the shops were for
use at one of the Fine Arts sites.

Representatives of the District Attorney:s Office continue to investigate the
possibility of furniture items being constructed for non-County use.

11.0 Compliancewith Fair Labor StandardsAct Rules

During our interview with one of the Event Managers, she asserted that the
compensatory time and overtime policy at Fine Arts was not well
communicated during the hosting of the Cultural Olympiad, associated with
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the 2002 Winter Olympic games. According to the Event Manager, in
February there was an on-again, off-again verba authorization of overtime,
by the Divison Director, during the Cultural Olympiad. Furthermore, we
verified that neither the Division Director nor the Payroll Administrator
sought advice regarding overtime policy from either County Personnel, or
the Mayor’s Office.

The Event Manager asserts that she worked numerous overtime hours during
the Cultural Olympiad events at Abravanel Hall for which she was only
partidly paid. This, according to the Event Manager, entailed working a
2,800-seat theatre for 22 straight days, putting on 17 James Beard Dinners,
nine shows/specia events, and hosting 21 straight days of piano gallery and
the viewing of the Chihuly Exhibits. She aso clamsthat staff at Rose
Wagner had numerous “dark days,” but were not assigned to Abravanel Hall
to fill the gap. This seemsto contradict the assertion of the Special Events
Coordinator, who stated that Rose Wagner did have down time during the
Olympics, and that staff was, indeed, rotated to cover events at Abravanel
Hall. Despite the above, the Event Manager has made no claim for payment
of the excess overtime.

In clear contrast with the Event Manager’ s assertion is an existing memo
from the Division Director, dated February 5, 2002, specifically addressing
the process to obtain overtime during this period. This memo statesin part,

“ Effectiveimmediately, through February 24", over eight hoursof overtime
must have prior approval fromme...” It appearsthat overtime hoursworked
by the Event Manager, for which she was paid, fell within the eight hour per
week ceiling authorized by the Division Director. When questioned on these
matters, the Event Manager asserted that she made no record of the excess
overtime worked because she was not authorized to perform the overtime
hours.

In this regard, the Community Services Director asserted her understanding
that the staffing demands during the Olympiad were largely carried out by
SLOC volunteers. According to the Mayor’ s Office response to our audit,
“TheDivision Director was specifically queried by the Department Director
on how overtime would be handled in the Olympic period. Theresponsewas
that they would use their normal overtime policy. No complaints were
received by either the Department or the Mayor concerning overtime
practices during or immediately following the Olympics. No unusual
overtime practices were noted on payroll. Only at the point of the Mayor
staff’ s review were any comments made on thisitem.” This response
confirms that the actual overtime requirements for the Olympic period were
never assessed through any in-depth analysis. Had such action been taken,
the need to address subsequent employee comments and complaints
regarding overtime may have been avoided.

In hisinterview, the Chief Fiscal Officer reported that the Mayor’s Office
became aware of overtime assertions during the recent Mayor’s Office
investigation. Although we are not aware of any action being taken by the
Mayor on this matter, such action may be underway. In brief interviews with
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the Ticketing Services Manager and the other Event Manager they also
indicated that they had worked some overtime during the Olympics, which
they did not record, and for which they were not paid. However, the
following andysis would indicate that the Ticketing Services Manager was
indeed paid $1,422 in overtime, and both Event Managers received
approximately $400 in overtime.

We extracted payroll data to anayze the accrua and payment of overtime
during February and March of 2002 on al Fine Arts employees. During our
anaysis we found the following:

Overtime paid to Fine Arts employees during February and
March 2002 totaled approximately $4,836.

Compensatory (comp) hours accrued by Fine Arts employees
during 2002 totaled 536 hours, equivalent to approximately
$9,053.

11.1 Overtime paid to Fine Arts employees during February and
March 2002 totaled approximately $4,836.

Our analysis for the period February and March 2002 disclosed that the
Ticketing Services Manager received the most in overtime pay, $1,422. The
second highest amount paid in overtime, $495, was paid to the Patron
Services Manager. Figure 4 below summarizes the overtime paid to Fine
Arts employees during the time period mentioned above.

Fine Arts Overtime for 2/28/02 -3/15/02
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Figure4. The employee who received the most overtime pay during February and
March 2002 was the Ticketing Services Manager.
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The two Event Managers received approximately $400 each in overtime pay
during the time period. As mentioned above, one of the Event Managers
worked overtime at Abravane Hall during the Olympics. According to the
County Payroll System, that Event Manager was paid for 15 overtime hours
during the Olympics. We were unable to confirm that she had worked any
hours in addition to those paid, which validates her assertion that excessive
overtime had not been recorded on time sheets.

Countywide Policy #5420, “ Overtime and Compensatory Time,” Section
2.5.1 gtates, “ County Divisions, sections, or work units may develop policies
consistent with this policy (#5420) as provided in Countywide Policy
#1000.”

11.2 RECOMMENDATIONS:
We recommend that:

11.2.1 FineArtsreviewtheir need for a special overtime policy, based on
the unusual demands placed on their organization for hosting events.

11.2.2 Countywide policy and the Fair Labor Standards Act be strictly
adhered to during timesin which overtime is unavoidable.

11.3 Compensatory (comp) hours accrued by Fine Arts
employees during 2002 totaled 536 hours, equivalent to
approximately $9,053.

During the audit we examined total compensatory (comp) time accrued by
Fine Arts employees for 2002. According to the County Payroll System,
only two employees accrued comp time during the Olympics in February
2002. The Fiscal Manager accrued one hour of comp time and one of the
Rose Wagner Stage Managers accrued 3.75 hours of comp time during
February 2002. The Patron Services Manager accrued 91 hours of comp
time, about 46 hours more than any other Fine Arts employee, during 2002
as shown in Figure 5, on page 106.
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Fine Arts Employee Comp Time Accrued
1/01/02 - 12/16/02 (In Hours)
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Figure5. The County Payroll System did not show any comp time accrued for the
Event Managers, Accountant, or Community Arts Specialist during 2002.

Countywide Policy #5420, Section 2.1 dtates, “ Covered employees must be
compensated at time and one-half their regular rates for hours actually
wor ked over 40 in a work-week. FLSA nonexempt/cover ed employees may
be granted compensatory time off, in lieu of cash payment, for overtime
hours worked at a rate of not |ess than one and one-half hours of
compensatory time for each hour of overtime worked. Compensatory time
will be preserved, used or exchanged for cash payment in accordance with
this Policy and Procedure and with FLSA.”

The payroll data that we extracted did not report any comp time accrued by
the Event Manager who claimed to work extra hours during the Olympics.
The only compensation she received above her normal pay was $400 in
overtime pay. However, we were unable to verify actual hours worked
because comp time was not recorded on time sheets at Fine Arts.

11.4 RECOMMENDATION:

We recommend that:

11.4.1 FineArtsimplement a policy on comptimein linewith countywide
policy and the Fair Labor Standards Act.
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12.0 Continuing Audit Work at Fine Arts

In various sections of this report we have made recommendations that
require the Auditor’s Office to do additional work at Fine Arts. These
recommendations are repeated here as a summarization of the content of the
Auditor’s on-going efforts, which essentially represent a second phase of this
audit. If circumstances warrant, the scope of this second phase may be
expanded.

Representatives of the Auditor’s Office, the Mayor’s Office, and
Fine Arts meet to identify and reach agreement on the specific
content of the event settlement process, with a goal of ensuring that
full-cost recovery of charges for non-tenant shows is consistently
achieved. (See Recommendations 1.7.2 and 9.2.3)

The Auditor’s and the Mayor’ s Offices undertake a joint effort to
further identify the $100,738 of unreconciled items related to the
Depository account. (See Recommendation 8.3.1)

The Auditor’s and the Mayor’ s Offices jointly study the Fine Arts
accounting system requirements and, based on their
recommendations, make appropriate improvements. (See
Recommendation 8.6.2)

The Auditor’s Office undertake an independent confirmation of
accounts receivable balances. (See Recommendation 8.10.2)

The Auditor’s Office perform follow-up work on Fine Arts
complimentary ticket issuance practices. (See Section 9.0)
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I ntroduction to Mayor’s and Department’s Comments

As stated in the report, a draft copy of our audit report was transmitted to the Mayor’s Office on April 24,
2003. This Appendix contains the full-text of the Mayor’s and Community Services comments on the
draft copy of this audit.

We have inserted our responses to their comments throughout the text of the comments. Most of our
responses have been taken directly from the body of our fina report, and include a reference indicating
the section, page number(s), and, where possible the paragraph(s) on the page(s) on which the reference
appears in the body of the final report. Please note that, because of formatting changes required to
facilitate the printing of thisreport, these references may not be completely accurate.

Page number references in the Mayor’ s/Department’ s comments are related to the page numbering of the
draft copy originally provided to them and, therefore, for the most part do not coincide with the page
numbers of the final report. In addition, names that were included in the Mayor’ s/Department’ s comments
have been replaced with titles. These replacement titles are bracketed in the text of the

Mayor’ s/Department’ s comments.

Our responses, that are solely included as an insert to their comments, i.e. those that are not included in
the body of the final report, are clearly referenced as such.

Three types of text appear in our responses to the Mayor’ s/Department’ s comments. These include:

Red text, which indicates language that did not appear in the draft copy provided to the Mayor’ s Office,
which has been added, and isin our fina report.

Black text that islined through, which indicates language that was in the draft copy provided to the
Mayor’s Office, which has been deleted, and is not in our fina report.

Black text, which indicates language that is unchanged and, therefore, is the same in both the draft copy
and our final report.
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May 7, 2003

Craig Sorensen, Auditor
Salt Lake County Auditor

Dear Craig:

Thank you for the opportunity to respond to the “draft” audit prepared
concerning the Salt Lake County Center for the Arts (Fine Ants).

We appreciate the findings and recommendations as displaved in the draft
document received. As a general staternent, we agree with the findings as
they rephicate and confirm the findings of the Mavor’s internal review
team. The recommendations are well received, and as often noted in the
report. we have already begun the implementation of many of them. The
process of implementing change in the Fine Arts Division will be on-going
with close attention from the Department and Mayor's Office. We will
continue to work with your staff and others in implementing the changes.

In this document we will provide our feedback on the draft. It is our
expectation that these comments will be considered for adjustments in the
final copy and/or will be available in the final report as our “response.”
We look forward to the opportunity to discuss this further with vou and
vour staff.

Again thank you for the effort of the Auditor’s team.

Sincerely, ~
D LSSt

David Marshall, Chief Administrative Qfficer
Salt Lake County Office of the Mayor
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MAYOR'SAND DEPARTMENT'S COMMENTS
ON DRAFT AUDIT OF THE CENTER FOR THE FINE ARTS

EXECUTIVE SUMMARY

The first paragraph isincorrect on the timing of the involvement of the District Attorney’s Office. The
Digtrict Attorney’ s Office was notified of possible problemsin the Fine Art’s Division prior to any
determination to implement discipline on any employee. The Attorney was contacted to assist in
determining methodology of review and because we desired to conduct the entire process under with the
advice of the County Didtrict Attorney’s Office. Movement of the Mayor’s team into the Division and
notice to the District Attorney’s Office occurred virtually at the same time.

Auditor’sresponseto Mayor’s/ Department’s'scomment - Executive Summeary, Page
i, Paragraph 1. Thisaudit was initiated at the request of the District Attorney’s Office,
after they were asked by the Mayor’s Office to assist in determining the methodology for
areview, which they anticipated being conducted under the guidance of the District
Attorney’s Office. Our Office's understanding of the focus of this review wasto
determine appropriate disciplinary actions with respect to certain Fine Arts employees.

Mayor’ s/ Department’s Comments continued...

The statement that the process was implemented because of the specific complaints of any employee is
also incorrect. The Mayor’s Office, as explained in our interview with the Auditor’s staff, was
uncomfortable with the responses we had received to our requests for information, the manner in which
the Division Director and other employees reacted when information was requested, and the fact that we
were concerned with the accuracy of the information. In fact, [the Fiscal Manager and Accountant’s|
initial responses to our requests were actualy quite different than the information [the Accountant] later
provided. [The Accountant’s] initial responses were that [the Division Director] had directed that she and
[the Fiscal Manager] respond as they had to our requests for information. She did not express concerns
about the competence of the managers nor did she provide instances of mis-management. If anything,
theseinitial responses led usto believe it was more a question of desire rather than competencein
providing the information we had requested.

[The Mayor’s Chief Adminigtrative Officer] had approached the Mayor with these problems as known at
that time and a determination had been made that “after the Olympics’ we were going to do a more
thorough review of the Divison. As early as May 2002 plans were being prepared to move [a member of
the Mayor’s Office fiscal and budgetary team] into the review process. [The Mayor’s Chief
Adminigtrative Officer and Chief Fiscal Officer] were specifically concerned with afedling that the
Divison could not provide cash positions and five year projections of estimated budgets. Inability to
project TRCC fund transfers required were of particular concern. Also, the Mayor’s Office was
specifically concerned with what was perceived to be attempts of the Division to be uncooperative with
[the Director of Community Services| on management iSsues.

The letter from [the Ticketing Services Manager] and subsequent meeting with [the Mayor’s Chief
Administrative Officer] came after the review process had begun. [The Accountant’s] expressions of
concern through the Personnel Division were taken very seriously. However, the review was not a direct
result of these employees complaints. These complaints, however, did provide a better frame work for
what would be reviewed and that there was expedited need.

APPENDIX A, Page 3 of 38



Auditor’sresponseto Mayor’s/ Department’scomments - Executive Summary, pagei,
paragraph 2. According to subsequently issued disciplinary letters from the Community
Services Department, Fhese-aetions this review was were-undertaken in response to
allegations, made by a seme Fine Arts employee, of fiscd irregularities at Fine Arts. As
the Mayor’s Office’ s review progressed, the District Attorney independently asked the

Auditor to conduct aflnanC|aI reI ated audlt WeFe+nf-9Fmed—t-hat—the4¥4-eyer—s©ﬁ-|-ee-had

Introduction, page 1, paragraph 2, through top of page 3. ...the Mayor’s Office had
initiated disciptinary-aetions areview, in response to reports and allegatlons made to the
Mayor’s Office by seme a Fine Arts employees-on September 25, 2002. The employee
alleged ef improper use of Fine Arts financia accounts and the failure of Fine Arts
management to follow Countywide policy regarding employee business medls. The
District Attorney’s representative also confirmed that the review of these alegations had
resulted in disciplinary actions againgt the Fine Arts Division Director and Fisca

Manager.

The Director of the Community Services Department (Department Director) addressed a
demotion letter to the Divison Director, dated November 7, 2002, which sets forth the
timeline of these events. The Department Director stated in her letter, “On Wednesday,
September 25, 2002 a formal verbal complaint regarding inappropriate fiscal and
administrative practices in the Center for Fine Arts Division was presented to [the
County’ s Employee Assistance Program Coordinator]. An employee made a complaint
after several unsuccessful attempts were made to notify you of the seriousness of the
financial problems within the organization. Due to the nature of the complaint, [the
Empl oyee Assistance Program Coordinator] notified me and a meeting was scheduled
for Friday, September 27". During thismeeting it wasdecided that... [amember of the
Mayor’s Office fiscal and budgetary team], would conduct an internal review of the
fiscal practicesin the Center for Fine Arts Division [ Emphasis added].”

We concluded from the timeline set forth above that the Mayor’ s Office acted with
dispatch in commencing their formal investigation of these matters on September 27,
2002, as aresult of a specific complaint received from the employee, as outlined above.

The Department Director’s letter goes on to state, “On October 2, 2002 | met with you
[the Division Director] to discuss your performance evaluation. At that time, we
discussed my sense that | was continuing to face challenges with the fiscal practices of
thedivision. Although | was unawar e of the depth of the fiscal management issues, at the
time of your evaluation, it isreported that you had been in contact with employees and
heard their complaints, but did not include thesein our discussions. Asyou are aware,
over thelast year | discussed with you on multiple occasions concerns with fiscal
management. As a director, it isyour responsibility to oversee fiscal operations and
ensure compliancewith all relevant county policies. Timeand again, | wasinformed that
mattersupon which I inquired wer e being handled according to policy. | informed you
that [ a member of the Mayor’ s Office fiscal and budgetary team] would be conducting a
review of the divisionsfiscal practices [ Emphasis added].”

Simultaneous with the Division Director’ s performance evauation on October 2, 2002, a
letter was delivered to the County’s Chief Administrative Officer in which aformal
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“whistle-blower” complaint was set forth by the Ticketing Services Manager. The
alegationsin the letter, likewise, added a degree of priority to the Mayor’s Office efforts.

We reviewed this time-line with the representatives of the District Attorney’ s Office that
were assigned to advise on these matters, and they confirmed the following:

The first contact with the District Attorney’s Office by the Mayor’s Office was
on September 27, 2002, as aresult of the Fine Arts employee's complaint to the
Employee Assistance Program Coordinator of the County.

The Mayor’s action to contact the District Attorney’s Office and begin an
“internal review of fiscal practices’ was caused by this employee complaint.

The District Attorney’s Office was enlisted by the Mayor’s Office to provide
legd advice in addressing the employee complaint and any subsequent, potential
personnel actions.

During the course of the District Attorney’ s advice to the Mayor’s Office, the
District Attorney’s Office representative participated in an ad-hoc group with the
Mayor’s Office staff, gathered to address Fine Arts problems. The District
Attorney’ s representative became progressively aware of the expanding scope of
fiscal irregularities, i.e. improper use of petty cash, improper cash advances to
promoters, etc.

Personnel actions did, in fact, result from findings regarding serious fiscal
irregularities.

The Digtrict Attorney’s Office representative also took independent action to
inform her Division Director of concerns of potentia criminal activity.

Thereafter, the District Attorney personally contacted the Auditor, and formally
requested an audit.

The District Attorney’ s Office representative confirmed that the Mayors Office
and her staff were concerned about issues at Fine Arts as early as May 2002, but
no action was taken by the Mayor’s Office to initiate a formal review until
September 27, 2002.

Mayor’ s/ Department’s Comments continued...

In your statement of factors contributing to the problems, you note the “ assumption that incumbent

divison directors, including the Fine Arts Director, possessed adequate fiscal and supervisory skills” As
you are aware, the Fiscal Manager possesses a Master’s Degree in Accountancy. The Division Director
had decades of experience including supervisory responsibility in the Divison. The Division Director

was aso in the process of receiving a Master’s of Business Administration. The audit later references the
“untested” assumption that these people had the necessary skillsto bein their positions based on

education and experience. While the word “untested” would infer a negative finding, it should be noted
that there are a significant number of Divisions and many more Sections within the Mayor’ s portfolio.
Personnel evaluations were reviewed by the incoming Department Directors. Meetings were conducted
with Division Directors by the Department Directors and the Mayor’s Office staff. The Merit system does
not alow the Mayors Office to choose who the Division Directors are when a transition in Office takes
place. It becomes a process of assessing skills and abilities. The incumbents should be qualified, based
on the merit system, to be in the position they arein. Thisis not an untested assumption. It isthe redlity

of County government as defined by State law. We worked with the Division and its personnel and
attempted to assist, mentor, and train. When those activities were insufficient more aggressive actions
were prepared.
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Auditor’sresponse to Mayor’s/ Department’s comments —Executive Summary,
“ contrrbutr ng factors” pageii, fourth full paragraph Mayor sOffrceergaqrzatrend

understandabl e assumptl on that mcumbent dws on d| rectora including the F| ne Arts
Director, possessed adequate fisca and supervisory skills. — The Mayor’s Office relied on
the merit system’ s presumption that incumbent division directors possessed fiscal and
budgetary competency, until proven atherwise. Unfortunately, thisinitia, understandable
presumption contributed to the continuing breakdown of effective financia controls.

Mayor’ s/ Department’s Comments continued...

Pageiii states that ajournal entry has been prepared. That is correct. We have worked within the
Division to reduce costs and will present a budget adjustment in June. It is our thought, and | have
mentioned this to [the Auditor’s Office Director of Management and Budget], that we could make a
preliminary adjustment in June with afinal adjustment in the November budget setting based on actua
TRCC fund required for FY 2003.

Auditor’sresponseto Mayor’s Department’scomments — (Notincludedin themain
body of the report.) Satement by the Director of the Management and Budget Division
within the Auditor’s Office. During a recent discussion with ...the Mayor’s Chief
Administrative Officer, he stated that a year-end budget adjustment would be necessary
for the Fine Arts budget in November. | indicated that if the 2003 ending fund balance
for the Fine Arts Fund is projected to be in a deficit position and is reported as such in the
Fund Summary prepared for the June Budget re-opening, then a budget adjustment would
be needed then. The County cannot legally adopt a budget for afund if the ending fund
balance is projected to be in a deficit position.

Mayor’ s/ Department’s Comments continued...

We appreciate the recognition on page iii that the Depository account reconciliation has been conducted
by the Mayor’s Office. However, through most the text of the audit there is little recognition given to

the fact that the cooperative effort included many other areas. Many of the items noted in the audit were
initiated and presented to the audit team by the Mayor’s Office team. This issimply aresult of the fact
that the Mayor’ s team was present prior to the Auditor’s team. We do recognize the work the Auditor’s
team has done and acknowledge their great efforts. Nonetheless, we believe it is an important omission
from the Executive Summary.

Auditor’sresponseto Mayor’s Department’scomments — Executive Summary, page
iii, second full paragraph through paragraph 4. We note the fact that, in conducting their
review, representatives of the Mayor’s Office undertook an investigation of fisca
irregularities and had identified certain breakdowns of internal financia controls. Among
their discoveries were noncompliance with petty cash policy and procedures, improper
accounting for and reconciling of receivables, untimely submission of financia reports,
inadequate separation of duties, inadequate budget disbursement controls, and lack of
reconciliation between the in-house accounting system and the County’ s Advantage
Financial (AFIN) system. We acknowledge their initiative, cooperation and assistance in
our audit efforts.

However, except for ajoint effort to resolve the complexities of the Fine Arts Depository

account, related accounting system problems and revenue reporting misclassifications,
both parties performed their work independently. Our audit procedures, including tests of
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transactions, were carried out independent of the investigation undertaken by
representatives of the Mayor’s Office.

While we did engage in informal discussions with the Mayor’ s Office representatives to
clarify issues, we were not furnished with, nor did we review, theinitia findings of the
Mayor’s Office representatives prior to the undertaking of our audit procedures. Many of
our findings parallel and vdidate initid discoveries made by the Mayor’ s Office
representatives, of which we were not substantially aware until our fieldwork was
completed. Our findings expand on their discoveries and we encountered additional

fiscal irregularities. They, in turn, examined areas that our audit did not, such as proper
authorization of event contracts and other areas.

Scope and Objectives, page 4, bottom paragraph, throughfirst 2 full paragraphson page
5. As previoudly noted, representatives of the Mayor’s Office undertook their own
investigation of fiscal irregularities and had identified certain breakdowns of internal
financial controls. Among their discoveries were noncompliance with petty cash policy
and procedures; inaccurate accounting for, and reconciling of receivables; untimely
submission of financial reports; inadequate separation of duties; inadequate budget
disbursement controls; and lack of reconciliation between the in-house accounting
system and the County’ s Advantage Financial (AFIN) system. We acknowledge their
cooperation in our audit efforts. We also commend them on their diligent effortsto
examine and correct control weaknesses as they were identified.

However, except for ajoint effort to resolve the complexities of the Fine Arts Depository
account, related accounting system problems, and revenue reporting misclassifications
(see Section 8.0), both parties acted independently. Our audit procedures, including tests
of transactions, were carried out independent of the investigation undertaken by
representatives of the Mayor’s Office. During the course of our audit work we did
engage in informal discussions with the Mayor’s Office representatives to clarify issues
of mutual concern. However, we were not furnished with, nor did we review, the initia
findings of the Mayor’s Office representatives prior to the undertaking of our audit
procedures.

Many of our findings paralel and validate initia discoveries made by the Mayor’s Office
representatives, of which we were not substantially aware until our fieldwork was
completed. Our findings often expand on their discoveries and we encountered

additiond fisca irregularities. They, in turn, examined areas that our audit did not, for
example, proper authorization of event contracts. When requested by the Mayor’ s Office,
in aletter dated December 10, 2002, to provide aformal progress report of our findings,
we declined, in afurther effort to maintain our independence in investigating these
matters. Those interested in knowing the findings developed by the Mayor’ s Office prior
to the commencement of our audit can examine the letters of demotion issued by the
Community Services Director on November 7 and 8, 2002.

Mayor’ s/ Department’s Comments continued...

On page v, thereis a statement that “it appears’ that an event settlement statement was altered. Our
finding isthat the statement was dtered. Thisis one of the actions that has resulted in the disciplinary
actions that have been taken.
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Auditor’sresponseto Mayor’s Department’scomments —Executive Summary, page
v., third major finding.

Consolidated finding - Weidentified approximately $9,500 worth of food and/or meals
that were purchased either without proper authorization or otherwise inappropriately.

..Inanother instance, Or-anether-oeccasion-H-appeared-asH an Event Settlement
Statement was atered to indicate that the County had been reimbursed for purchases of
food when, in fact, no such reimbursement was made.

Mayor’ s/ Department’s Comments continued...

Also, on page iv there is a statement that drawing checks made out to individuals on the settlement
account “should be discontinued.” This practice was halted and corrected by the Mayor’ s Office staff
prior to the receipt of this draft audit. Please make that correction.

Auditor’sresponseto Mayor’s/ Department’ s comments —Executive Summary, page
v., fourth consolidated finding.

Large-dollar-amount event settlement checks, made payableto Fine Artsemployeesor
to“ cash,” were used to pay cash settlementsto entertainersor event promoters, without
adequate controlsin place....The practice of making checks, drawn on the Settlement
account, payable to employees has been sheuld-be discontinued imediately. Hhr-addition,
However, a policy regarding payment of cash settlements to promoters, that outlines
necessary controls, should sill be developed and followed.

Findings and Recommendations, Action Taken, page 40, Section 1.2.
1.2 ACTION TAKEN:

1.2.1 Fine Arts has discontinued the practice of making checks drawn on the
Settlement account payable to County employees.

Mayor’s/ Department’s Comments continued...

On page v it states the Auditor and Treasurer were not informed of the establishment of checking
accounts by the Division. This should be corrected to reflect that neither the Department nor the Mayor’'s
Office, in addition to those two offices, were informed.

Auditor’sresponseto Mayor’s Department’scomments —Executive Summary, page
vi, first major finding, third paragraph. Because this these procedures were was not
followed in establishing these accounts and increasing the change funds, the Treasurer’s
and Auditor’ s offices were not aware of their existence/increase until our audit.

Moreover, neither the Community Services Department nor the Mayor’s Office was
given notice of the establishment of the accounts or the imprest fund increase...

Mayor’ s/ Department’s Comments continued...

Page vi contains a section dealing with Travel and GSA. It isclear in the County Policies and Procedures
that the GSA guiddlines are used to determine an advance payment. It is not meant to assert alimit of
expenditure for specific per diem charges. The County has established a reconciliation process for each
travel expense based on actual expenditures. This results either in arefund by the employee of advanced
funds or an additional payment to the employee. The amounts advanced and the reconciliation that takes
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place does so with the involvement of the Salt Lake County Auditor’s Office. The subsequent section
dedling with travel attempts to review why a specific cost might occur on a specific day in Las Vegas for
example. The men’'s basketball tournament, in reality, would probably be one of the least influencing
factorsin that city. The hotel rates vary considerably based on a number of factors. We do not believe
the speculation in the audit is sufficient to document this finding.

Auditor’sresponseto Mayor’s/ Department’scomments Executive Summary, bottom
of page vii through top of page viii. Fravel-advance paymentsreceived-by The actual
travel expenditures of some Fine Arts employees forperdiem exceeded GSA
guidelines-orwerenet-computed-acedrately. The Patron Services Manager and Division
Director spent atotal of $958 more on hotel rooms than the published GSA rates on four
trips they made during 2001, three by the Division Director and one by the Patron
Services Manager. In addition, the Division Director requested and received one more
day’ s worth of per diem for meals and other expenses than she should have for each of
her three trips, resulting in $450 of overpayments.

Fhe Community Services Department management should closely monitor travel
expenditures to ensure that they are reasonable; and appropriate-and-that-the per-diem-is
within-GSA-guidelines. Although GSA standard is the guideline for the amount of the
travel advance, it should aso act as a benchmark for determining the reasonableness of
actual travel expenditures.

See also auditor’ s response on page 32 of this appendix.
Mayor’ s/ Department’s Comments continued...
INTRODUCTION

In the first paragraph it states the District Attorney’ s Office knowledge “ apparently” developed as result
of contact from the Mayor’s Office. Thisis a curious use of the word. The Mayor’s Office notified the
District Attorney’s Office.

Auditor’sresponseto Mayor’s/ Department’s comments —Introduction, page 1,
paragraph 1. We have recently completed an extensive financia-related audit of the Salt
Lake County Center for the Arts Divison (Fine Arts). This audit was initiated in mid-
November, at the request of the District Attorney, after they were informed of possible
fiscd irregularities at Fine Arts. The Digtrict Attorney’ s Officels knewledge became
aware of this Situation after they were asked by the Mayor’s Office to assist in
determining the methodology for areview. Our Office’ s understanding of the focus of
this review was that it was conducted to determine appropriate disciplinary actions with
respect to certain Fine Arts employees. The Mayor’ s Office anticipated that the review
would be conducted under the gwdance of the Dlstn ct Attorney S Offlce e\epa:ently

Mayor’ s Department’s Comments continued...
In paragraph two, the audit notes that the Mayor’s Office did not report the irregularities it was reviewing
with the District Attorney’s Office. That isincorrect. Thiswas in essence the entire nature of our
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communication. Virtualy every step taken by the Mayor’s Office was in complete discussion and
coordination with [a representative of the District Attorney’s Office]. The inaccuracy of this statement
cannot be stated in strong enough terms. No decisions were made without direct discussion of the on-
going nature of the review.

Auditor’sresponse to Mayor’s/ Department’s comments —Introduction, page 3,
paragraph 1. It should be noted that the Mayor’s Office did not directly report these
financia irregularities to eitherthe-Bistrict-Attorney-s-or-the Auditor’ s Office. However,
the Mayor’ s Office proceeded under Countywide Policy #1310, “Discovery and
Reporting of Non-Criminal Wrongdoing,” and thus was not compelled to report. It was
from this context that we began our audit, with the primary objective of determining
whether any flscal |rregular|t|&s had occurred and if so, the nature and extent of those
irregularities. ‘ Rekal

Mayor’ s/ Department’s Comments continued...

BACKGROUND

Page 3 includes adiscussion of Y 2K issue. This seemsto be alittle out of place in the audit.
Nonetheless, the finding is partialy incorrect. The County IS Division, in cooperation with the
organizations, conducted an analysis of equipment and software. The Fine Arts division had one
component of their system that did not comply. The vendor actually provided an updated software
version that functioned properly.

Auditor’sresponseto Mayor’s/ Department’scomments —Background, page6, bullet
6.

Despite the national attention given to Y 2K compliance during late 1999,

ol he Fi . I : I .
Fiscal-Managerprovided-suppert-ersotutionste the new Fiscal M anager

received inadequate support to ensure Y 2K systems compliance.

See also auditor’sresponse on page 17 of this appendix.

Mayor’ s/ Department’s Comments continued...
Also, on page 3 comments on the “ untested assumption” have been previoudy noted.

Auditor’sresponseto Mayor’s/ Department’s comments — Page 21, Section ix,
heading.

iX. The Community Services Department management’ surtested
assumption and expectation regarding the Fine Arts Director’s fiscal
and budgetary oversight capabilities, in combination with the impact
of the 2002 Winter Olympic events on the Director’sfocus, allowed the
further deterioration of internal fiscal and budgetary controls.

Sectionix, page 21, paragraphs 3 through 4. They explained that they were acting onthe

assumption that the Division Director was capable of supervising fiscal and budgetary
matters due to her lengthy tenure at Fine Arts. This may have been bolstered, as noted in
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the Mayor’' s/ Department’ s response, by the fact that during the time period covered by
our audit, the Division Director was pursuing course work toward an MBA. Findly, they
point out that the Mayor’s Office relied on the merit system’ s presumption presurred- that
incumbent division directors possessed fiscal and budgetary competency, until proven
otherwise. The merit system, defined in State statute, governs the assessment, treatment
and retention of County employees.

In fairness, we acknowledge, that the Mayor’s Office inherited the substance of the Fine
Arts “problem” when she took office in January 2001. Thisincluded unqualified
personnel and the absence of controls and procedures, together with a lack of effective
oversight. Unfortunately, the errenesus-assamptions-made-by-Community Services
managers reliance on regarding-the Divison Director’ s fiscal and budgetary competency
contributed to festered the continuing near-eomplete-breakdown of effective financial

controls thereafter.

Mayor’ s/ Department’s Comments continued...

The Olympics did not have an impact on the practices of the Divison. Those were well entrenched. The
Olympics did play arole in the timing of when those practices would be discovered by the Mayor's
Office review team.

Auditor’sresponseto Mayor’s Department’scomments — Background, Sectionix.,
page 22, middle of second paragraph. ... The hyper-activity around hosting out-of -town
visitors and dignitaries put pressure on controls of day-to-day functions, like petty cash

and purchasing management. These factors caused these areas to spin further out of
control, and provided an array of challenges to an aready unfocused Fiscal Manager. In
the Mayor’ s Officeresponseto our audit, they dispute the characterization of theimpact
of the Olympicson Fine Arts practices, claiming these practiceswere* well entrenched.”
We do not dispute that the practices had long existed. Our observation was that
Countywide fiscal policies and procedures were further overlooked due to the activity

and volume of transactions surrounding these events.

Mayor’s/ Department’s Comments continued...

Page 4 introduces [the former portfolio-managing Commissioner] into the discussion.. References will
continue in subsequent pages. Either [the Mayor’s Chief Administrative Officer] in his discussion with
the audit teams did not accurately portray his feelings on the nature of [the Commissioner’s] involvement
or the audit team has overstated that which he tried to say. For purposes of clarification we request the
audit be atered to reflect the following:

[The Commissioner] did not direct the day to day activities of [the former Fiscal Manager of Community
and Support Services]. [The Commissioner] did not prohibit [the former Fiscal Manager of Community
and Support Services] from performing any portion of his duties in respect to the Fine Arts Division.
What should be reflected in the review is that [the former Director of Community and Support Services|
expressed frustration to [the then Associate Department Director] that [the Division Director] often
attempted to go around [the Director of Community and Support Services] with direct contact to [the
Commissioner’s Administrative Assistant] or [the Commissioner]. This was often successful in inhibiting
[the Director of Community and Support Services] ability to work with [the Division Director]. [The
Director of Community and Support Services] expressed concern to [the Associate Department Director]
that this did not allow her to fully believe she had the ability to do the things she desred to do asa
manager. These items did not include discussions of accounting irregularities. They were most often
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policy and direction implementation. [The Associate Department Director] speculated that this might
have had a dampening effect on further managerial efforts. At no time did [the Commissioner] fail to act
or prevent action on accounting irregularities. In response to the work priorities issue, there were projects
during this period that were very important to [the Commissioner]. These included the ZAP bonding and
construction process. The expansions at the Salt Palace and the construction of Southtowne. There were
issueswith MBA bonds for the acquisition of South Mountain which aso included components of

Sheriff’ sfacilities. [The former Fiscal Manager of Community and Support Services] and [the Associate
Department Director] were well aware of the importance of these issues and they consumed a very large
portion of time especiadly for [the Fisca Manager of Community and Support Services|. Asnoted in the
discussions with the Auditor, [the Fiscal Manager of Community and Support Services| was not
supported with the type of infrastructure and resources he currently has under the new form of
government [as the County’s Chief Fiscal Officer]. The knowledge of the importance of the issues led to
their prioritization, not any specific direction to avoid issuesin the Fine Arts Divison. In fact, many

issues were being discussed with Fine Arts, some are specifically noted in your draft audit. Also, many of
these items were discussed with members of the Auditor’s staff. Please make the appropriate
adjustments.

Auditor’sresponseto Mayor’s/ Department’s comments Background, Sectioni.,
page 7, bottom paragraph through top of page 8. Thefisca and budgetary functions of
Fine Arts were the responsibility of the Fine Arts Accountant. Underthe On its face, the
Department’s Gedrty~s organizational structure would suggest that the Accountant
would have apparenthy received at least dotted-line guidance and technical assistance
sdpervision from the Fiscal Manager of Community and Support Services (Department
Fisca Manager). However, our further inquiries determined that the Department Fiscal
Manager’s priorities were focused on attention-was-directed-to project management and
bonding issues relating to the rapid expansion of Fine Arts and other County facilities.

The Department Fiscal Manager characterized to us, during our interviews, that he
carried out duties related to the priority projects of as-assigred-by the portfolio-managing
Commissioner. Thesepriorities” consumed a very large portion of time especially for the
[ Department Fiscal Manager],” according to the Mayor’s Office response to our audit.

In our interview with the Commissioner, he asserted that his priorities were not intended
to, and did not, in his view, prevent the Department Fiscal Manager from dealing with
fiscal problems at Fine Arts. The Commissioner further stated that he always assumed the
Department Fiscal Manager dealt with oversight matters as required by his stated duties
and responsibilities. In the Mayor’s Office response to our audit, they asserted that the
Department Fiscal Manager was not supported with the “type of infrastructure and
resour ces he has under the new form of government.” The structure of the Fiscal
oversight both before and after the new form of government is discussed in greater detail
in Section xi.

Mayor’ s/ Department’s Comments continued...

Page 5. The report makes reference to competency of Division Directors under the new form of
government. We do not desire to infer that this was not an expectation under the Commission form of
government. It was stated specifically in the context of how the Mayor’ s Office has approached replacing
departing Division Directors in the new form. We have chosen to install managers over Divisions more
for these skills than a specific Division mission practitioner background. For example, the Hedth

Director is not a Doctor, the new Library Director does not hold a Masters of Library Sciences degree.
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We try to apply a balanced evaluation criteria. Again, this was not to infer that previous Division
Director’s were not expected to possess these sKkills.

Auditor’sresponse to Mayor’s/ Department’s comments, Background, Section ii,
page 9, third full paragraph. It isour observation that under the Commission form of
government Histerieahy—+rany—division directors were selected for their technical
operationa expertise, and in certain cases were not required expested to demonstrate
administrative, fiscal and budgetary competency. However, according to the former
Community and Support Services Assistant Di rector (who is now the M ayor S Chlef
Adminigtrative Officer), s Rge- M

GCounelf- the Mayor’ s Office expects d|V|son dlrectors aFeaepeeteel to have competency
in administrative, fiscal and budgetary matters. In fact, the Mayor’ s Office response to
our audit states that they have” chosen to install managers over divisions more for these
skills[budgetary and fiscal] than a specific division mission practitioner background.
For example, the Health Director isnot a doctor, the new Library Director doesnot hold

a Masters of Library Sciences degree.” thisiseneof-themaorinitiativesof theMayors
Oftfiee:

Mayor’ s/ Department’s Comments continued...
Page 7. Please delete [the Commissioner] element per previous narrative. [The Commissioner] did not
closaly supervise [Department FHscal Manager’s| day to day activity.

Auditor’sresponseto Mayor’s/ Department’scomments, Sectioniv., page 11, bottom
paragraph through first 2 paragraphs on page 12. The Department Fiscal Manager
asserted to us during our interviews that he had a sense that the new Fine Arts Fiscal
Manager’ s qualifications were suspect when he asked her questions about governmental
fund accounting and in his words, “she flopped.” Whatever concerns he, the person best
qudified to assess her technical skills, may have expressed to the Selection Committee
went unheeded. She was hired. His further expression of concern to the Community and
Support Serwces D| rector (Department Dlrector) eppmly was not acted upon dueto

Some guidance as to why the Department Fiscal Manager’ s warnings and concerns were
ignored is provided in the response from the Mayor’s Office. They state “...[the

Department Director] expressed frustration to [ the then Associate Department Director]
that [the Division Director] often attempted to go around [ the Department Director] with
direct contact to [ the Commissioner’ s Administrative Assistant] or [the Commissioner].
Thiswas often successful in inhibiting [ the Department Director’ s] ability to work with
[theDivision Director]. [ The Department Director] expressed concernto [the Associate
Department Director] that thisdid not allow her to fully believe she had the ability to do
the things she desired to do as a manager. These itemsdid not include discussions of
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accounting irregularities. They were most often policy and direction implementation.
[ The Associate Department Director] speculated that this might have had a dampening
effect on further managerial efforts. At no time did [the Commissioner] fail to act or
prevent action on accounting irregularities.”

Thus, the Mayor’ s Office characterization of the “dampening effect” may be applied to
explain why the Department Fiscal Manager’ s warnings to the Selection Committee and
further expressions of concern to the Department Director, regarding the candidate’' s lack
of governmental accounting knowledge, were ignored.

Mayor’ s Department’s Comments continued...

Page 8. Again, as stated, [the Department Fiscal Manager] did not provide day to day supervision to al
Division fisca personnd within the Department prior to the change of form nor to dl the Division fisca
personnel within the Mayor’s portfolio now. That is an assgnment of the Division Director. However,
we are in agreement with the fact that the selection of thisindividual as Divison Fisca Manager did
prove to be a problem and that it is now apparent that additional scrutiny of work product was needed at
the Division level and/or Department level.

Auditor’sresponseto Mayor’s/ Department’scomments, Sectioniv., page 12, third
and fourth full paragraphs. The history of the Fiscal Manager’s selection process is
necessary to set the stage for a breakdown in the day-to-day fiscal and budgetary
operations of Fine Arts over the next 36 months (August 1999 to August 2002). More
disturbing is the fact that this breakdown occurred due, not only to the Fiscal Manager’s
lack of technical accounting skills, but aso due to the Department Fiscal Manager’s
limited exelusion-from direet technica oversight due to the organizational structure and

his focus on other priorities. This|eft direct supervison solely to the Division Director,
who lacked competency in these aress.

In fact, our examination of the oversight structure at the time, leads us to conclude that
placing full responsbility on the Division Director was the intent of the organizational
design. However, the Division Director did not take an active role in assessing the Fiscal
Manager’ s abilities or providing effective trangtiona training. [Moved up from origina
section v., end of paragraph 5.] Furthermore, Hr-ageiitien, the Division Director had-an
apparent-tack-of-appetite foroversight-of—| acked the skill, and failed to demonstrate the
necessary initiative to effectively oversee budgetary and fiscal functions at Fine Arts. The
Department Fiscal Manager’s limited level of technical oversight was the result of the
County’ s structure and attendant job descriptions, as will be discussed in Section xi.

Mayor’ s/ Department’s Comments continued...

Page 9. Authority and support of [the Commissioner] isincorrectly stated. The word apparent is used
several timesin this paragraph. [The Fiscal Manager of Community and Support Services] did not do
day to day supervison or sampling of financial practices. [The Fisca Manager of Community and
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Support Services| conducted Fiscal Manager meetings. He worked with the staff on a number of issues.
Some of these issues involved the Auditor’s Office. It should also be noted, that on many occasions the
response to [the Fiscal Manager of Community and Support Services| inquiries were that the personnel
were working with [the Director and the Associate Director of the Accounting and Operations Division]
of the Auditor’s Office on this. The audit presents information that seems to support there were some
attempts to work with the Auditor’s staff by the Division personnel.

Auditor’sresponse to Mayor’s/ Department’s comments
Section v., heading, top of page 13.

V. The Fiscal Manager of Community and Support Services may have been
awar e of the new Fiscal Manager’sineptness, but wasprectuded-frem
takirg dueto the organizational structure and hisfocuson other priorities,
did not take action to develop, train or hold her accountable. The
unintended consequences included was continued and compounded errors
in the reconciliation of the Fine Arts Depository account, an account
through which $6 to 8 million passes annually.

Section v., top of page 14, three paragraphs. Giventhe The Department Fiscal

Manager—sJeeleef—a&hen&and—wppeFt—tremJehe as previoudly stated, focused on the
pr|0r|t|es and projects of the Commlssoner Thls may have limited his time Ha-matters
ted-in his-attempts to dedl

substantlvely with Fine Arts flscal mattersth@e-plﬂebtems Se-apparenthy; During our
interviews with the Department Fiscal Manager, he stated that frem-thispelat-en, he

rarely never engaged himsdf in day-to-day fiscal matters, such as examining the
Depository or Event Settlement account reconciliation. Likewise, he never held regular
meetings with the Fiscal Manager, or questioned her about her progress, and only met
with her to review her cash+flow projections during the budget preparation period in the
Fall. She did attend monthly Fiscal Manager meetings hosted by him and received some
training in those settings.

As stated in the Mayor’ s Office response and as acknowledged in other sections of this
report, the Department Fiscal Manager “worked with the staff on a number of issues,”
including the correction of a $1.25 million revenue recognition error, as will be discussed
shortly. We note here that the job description for the Department Fiscal Manager merely
required that he “coordinate with division directorsto establish fiscal priorities, goals,
and objectives; provide technical assistance to divisions as requested [ Emphasis
added].” Thus, the Department Fiscal Manager was not compelled by the provisions of
his job description to be proactively involved in the day-to-day fiscal operations of Fine
Arts.

The Mayor’s Office response indicated that the Division Fisca Manager also gave
assurances that she was working on problems with the Director and the Associate
Director of the Accounting and Operations Division of the Auditor’s Office. We verified
that the Auditor’s Office provided assistance in fiscal matters when requested by the
Division Fiscal Manager. However, the Director and the Associate Director of the
Accounting and Operations Division have never had responsibility for supervision of the
Fine Arts Fiscal Manager. They do recall occasions when they acted as technical
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resources in meetings with the Fiscal Manager and answered her questions. Al
substantial problems presented by the Division Fiscal Manager to the Accounting and
Operations Division of the Auditor’ s Office, during the period relevant to thisaudit, are
discussed in this report.

Section v., Page 15, starting with second full paragraph. The Auditor’s review of
reconciling +atten items consists of comparing the Treasurer’s record of cash in the Fine
Arts Fund, to the Auditor’s AFIN Fine Arts Fund-cash. (This processisin no way to be
construed as an independent reconciliation of these cash balances. The Auditor’s
Accounting and Operations Division has never had the responsibility to reconcile the
Fine Arts depository account.) Therefore, if both the Treasurer’ s Fine Arts Fund cash
balance, and the Auditor’s AFIN Fine Arts Fund-cash balance were journal vouchered
with identical, yet erroneous amounts, no reconciling item would appear. As aresult,
Fherefore only the $1.25 million posting error was detected by this process prior to our
audit.

Mayor’ s/ Department’s Comments continued...

Page 9 fourth paragraph. [The Mayor’s Office fiscal personned assigned to troubleshoot fiscal problems
at Fine Arts] has asked that the sentence beginning with “However” should be altered to read: However,
the entry was only corrected in the Auditor’s Advantage Financia Accounting System (AFIN) record, but
not in the Treasurer’ s Depository cash balance.

Auditor’sresponseto Mayor’s/ Department’scomments — Section v., top of page 15.
The $1.25 miillion entry was discovered by the Auditor’s Accounting Section when it
appeared as a “reconciling item” on the Auditor/Treasurer Cash Reconciliation for the
Fine Arts Fund during May 2000. The Auditor’s Office staff accountant, charged with
reviewing reconciling items, caught the error and brought it to the Fiscal Manager’s
attention. The discovery of the $1.25 million posting error was the result of the Fiscal
Manager’s attempt to correct the error. However, she only corrected the Auditor’s
Advantage Financial Accounting System (AFIN) record, but did not correct the error on
the Treasurer’s Depository cash balance. Thus, areconciling item appeared during the
Auditor’s normal review process. The journa voucher correcting the $1.25 million error
on the Treasurer’ s ledger was made in October 2000.

Mayor’ s/ Department’s Comments continued...
Page 11. Refer to previous narrative on software and Y2K. The company that was doing Pacioli was
providing support and did provide an update on the software. The company later went out of business.

Auditor’sresponseto Mayor’s/ Department’ scomments Background, Sectionvi, top
of page 17, full section.

Vi. Despite the national attention given to Y2K compliance during late 1999,

neitherthe Fine Arts Directornor-the Community-and-Support-Services
Fiscal-Managerprovided-support-orsotutionste the new Fiscal Manager

received inadequate support to ensure Y 2K systems compliance.
Complicating matters further was the specter of Y 2K compatibility of the Fine Arts

general ledger software, Pacioli. The County’s Information Services Division's survey of
Y 2K issues assigned the solution for this division-level gpplication to in-house, Fine Arts
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Divison information systems personnel, with the expectation that they would contact the
vendor for an appropriate solution. This contact apparently did not happen prior to the
end of 1999.

When On January 1, 2000 appreached; the Y 2K incompatibility of the Pecioli software
becameacntlcal issue. Wesnet—enlyJAzK—l-neempsﬂble

. rty. The Fisca Manager brought the
problem to the attentl on of the Depaltment Flscal Manager, but no action resulted was
taken. Thus, after 2000 commenced, arush to find a fix was undertaken and achieved,
through an update from the developer sometime in March, with support from Fine Arts
Information Services personnel. However the time conwmed—noeleubt put the
accounting further behind. a B2 O |
sohdtien. After resolving the Y 2K problem Paa oli was ho Ionger updated or supported
by the developer, or any third party.

Mayor’ s/ Department’s Comments continued...

Page 13. The statement that [the former Fiscal Manager of Community and Support Services and current
County Chief Fiscal Officer] was told that these would be resolved in due time isincomplete. [He] was
specificaly told that the Fine Arts Division was working with the Auditor’s staff on this reconciliation.

Auditor’sresponse to Mayor’'s/ Department’s comments Background, page 19,
Section viii., paragraph 1. The Department Fiscal Manager noted this consistent shortfall
in the revenue transfer, compared to budgeted projections, when he reviewed the five-
year cash flow projections with the Fiscal Manager and the Division Director. However,
the Department Fiscal Manager stated that he did not get directly involved in reconciling
the Depository account or in the event settlement process. When the Department Fiscal
Manager voiced concerns about these matters to the Director of Community and Support
Services or to the Division Director, he was told that these issues would be resolved in
due time. According to the Mayor’s Office response, he was also told that “the Fine Arts
Division was working with the Auditor’s staff on thisreconciliation.” (Also, see our
comments on page 15 concerning the role of Auditor’s Office in the reconciliation
process).

Mayor’s/ Department’s Comments continued...
Please delete reference to [the Commissioner]’s impact on “freedom” or management style.

Auditor’sresponseto Mayor’s/ Department’s comments Background, page 19,
Section viii., paragraph 2. The failure of the Division Director to request the assistance
of the Department Fisca Manager coupled with his lack of proactive involvement Fhe

aﬁeeteel—ether—part&ef—t-he allowed serious f|scal probl emsto go uncorrected operaiions
of-Fire-Ats; as detailed in the remainder of this report. But-perhaps To an equaly
significant degree, thislack of oversight contributed to a tense and mistrustful
atmosphere that has adversely impacted the morale of Fine Arts employees.
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Mayor’ s/ Department’s Comments continued...

Page 14. Paragraph 2 does not accurately reflect the situation with the “nothing” was done statement.
This at a minimum, should reflect that previous effortsin 1999 to correct the problem had not resulted in
satisfactory results. As noted in the Audit there was considerable activity from a number of Offices
regarding the issues.

Auditor’sresponseto Mayor’s/ Department’scomments — Background, Sectionv.,
top of page 16, middle of paragraph. According to her day-planner entry of February 15,
2000, the Assistant Accountant, who was still working in the accounting group at this
time, clams to have called both the $1.25 million and the $251,000 posting errors to the
Fiscal Manager’ s attention, and to have aso discussed the matter with the Division
Director.to-ne-avai.

As previoudy noted, the Division Fiscal Manager prepared a partial journal voucher in
February of 2000 to correct the $1.25 million error for the December accounting period.
Thisjourna voucher only corrected the error in the County’s AFIN system, but not on

the Treasurer’s ledger. Perhaps this correction attempt was made as a result of the
Assistant Accountant bringing this matter to the attention of the Fiscal Manager. When
asked about this, the Division Director denied that the Assistant Accountant ever
reported thiserror or discussed it with her. No staff member at Fine Artsindependently
confirmed the Assistant Accountant’s record on this matter.

Background, Section vii, page 17, last paragraph. Buriedin backlogged work, the Fiscal
Manager unwittingly committed another significant posting error. The journal vouchers
to record the cash transfer of “net revenue” from the Depository account in the months of
January, February, and March 2000, totaling $312,916, were not only recorded and
transferred for those months, but also included in the cash transfer of “ net revenues’ for
May 2000. Thiserror, like the previous one, went undiscovered and uncorrected until

our audit. The error might have been detected in the Auditor’ s reconciliation of the AFIN
cash balance to the Treasurer’ s Fine Arts Fund —cash balance, had the Fiscal Manager
attempted to correct the error in the way she did with the $1.25 million error, as
previoudy discussed. But, she did not submit a smilar, one-sided correcting entry teek
Re-action.

Section viii, page 20, second full paragraph. As previoudy stated, the Assistant
Accountant’s notes also indicate that she brought the duplicate revenue entries of $1.25
million and $251,000 to the attention of both the Fiscal Manager and the Divison
Director, during February 2000. Neither of these errors was investigated Nething-was
done-toresolve-thematter until May 2000, when the $1.25 million error was discovered
by the Auditor’s Office. The Division Director denies that the Assistant Accountant
reported these errorsto her.

Mayor’ s/ Department’s Comments continued...

The statement on budget requires correction. This should be altered to reflect that [the Department Fiscal
Manager] was working on issues he knew were of importance to the Commissioner, not that he was being
directed to neglect the other issues. It isan allocation of time and resource issue not a direct involvement
by [the Commissioner].
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Auditor’sresponseto Mayor’s Department’scomments Sectionviii, page 20, fourth
full paragraph. The Department Fiscal Manager’ s involvement with these issues was
negligible by his own admission, his priorities being focused on tHre-betng-directed-by

i i fssi toward budgetary matters, and project
management related to completion of Rose Wagner Phase 11, the South Town Convention
Center, the County Emergency Operations Center and the new Adult Detention
Ceorrections Center.

Mayor’ s/ Department’s Comments continued...
Page 15. The change in form of government did not have an “immediate” impact on supervision of
Division personnd. However, increased efforts at accountability were initiated and requests for

information intensified. We believe that demand for accountability ultimately resulted in the initiative that
brought us to the point where the County is today.

Auditor’sresponse to Mayor’s/ Department’s comments Section xi., page 34, last
paragraph. In fairness, we recognize the argument of the Mayor’s Office that they were
planning to act and, in that vein, continued to apply pressure, which may have resulted in
the staff coming forward to disclose fisca and budgetary problems. In the Mayor’s
Office response to our audit, they pointed out that “ increased efforts at accountability
wereinitiated and requestsfor information intensified.” They arguethat the discovery of
the Fine Arts fiscal problems was inevitable once this process began. They state their
belief “ that demand for accountability ultimately resulted in theinitiative that brought us
to the point where the County istoday.” An option to this application of pressure, over
time, would have been to act immediately on senior management’sinitia concerns.

This “accountability” initiative may have had the goa of continued divison-level
autonomy with minima senior-level oversight, as in the Commission form of
government. However, continuing this degree of autonomy had a potential downside,
which the Fine Arts Division unfortunately suffered, as evidenced by the further
breakdown of management controls.

Mayor’ s/ Department’s Comments continued...

The word “naturally” is a curious selection to describe the Division Director’s behavior. We do not
concur that thisis natural behavior for amanager. To the contrary, a good manager would seek assistance
and not be obstructionist in the attempts of the Mayor’s Office and Department to obtain accountability
and information. The Director’s actions were anything but “natural” for a Division Director concerned
with the well-being of their organization. We do not consider “flight” to be the natural response at all.

Auditor’sresponseto Mayor’s/ Department’ scomments Sectionix., page 22, top of
paragraph 2. This cascade of events may have focused more of the Division Director’s

fol} attention on te her long-developed strengths, event booking and
promotion, and public relations...

Mayor’ s/ Department’s Comments continued...

Page 16. [The Ticketing Services Manager]’s letter was presented after the review had begun. The
Mayor’ s Office had been increasing the pressure for the delivery of information that the Division could
not provide. We do believe this pressure had an impact on the subsequent information that began to
come forward from the employees. Prior to this|etter, [the Ticketing Services Manager]’s complaints
were focused on personnel and personality issues as well as one specific Journal VVoucher for which he
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did not fed he had sufficient information. In fact, during the review, it was determined the Journal
Voucher issue was not a significant issue. Also, subsequent information provided to the Department
Director via email and other interactions with the personnel led us to believe there was an improving
atmosphere in regards to the personnel/personality issues. While the financia audit of the Auditor’s team
focuses rightfully on financia issues, a great ded of effort and attention has been given by the Mayor’s
Office and the Department  to the organizational behavior issues. [The Ticketing Services Manager] did
not bring forth specific examples of financia irregularities, with the exception of his issue with the
Journa Voucher. The Department’s response to the complaints was sufficient, in our opinion, given the
nature of the issues presented it at the time. It is difficult to assess whether there should have been
specific concern given the actual information received at the time. This and the fact that subsequent
information was provided that indicated they were working together resolving the issues presented. It
would be simplistic to look at aletter presented after the investigation has begun as being a statement of
what was actually presented prior to that time.

Auditor’sresponse to Mayor’s/ Department’s comments Page 23, Section x.,
heading.

X. Management at Community Services, aswell asthe Mayor’s Office, had
ample war nings of, and admit to growing concer ns regar ding, the fiscal
problems at Fine Artsfrom the period of September 2001 through
September 27, 2002. However, they failed to act until a formal employee
complaint was aired to the County’s Employee Assistance Program
Coordlnator Wlthln six days of the Mayor’s Office commencement of its

amengather—pepsemel—mm—and—mem%efan official, written* whlstle-

blower” complaint was also filed. The Mayor’s Officeview of these events
differsfrom this characterization.

Section x., page 24, first full paragraph through the top of page 25. AlsointheJune?,
2002 e-mail, he goes on to state to the Fiscal Manager that, “ | have just been informed
that you have not been able to reconcile the American Express deposits and the
Tickets.com transfersto our bank account. When we reclassified the ARt TiX Systems
Administrator and the Accountant position we separated the duties. [The ARtTiX
Systems Administrator] makes sure on a weekday basisthat all credit card batchesfor us
and our clients balance to the Prologue system and that the batch has been sent to the
bank. Itisyour responsibility to reconcile the bank statements, asit separatesthe duties
and we do not receive the bank statements, the credit card statements, nor the County
Treasury Office Statements.”

He ends the e-mall “ The only transfer | know did not go thru was during the Olympics
froma foreign bank, and that issue wasresolved. |f you need help tracking these funds
and reconciling, pleaselet me know. | must assumethefundsarein the bank because
from the ticketing side it looks fine, and... [the former Accountant] was able to
reconcile the American Express when he was here [ Emphasis added] .”
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In the Mayor’s Office response to our audit, they state, “ it would be simplistic to ook at
[the whistle-blower letter,] ... presented after the investigation has begun, as being a
statement of what was actually presented [ by the whistle-blower] prior to that time
[delivery of the letter].” Thus, the Mayor’s Office challenges the credibility of the
Ticketing Services Manager’ s assertions in his whistle-blower account of what he had
reported to the Department Director prior to filing of his letter and the near-smultaneous
commencement of the Mayor’s Office investigation. We feel that the appropriate issue is
the whistle-blower’ s credibility, not the timing of his report. To that very point, the
veracity of the Ticketing Services Manager’s assertions in his whistle-blower letter is
bolstered by the fiscal concerns he set forth in his e-mail of June 7, 2002, and by
subsequent findings set forth in our audit.

The Ticketing Services Manager claims that he sent blind copies of this, and other smilar
e-mails to the Department Director, out of fear that if he indicated the “cc:” on the e-mall,
the Fiscal Manager, for example, would go to the Division Director and areprisal would
result. In follow up discussions with the Department Director, she confirmed receiving a
“blind copy” of the June 7" e-mail, contrary to her recollection during our prior

interview. She explained that she may not have paid close attention to the last part of the
e-mail, concerning the American Express charges and the Tickets.com posting error,
thinking that these problems related primarily to the Ticketing Services Manager’ s ticket
management responsibilities.

In the Mayor’s Office response to our audit they state that the whistle-blower did not
bring forth specific examples of financia irregularities prior to October 2002, with the
exception of an issue involving a specific journal voucher related to ticket sales. Clearly,
the content of the Ticketing Services Manager’s June 7" e-mail refutes this contention.
To illustrate, Netwithstanding, in the referenced abeve e-mail, the Ticketing Services
Manager points directly to problemsin the reconciliation of the American Express
deposits and in the Tickets.comtransfers that were confirmed by our audit. For example,
in Section 8.11 of this report, we discuss how American Express merchant discounts
were recorded inconsistently in the month-to-month reconciliation, as part of the
Depository account reconciliation.

Background, Section x., page 28, bottom paragraph through the middle of page 29.
Despite the ample warnings and admitted growing concerns regarding the fiscal problems
at Fine Arts from the period of September 2001 through September 27, 2002 the Mayor’s
Office failed to act. In the Mayor’s Office response they state, “ The Department’s
response to the complaints was sufficient, in our opinion, given the nature of the issues
presented it at thetime. Itisdifficult to assess whether there should have been specific
concern given the actual information received at the time. This and the fact that
subsequent infor mation was provided that indicated they wer e wor king together resolving
the issues presented.”

The Mayor’ s Office response goes on to assert that “ subsequent information provided to
the Department Director via email and other interactions with the personnel led us to
believe there was an improving atmosphere in regards to the personnel/personality
issues.” Our audit inquiries could not validate or confirm such a contention on the part of
the Mayor's Office. In fact, this characterization is counter to the concerns expressed in
the whistle-blower’ s e-mail of June 7, 2002.
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We have difficulty reconciling conflicting characterizations of what the Mayor’s Office
could reasonably have known about fiscal problems at Fine Arts. On one hand, the
Mayor’s Chief Administrative Officer claimsto have been® uncomfortable with response
received to requestsfor information, the manner in which the Division Director and other
employees reacted when information was requested, and ...the accuracy of the
information.” Hestatesthat he “ had approached the Mayor with these problems...and
we wer e going to do a more thorough review of the division.” Herefers, inthe Mayor’s
Office response, to “ actual information received at the time,” without any degree of
gpecificity. Hethen claims, with regard to personne matters at Fine Arts, that “ there was
an improving atmosphere in regards to the personnel/personality issues.”

We acknowledge that the Mayor’ s Office focus, during this period, was on
personnel/personality issues and accept their judgment that, from their perspective, there
was an apparent improvement in this area. However, the repeated warnings of potential
fiscal and budgetary problems were an entirely separate matter, with respect to which, we
conclude, they gave inadequate attention.

All things considered, in our opinion, the Mayor’s Office assessment, made prior to the
Olympics, that circumstances at Fine Arts required an internal review, was an accurate
assessment. In light of the continuing warnings that occurred thereafter, the Mayor’'s
Office delay until September 27, 2002, to undertake such review does not reconcile with
their earlier assessment.

Mayor’s/ Department’s Comments continued...

Page 18. Initidly [the Director of Community Services| was met with resistence in her attempts to have
regularly scheduled accountability meetings. Her attendance at Fine Arts staff meetings was questioned.
However, when informed that these would be mandatory, [the Director of Community Services] and [the
Division Director] did have regular meetings. These mestings focused on event type issues. Fiscal
information was not the primary objective of the meetings.

As has been cited, the hesitancy or inability of Fine Arts staff to provide fiscal information requested by
the Department and [Chief Fisca Officer] wasinitialy viewed as areflection of resistence to oversight.
Discussions with [the Accountant and Fiscal Manager] seemed to indicate that they were conforming to
the instructions of their supervisor [the Division Director]. There was no information presented by [the

Accountant and Fiscal Manager] that they could not provide the information requested.

[The Director of Community Services] requests that the phrase "reigned in” be altered. At that point in
time, the desire was to obtain information.

Auditor’sresponse to Mayor’s/ Department’s comments Section x., page 26, first
three paragraphs. Moreover, the Department Director and the Mayor’s Chief
Administrative Officer asserted to us that the Division Director continued to frustrate
their attempts to obtain information +ei-herir and hold her accountable. Initidly, the
refusal to be held accountable was viewed as reluctance by the Division Director to
accept new leadership. The Mayor’s Office response to our audit further states,

“ Discussions with [the Accountant and Fiscal Manager] seemed to indicate that they
wer e conforming to the instructions of their supervisor [the Division Director]. There
was no ... [indication from the Accountant and Fiscal Manager] that they could not
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provide the information requested.” Only later did they recognize the Fiscal Manager
and the Division Director lacked the necessary hermanagertd, fiscal and budgetary
competence to respond to their requests.

The Department Director and the Mayor’s Chief Administrative Officer went on to assert
that the Division Director attempted to circumvent the chain of command, as she had

been able to do in the Commission form of government, but failed. This behavior was
gradually less acceptable to the Department Director and the Mayor’s Chief
Adminigtrative Officer.

The Mayor’s Office response to our audit characterizes these issues in the following way:
“Initially [the Department Director] was met with resistance in her attempts to have
regularly scheduled accountability meetings. Her [the Department Director] attendance
at Fine Arts staff meetings was questioned. However, when infor med that thesewouldbe
mandatory, [the Director of Community Servicesand Division Director] did haveregular
meetings. These meetings focused on event typeissues. Fiscal information was not the
primary objective of the meetings.” Thisis contrary to the characterization made by the
Department Director in her demotion letter of November 7, 2002, to the Division

Director in which she stated, “Over the last year | discussed with you [the Division
Director] on multiple occasions concerns with fiscal management...Time and again, |
was informed that matters upon which | inquired were being handled according to

policy.”

Mayor’ s/ Department’s Comments continued...

In the discussion of the performance evaluations, there is brief mention of the new evaluation criteria
This reflected the Department and Mayor’ s Offices concerns over the information we were unable to
obtain from the Division. [The Divison Director]’s evauation of [the Fisca Manager] did not provide
the Department with any indication of competency issues. At that time, there was a full expectation that
specific performance goals could be met. The god to “review revenue projections and expenditures on a
monthly basis’ was [the Division Director]’s own self-stated objective.

Auditor’sresponseto Mayor’s/ Department’scomments Section x, page 27, fourth
paragraph through bottom of page. These expectations were indicative of senior
management’ s breertainty-inability to obtain abeut revenue projections and their
uncertainty about reporting at Fine Arts and their efforts to correct those problems.
However, they do not appear to cover all of the areas of concern that would have
addressed the problem more comprehensively. We note in the Mayor’ s Office response,
their observation that the Division Director’ s authorship of the goa to “present monthly
revenue reports’ provided them with alevel of comfort that the Director was responding
to their efforts to establish accountability.

In the Mayor’s Office response, they further observe that the Division Director’s
evaluation of the Divison Fiscal Manager “ did not provide the Department with any
indications of competency issues [with the Fiscal Manager]. At that time, therewas a
full expectation [that the Division Director could meet] the specific performance
goals...” with full reliance on the capabilities of the Fiscal Manager.

However, we discovered within the first hour of specific inquiries of the Fiscal Manager
into her principle role regarding the reconciliation of the Fine Arts Depository account,
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that she had not obtained afunctional understanding of this reconciliation and the related
revenue recording process. In hindsight, the potential existence of significant Fine Arts
fiscd problems would have been readily visible to the senior-level management of the
Community Services Department, anytime during the three years of the Fiscal Manager’s
employment, had they made similar inquiries of the Fiscal Manager to test their reported
level of discomfort.

Mayor’ s/ Department’s Comments continued...

Page 19. The Olympic contracting issue is incorrectly stated. [The Mayor’s Chief Administrative Officer]
was not concerned that these had not been run by him. The contracts had been negotiated prior to the
change in form in government to the best of our knowledge. What was of concern is that [the Division
Director] had not followed the County/Commission policy of charging full rate for the services that were
provided to SLOC. She had used her authority to negotiate the contracts as if this was a normal non-
profit organization.

Auditor’sresponse to Mayor’s/ Department’s comments Section ix, page 22, last
paragraph. Our interviews with the Mayor’s Chief Administrative Officer and the
Department Director bolstered this view regarding the Division Director’s lack of
inclusive planning for Olympic events. The Mayor’s Chief Administrative Officer
i nd| cated that he was concerned dpset when he dlscovered that theDw;sen—Dweeter—had
‘ , . A H#A- the Divison
Dlrector chose to dedl W|th th@e Olymplc events using her normal aceustermed event-
contracting procedures. The consequence of her independent action was that a * non-
commercial,” “not-for-profit” rate was negotiated with SLOC, which negatively impacted
the potential Fine Arts revenue from hosting the Cultural Olympiad. The Commission’s
policy, still in place at that time, was to charge full rate for services provided to SLOC. It
isinteresting to us that the Mayor’s Chief Administrative Officer’s concern, as stated in
the Mayor’ s Office response, focused on the outcome of the Division Director’s action,
i.e. the less-than favorable not-for-profit rate, but not on the process by which these
important contracts were reviewed and approved to ensure compliance with Commisson
guidelines.

Mayor’ s/ Department’s Comments continued...

Page 20. [The Accountant’s] discussions expedited the manner in which the anticipated review moved
forward. [The Ticketing Services Manager]’s letter came after the fact and did not substantialy alter the
process that had already begun.

Auditor’sresponseto Mayor’s/ Department’s comments Section X, top of page 28,
paragraphs 1 through 3.

In their response to the audit report, the Mayor’ s Office stated that the events leading up
to and surrounding the 2002 Winter Olympic Games “ did play a role in the timing of
when [the Division’ s] practiceswould be discovered by the Mayor’ sreview team.” We
take this to mean that the Mayor’s Office opted to defer acting at that time, despite their
concerns, and their expression of confidence that, had they taken action on their concerns
at that time, they would have discovered the problems. Indeed, prior to the Olympics, the
Mayor’s Chief Administrative Officer asserts that he® approached the Mayor with these
problems as known at that time and a determination had been made that * after the
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Olympics’ ...[they] were going to do a more thorough review...” Thismakesclear the
affirmative decision by the Mayor’s Office to delay action until after the Olympics.

It was not until May of 2002, some two months after the Olympics, that, according to the
Mayor’ s Officeresponse, “ plans wer e being prepared to move [ a member of the Mayor’s
Officefiscal and budgetary team] into thereview process.” By that time" [ TheMayor’s
Chief Administrative Officer and Chief Fiscal Officer] were specifically concerned with a
feeling that the Division could not provide cash positions and five year projections of
estimated budgets.” Further, they describe an inability by Fine Arts “to project
[required] TRCC Fundtransfers...[asa] particular concern.” TheDivison Director's
lengthy convalescence from a serious automobile accident, which occurred shortly after
the conclusion of the Olympic events, may have contributed to delaying the Mayor’s
Office review until early May 2002. At that time, the member of the Mayor’s Office
fiscal and budgetary team was, in fact, sent on a short familiarization tour of Fine Arts.

The Department Director and the Mayor’s Chief Administrative Officer indicated in our
interviews that during the time between May and September 2002 they continued to have
doubts regarding fiscal matters at Fine Arts. However, the passing of the Fiscal

Manager’ s mother coupled in time with the Operations Manager’ s unexpected desth, may
have also presented hurdles to the review of fiscal operations by the member of the
Mayor’s Office fiscal and budgetary team. However, events of this nature would
typically be resolved in a matter of days and are not credible reasons for the lengthy delay
from May 2002 to September 27, 2002. Notwithstanding the unresolved doubts and
concerns, the evidence is clear, and supported by the District Attorney’s Office, that no
action was taken until the Fine Arts Accountant (who had replaced the Assistant
Accountant) made further complalnts on September 27, 2002 WhentheAeeeuntant—s

Auditor’sresponse to Mayor’s/ Department’s comments Section x, page 29, fifth
paragraph. [New paragraph starts in the middle of the origina paragraph.] On
September 25, 2002, the Accountant reported her concerns regarding accounting
procedures at Fine Arts to the County’s Employee Assistance Program Coordinator
Personnel-Ombudsman, who brought in the EEO Manager. They contacted the
Department Director, who directed the Accountant to meet the next day with the fiscal
person that had gone on the earlier familiarization tour. As described in the introduction,
the Mayor’s Office commenced their internal review of fiscal practices at Fine Artson
September 27, 2002, as aresult of the Accountant’s concerns. The Accountant’s
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complaint was closaly followed by ir-combination-with-the Ticketing Services Manager’s
“whistle blower” letter, dated October 2, 2002, which added an urgency and a better
framework to resahtecHn-the Mayor’ s Office Hittatg-an investigation ef-these
dlegatiens, which had already commenced.

Mayor’ s/ Department’s Comments continued...
FINDINGS AND RECOMMENDATIONS

We appreciate the findings and recommendations of the Auditor. We look forward to working
cooperatively to implement the needed changes. A significant effort has begun to implement the
recommendations in this report.

Again as stated previously, we do not believe that the draft report sufficiently details the cooperative
nature of the two teamsin this process. The Mayor’s Office team found items that were turned over to
the Auditor’ s team which followed them through and vice versa.  Other than the depository account
follow-up, one might read the draft and assume these are unilateral findings by the Auditor’steam. This
was clearly not the case.

Auditor’sresponseto Mayor’s Department’scomments- Seeend of page 6 through
end of page 7 of this Appendix, comments were inserted into both the Executive
Summary and Scope and Objectives.

Mayor’ s/ Department’s Comments continued...

Page 28. We are clearly in agreement with the Auditor’s findings and recommendations concerning the
security asit relates to tenant shows. The methods are incompatible with County Policy as they relate to
the “ Sheriff’ s Secondary Employment program.”

However, the component regarding the Olympics is incorrect and requires correction in the draft report.
The origina plan submitted by SLOC for the Cultural Olympiad contained different security standards
than were eventually implemented after 9/11. The issue of what was “behind the fence” and who was
responsible for security changed. Asaresult of 9/11, the Symphony musicians and others were
concerned about what security would be available. Security “in front of the fence” in Salt Lake City
(SLC) was the responsibility of the SLC Police Department. 9/11 changed the plan removing SLC as the
primary authority responsible for security.

When the event centers were put “behind the fence,” this became the responsibility of Salt Lake County.
The Fine Arts Division did not procure the security. The Sheriff requested and received funding in the
Protective Services budget to patrol and protect these assets. SLOC did not consider these “venues’ and
did not wish to reimburse the County for these expenses. Nonetheless, the County made provision for the
security. The comment on lack of planning does not reflect the intensity and activity regarding Olympic
security issues and the events that shaped them. Security was a planning effort that involved the Federa
Government, State Government, County Government, and City Government. Lack of planning was never
remotely an issue.

Auditor’sresponse to Mayor’s/ Department’s comments —Findings and
Recommendatlons page44 Sectlon 1 10 paragraph omltted Md&ren—m#qeeaseef
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Mayor’ s/ Department’s Comments continued...
Page 33. As dtated, this section should reflect that these events without the knowledge of the Department

or Mayor’s Office in addition to the Offices noted. Also, the findings do not reflect that [the Patron
Services Manager] has informed the Mayor’ s Office team and the District Attorney’s Office that the
account was set up at the direction of [the Division Director].

Auditor’sresponse to Mayor’s/ Department’s comments — Findings and
Recommendations, page 49, Section 2.8, paragraph 1. Inorder to give patrons change
for the coat check services described previoudly, change funds, in the amount of $25

each, were established for Rose Wagner and Abravanel Hall. Capitol Thestre' s coat
check change fund was initialy established in the amount of $75, which was later

reduced to $25. These funds were established without the knowledge or assistance of the
Treasurer’s or Auditor’s Office, and without notice to, and approval of, the Community
Services Department or Mayor’s Office.

Findings and Recommendations, Section 3.1, page 50, paragraph 2 and 3. InNovember
2000, ajoint checking account under the names of the Accountant and the Patron
Services Manager was opened using the tip monies that had accumulated. The Patron
Services Manager indicated that the account was set up at the Division Director’s
direction, and thisis confirmed in the Mayor’' s Office response. During our interviews
with the Division Director, we did not question her on her involvement in the
establishment of the account...County policy dictates that all depository accounts be
established through the Treasurers Office. . . Moreover, neither the Community Services
Department nor the Mayor’s Office were given notice of the establishment of the
account.

Findings and Recommendations, Section 4.1, page 55, first full paragraph. TheCounty
Treasurer and Auditor were not aware of, or consulted about, the establishment of the
account. Section 3.1, Countywide Policy #1062 states that only the Treasurer has the
authority to establish new accounts. In addition, neither the Community Services
Department nor the Mayor’ s Office were given notice of the establishment of the
account.

Mayor’ s/ Department’s Comments continued...

Page 39. [The Fisca Manager]’s claim regarding [the Department Fiscal Manager’s] alleged instruction
regarding art isincorrect. During the budget preparation periods FY 2001 and FY 2002, the Division was
given specific instruction by [the Mayor’s Chief Administrative Officer and Chief Fiscal Officer] that art
related funding should be done within the Facilities Management Divison. Budget line items had been
established there. [The Division Director, Accountant and Fiscal Manager] were specifically aware of
this requirement. The recent budget adjustment that was prepared and presented to the Council for the art
catalog grant clearly reflected account numbers for revenue and expenditure. This was not specificaly a
FY 2003 budget issue. In addition, [the County’s Art Specialist] had direct and on-going activity in area
of the County’s gift policy. She had filled out numerous gift forms in the performance of her duties. She
was well aware of the process for receiving donations and the requirements of Salt Lake County. We
consider the establishment of a separate account to be a direct and specific act of insubordination on the
part of the Division and its employees.
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Auditor’sresponse to Mayor’s/ Department’s comments —Findings and
Recommendations, Section 4.1, page 55, last paragraph. Moreover, in the Mayor’s
Office response they assert that “ The Fiscal Manager]’s claim regarding [the
Department Fiscal Manager’s] alleged instruction regarding art is incorrect.

Further, the Mayor’ s Office response asserts that “ During the budget preparation periods
FY 2001 and FY 2002, the Division was given specific instruction by [ the Mayor’ s Chief
Administrative Officer and Chief Fiscal Officer] that art related funding should be done
within the Facilities Management Division. Budget lineitems had been established there
[ The Division Director, Accountant and Fiscal Manager] wer e specifically aware of this
requirement... We consider the establishment of a separate account to be a direct and
specific act of insubordination on the part of the Division and its employees.”

Findings and Recommendations, Section 4.1, page 56, third paragraph through next two
paragraphs. It is evident from the check dates discovered in our audit, asindicated in
brackets above, that the Art Specialist misrepresented the facts by her statement in the e-
mail that “1 recently received word that wewill be receiving the following amounts.” In
the case of the State grant, those monies were received nearly 18 months prior and
deposited in an “invisible” account. In addition, she may have received one or more of

the other checks some days before she composed the e-mail. In light of the Mayor’'s
Office representations, regarding the instructions provided by the Mayor’s Chief
Administrative Officer during the budget process, the Specialist’s e-mail characterization
isal the more serious.

The e-mail goes on to request an equivalent increase in the 2003 budgeted expenditures,
and anticipates that the new catalogue would be printed by February 2003. No budgetary
line item was set up for either the grant monies or the contributions in the original
Facilities Management 2003 budget.

The Mayor’ s Office response to our audit provided the following observation regarding
this matter, “...[the Art Specialist] had direct and on-going activity in[the] area of the
County’ s gift policy. She had filled out numerous gift formsin the performance of her
duties. Shewaswell awar e of the processfor receiving donations and the requirements
of Salt Lake County.”

Mayor’ s/ Department’s Comments continued...
Page 51. The following are current implementations that have been made to the Division purchasing
activities.

Auditor’sresponse to Mayor’s/ Department’s comments —Findings and
Recommendations, Section 7.0, page 69, paragraph following bulleted findings. We
acknowledge the recent, yet substantial efforts of the Mayor’s Fiscal staff in
implementing improved processes with regard to purchasing and receiving procedures.
We have included in this section of the report a concise description of the actions takenin
this area, asindicated in the Mayor’ s Office response.
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Mayor’ s/ Department’s Comments continued...

Approximately 4/10/03, files of the paper requisition forms are maintained numerically as well as by
vendor name. The origina requisition sheet is filed numericaly to alow for quick research of basic
purchase information. A separate file by vendor name is maintained of the duplicate requisition sheet with
al supporting documentation. This second file allows for more in-depth research of purchases made with
a specific vendor.

Auditor’sresponse to Mayor’s/ Department’s comments- Findings and
Recommendations, Action Taken, page 75, Section 7.17.3.

7.17.3 Requisition forms are maintained numerically as well as by vendor name.
- Theoriginal requisition form is maintained numerically to allow for quick research.
The duplicate requisition form is maintained in a separate file, along with the
supporting documentation by vendor.

Mayor’ s/ Department’s Comments continued...

Approximately 4/28/03, employees at each Fine Arts facility were provided with delivery confirmation
stamps to be used when purchased item(s) were received in afacility. The stamp specifies two signatures
are required on the NCR requisition form to confirm that what was approved/ordered from the requisition
form was exactly what was received. Thisisto ensure that the County gets what it pays for and it doesn't
disappear between the vendor's location and the facilities. Once the form is signed off, it is submitted to
the fiscal section to await payment from the invoice.

Auditor’sresponse to Mayor’s/ Department’s comments- Findings and
Recommendations, Action Taken, page 71, Section 7.7.2.

7.7.2 Twosignaturesarerequired on adelivery confirmation stamp that isimprinted
on the NCR requisition form to indicate receipt of items that are ordered. The signed
requisition isforwarded to Fine Arts fiscal section.

Mayor’ s/ Department’s Comments continued...

Effective 5/1/03, tracking numbers are assigned to every purchase made from a countywide or blanket
purchase order. This assists the fiscal section in tracking orders and monitoring the purchases themselves.
The use of tracking numbers ensures appropriate documentation is available for every purchase.

Auditor’sresponseto Mayor’s/ Department’s comments- Findings and
Recommendations, Action Taken, page 75, Section 7.17.1.

7.17.1 A tracking number is assigned to every purchase made from a Countywide
contract and blanket order to assist the fiscal section in monitoring purchases.

Mayor’s/ Department’s Comments continued...
Effective 5/1/03, adl invoices must be reviewed and initidled by supervisor and/or fisca manager prior to
release for payment. This ensures that the division pays only for appropriate services/items.

Auditor’sresponse to Mayor’s/ Department’s comments- Findings and
Recommendations, Action Taken, page 73, Section 7.11.1.
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7.11.1 All invoices arereviewed and initialed by a supervisor and/or fiscal manager
prior to release for payment.

Mayor’s/ Department’s Comments continued...

Effective 5/5/05, al purchases must be processed/approved through the fiscal section no matter the dollar
amount prior to ordering the item(s) or service(s). Thisincludes anything purchased on a blanket, county
or state contract, small cost purchase order, etc. The fiscal manager must now sign off of every purchase
before the item(s) or service(s) are ordered. The only caveat to this are those purchases of an emergency
nature on weekends or after regular business hours. These emergency purchases are reviewed by thefisca
manager the following business day.

Auditor’sresponse to Mayor’s/ Department’s comments-- Findings and
Recommendations, Section 7.1, page 69, last paragraph. During the past few months,
purchasing procedures have changed at Fine Arts. A supervisor must sign dl

requisitions. The Fiscal Manager examines and signs al requisitions over $500 before the
item is purchased. If a purchase is less than $500, the item may be obtained before the
Fiscal Manager approves the requisition. However, the Fiscal Manager does examine al
requisitions. As noted below, this transitional policy has been discontinued and every
purchase is approved as described in Section 7.2.1.

Findings and Recommendations, Actions Taken, pages 70 and 74, Section 7.2.1 and
duplicate 7.14.1.

7.14.1 TheFiscal Manager approves and processesevery purchase beforetheitem or
service is ordered (regardless of purchase amount or type.) The only exception is
purchases of an emergency nature on weekends or after regular businesshours. The
Fiscal Manager reviews the emergency purchases the following business day. (See
Action Taken 7.2.1)

Mayor’ s/ Department’s Comments continued...

Effective 5/6/03, the old requisition form is replaced with a new form. This new form must be filled out
for each and every purchase purchase. This new form is physically larger and requires additional
information relating to purchases, including model numbers, complete descriptions, signatures,
processing dates and initials, etc

Auditor’sresponse to Mayor’s Department’s comments- Findings and
Recommendations, Action Taken, page 71, Section 7.7.1.

7.7.1 A newly designed requisition form is completed for all purchases. The form
requires model numbers, complete descriptions, signatures, processing dates, initials,
etc.

Mayor’ s/ Department’s Comments continued...

On 5/6/03, employees were notified of the necessity to submit &l packing dips, delivery confirmations,
etc. to the fisca section. Their submittal had been sporadic in the past. Now employees are aware of the
expectation that they submit all paperwork related to purchases to fiscal. This paperwork is used by the
Accountant to compare what was ordered and what was received. Release for payment requires the
paperwork matches up.
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Auditor’sresponseto Mayor’s Department’s comments- Findings and
Recommendations, Actions Taken, page 71, Sections7.7.3and 7.7.4 and duplicate 7.11.2
on page 73.

7.7.3 Employeesarerequired to submit packing slips and delivery confirmationsto
the fiscal section.

7.7.4 The Accountant comparesthe requisition, packing slip/delivery confirmation,
and invoice prior to payment.

Mayor’ s/ Department’s Comments continued...

On 5/6/03, a new filing system was implemented to improve tracking of payment of invoices. Whenever
possible, multiple invoices from the same vendor are combined into one payment release. A cover sheet is
used to consolidate invoice information and to improve payment tracking. The use of a"received” date
stamp for incoming invoices is implemented to ensure that payments are processed timely.

Auditor’sresponse to Mayor’s/ Department’s comments- Findings and
Recommendations, Action Taken, page 73, Sections 7.11.3.

7.11.3 A new filing system is used to track payment of invoices. Multiple invoices
from the same vendor are combined into one payment release. A cover sheet isused to
consolidate invoice information and to improve payment tracking. The use of a
“received” date stamp for incoming invoices isimplemented to ensure that payments
are processed timely.

Mayor’ s/ Department’s Comments continued...

On 5/6/03, requisition numbering system was converted from a paper/handwritten based system to an
electronic system. Thisis to reduce the possibility of errors in assigning requisition numbers, including
duplicating requisition numbers or skipping numbers. The correct assignment of requisition numbers
enhances monitoring of purchases for accuracy and timeliness.

Auditor’sresponse to Mayor’s/ Department’s comments- Findings and
Recommendations, Action Taken, page 75, Sections 7.17.2.

7.17.2 An electronic system is used to assign requisition numbers.

Mayor’ s/ Department’s Comments continued...
Page 53. Either the Department Director or the Associate Department Director now sign meal forms.

Auditor’sresponse to Mayor’s/ Department’s comments- Findings and
Recommendations, Action Taken, page 70, Sections 7.5.1.

7.5.1 The Department Director or Associate Department Director signs all meal
forms.

Mayor’ s/ Department’s Comments continued...

Page 55. The Mayor team’s review of the radio issue seems to indicate that the purchases were simply
not coordinated among the various users. For example, the stage crew’ s radios were considered
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separately from the event staff crew. Thisis one case where we believe it was an error of coordination
not an attempt to circumvent the purchasing system.

Page 56. We are in receipt of the letter from the employee. Thisis currently under review.
Page 58. See previous comments on travel.

Auditor’sresponseto Mayor’s/ Department’s comments- Findings and
Recommendations, Section 7.19, page 76, first full paragraph. However, during our
examination we found that the warrant for the per diem was issued on February 20, 2001,
approximately one month before the conference. Through further research, we also found
that the Mountain West Conference Basketball Championship occurred March 8-10,
2001, at the Thomas and Mack Center in Las Vegas. This was about one week before the
seminar that the Patron Services Manager attended. The NCAA Basketball Tournament
occurred March 15 — April 2, 2001, but none of the games were played in Las Vegas.
Therefore, the high hotel price was not due to the tournaments occurring in Las Vegas
while she attended the seminar. \We agree with the observation in the Mayor’s Office
response that hotel rates vary based on a number of factors. In this case, however, rather
than engaging in speculation regarding the cause of room rate fluctuations, we were
testing the assertion made by the traveler.

Findings and Recommendations, Section 7.19, page 76, last paragraph. Countywide
Policy #1019, Section 3.0, states, “ ...It shall be the responsibility of the traveler's
organization to review the itemized expenditurereport and verify the propriety of each
receipt, i.e. to determine the receipt is for the amount claimed, it is an authorized
expenditure, it isreasonablein amount and nature, and it does not viol ate provisions of
this procedure or other County policiesand procedures [ Emphasisadded].” Although
GSA standard is the guiddine for the amount of the travel advance, nonetheless, it dso
should act as a benchmark for determining the reasonableness of expenditures.

The Auditor’s Office isinvolved in the issuance of travel advances, however, their
involvement is limited to receipt of excess travel advances remitted back to the County.
If expenditures exceed the amount advanced, responsibility for reconciliation rests with
the organization, and reimbursement by the employee is received through payroll.

Mayor’ s Department’s Comments continued...

Page 63. There are errorsin the chart. For example the $23,000 number is not a positive number. The
unknown number in 8.2.1 isdated. We would request the fina version of the report be done after
coordination with [the Mayor’s Office Fiscal troubleshooter].
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Auditor’sresponse to Mayor’s/ Department’s comments- Findings and
Recommendations, Section 8.1, Table 2, page 81.

Summary of Revenue Misstatements

1999 Contribution recorded as revenue $251,000
1999 Excess cash transferred $120,683
2000 Jan., Feb. & March revenue recorded twice $312,916
2000 Excess cash transferred $84,689
2001 Excess cash transferred $184,676
2002 Shortage of cash transferred ($188,582)
2000-2002 | Overstatement from Tickets.com $312,207
1999-2002 | Shortage of cash transferred (over & short) ($23,351)

Unknown difference (Y et to be identified) $100,738

Total $1,154,975

Findings and Recommendations, page 82, Section 8.2.1.

8.2.1 Reconcilingitemsfor the $1.155 million shortagein the Treasurer’s
Depository account have been isolated, except for an unknown difference of $100,738.
An accounting journal voucher has been prepared and processed, reducing the Fine
Arts Fund balance by $1.155 million, and restoring this amount to the Depository
account.

Findings and Recommendations, page 82, Section 8.3.1.

8.3.1 TheAuditor and the Mayors Office undertake a joint effort to further identify
the $100,738 of unreconciled items.

Mayor’ s/ Department’s Comments continued...

Page 66. 8.5.2 The team has involved [the acting Fiscal Manager, the Mayor’s Office Fiscal
troubleshooter and the Associate Director of Community Services Department]. [The Associate
Department Director] is a seasoned manager of event type facilities and is providing day to day on-going
management and intervention.

Auditor’sresponse to Mayor’s/ Department’s comments- Findings and
Recommendations, page 85, Section 8.5.2.

8.5.2 The Mayor’s Office has hired an Associate Community Services Director to

provide additional support to the temperarHy-assigred-an Mayor’ s Office fiscal
troubleshooter and the acting Fiscal Manager of Fine Arts seasoned-administraterto

previde-transitional-suppert, in identifying problems, and improving processes and

procedures.
Mayor’s/ Department’s Comments continued...

Page 70 8.10.2. This has been done. We would suggest the recommendation be that it “verification of
account balances be performed annually.”
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Auditor’sresponse to Mayor’s/ Department’s comments- Findings and
Recommendations, page 88, Section 8.10.2 and following paragraphs.

8.10.2 The Auditor’s Office undertake ajeinrt-etfortwith-the- Mayer-s-Otfice an
independent confirmation of accounts receivable balances.

In the Mayor’ s Office response, they state that an accounts receivable confirmation “ has
been done.” The Mayor’s Office troubleshooter, who performed this work, explained
that the process involved mailing letters, setting forth accounts receivable balances, to all
tenant organizations, al ARtTiX ticketing outlets, and three or four other event promoters
that had used Fine Arts facilities, for atotal of about 15 letters. He and the Accountant
reviewed all accounts receivable balances, and made changes and fixed problemsin
accounts as deemed necessary. They then sent confirmation |etters to other organizations
that had stopped making payments on their accounts, but not to those that were
continuing in their payments, assuming that these organizations, since they were paying,
knew the correct amount of their balance. By their admission, they did not confirm 100
percent of accounts receivable.

In addition, the response process involved phone calls, and not the physica receipt of a
letter or document from respondents. One or two merely sent in a check to pay their
outstanding balance. The process did not entail a positive confirmation statement by the
organization, and was more of an informal exercise to shore up accounts receivable.
Clearly, this “confirmation process’ was not what would be considered a procedure
conducted according to professional standards.

Our recommendation envisions the mailing of confirmation letters to all parties that have
outstanding accounts receivable, and requesting that they return the letter, verifying or
disputing the purported balance contained in it, as a positive statement of their obligation.

Mayor’ s/ Department’s Comments continued...

Page 73. We do not see the Arts Center discussion as a component of the audit. These were formally
Commission and Attorney approved acts by the County approved through appropriate meansincluding
notification to the Auditor. It serves no purpose in the report.

Auditor’sresponse to Mayor’s/ Department’s comments- Findings and
Recommendations, Section 8.15, page 92, new last paragraph. We conclude that this
transaction was ill advised. This contract resulted from a failure to secure payment for a
growing account receivable. Further, there remains a question as to whether the Arts
Center ever had the capacity to pay rent. This caseis presented as a warning against
alowing accounts receivable to drift.

Mayor’ s/ Department’s Comments continued...

Page 76. There needs to be a distinction drawn between the practices of the Commission and the
methodology the Mayor has employed as it relates to tickets. Also, the practices have been altered due to
Commission vs. Short. Under the Mayor’ s direction, use of complimentary tickets is monitored by [the
Community Affairs Director] as a central point for requests. We are aware of one request by the
Department in the time since the change of form. Some tickets are available as conditions of contractual
agreements or at times when the “ contracting agencies’ wish to “paper the house” because of unsold
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tickets. We dispute the finding that last minute requests by the Mayor or Department are “short noticing”
the Fine Arts Divison and causing the forms not to be completed.

Auditor’sresponse to Mayor’s/ Department’s comments- Findings and
Recommendations, Section 9.0, bottom of page 94 to 95, paragraphs following bulleted
findings. Inthe Mayor’s Office response to our report, they call for “a distinction
between ... the practices of the Commission and the methodol ogy the Mayor has
employed as it relates to [ complimentary] tickets” and the acknowledgement that the
practice has changed since the issuance of the opinion in Commission vs. Short.

However, we did not examine requests for complimentary tickets issued prior to the
change in form of government.

The issue of touring company complimentary tickets has also been raised in the Mayor’s
Office response. We, therefore, feel obliged to note that the number of complimentary
tickets issued for these non-tenant productions are contractualy stipulated with the
touring production promoter. This category of tickets will normally have a monetary
value at least equa to the retail price of the ticket, although, unlike tickets for tenant
events, the value of these tickets is not credited to promoters. This means that these
tickets are provided to the County at no cost. We aso did not examine complimentary
tickets issued for these non-tenant, touring productions, during the course of our
fieldwork.

Even though these tickets are provided, through contractua agreement, at no cost to the
County, they constitute a valuable County asset, which places the recipient in a position
of trust, and their control and issuance should be closely monitored. In the Mayor’s
Office response, they state that, “ use of complimentary tickets is monitored by [the
Community Affairs Director] as a central point for [ticket] requests.” An effective
system would both control requests for tickets and distribute such tickets according to an
established County policy that assures that this valuable County asset is devoted to an
identified public purpose. Thislevel of monitoring does not appear to be even informally
well established currently.

Complimentary tickets are a so issued when contracting agencies wish to “paper the
house” when a performance fails to produce substantial ticket sales. Thereisno written
policy on the issuance of, and crediting for, complimentary tickets. It isour intent to
perform follow-up audit work, to broaden our view of Fine Arts complimentary ticket
issuance practices.

Findings and Recommendations, Section 9.3, page 96, paragraph 2 through 5. TheFne
Arts Division has provided blank Complimentary Ticket Approval Formsto these
organizations and asked that they complete and forward them to Fine Arts when these
short-notice requests are made. However, te-date-these forms are often hawve-not been
completed, according to the Special Events Coordinator.

In the Mayor’s Office response to our report, they claim that they “ are aware of one
request [for comp tickets] by the Department in the time since the change of form [ of
government.]” Our review of this assertion shows otherwise. For the 2002 production of
The Nutcracker alone, according to ticket office reports, and when completed,
Complimentary Ticket approva forms, there were five requests, for atotal of 16 tickets,
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made by the Mayor’s Office or Community Services Department. One of these requests,
for four tickets, was not documented by a request form, but only by an e-mall, indicating
a potential short-notice request. Another request for four tickets had no accompanying
request documentation, again indicating the possibility of short notice. This lack of
request accounts for the difference between the number of tickets requested and the
number of tickets actually issued for the Nutcracker, as shown in Table 3, page 92.

In addition, one of the Ticket Office Supervisors related the following incident, during

our recent follow-up interviews. The Mayor’s Office requested eight tickets for the Jerry
Seinfeld production on April 4, 2003. The recipient of two of the tickets was specified.
However, the remaining six tickets were sent to the Mayor’s Office. To date the ultimate
recipients of the six tickets have yet to be reported to the Ticket Office.

Moreover, the Ticket Office Supervisor indicated that as recently as April 27, 2003 she
was asked to set aside the twenty complimentary tickets contractualy provided by the
promoter of the Les Miserables production, scheduled for June 4, 2003. These requests,
according to the Ticket Office Supervisor, normally come from the Mayor’s Office
through either the Division Director or her Assistant (the Special Events Coordinator).
The Ticket Office Supervisor noted on the Prologue ticketing system under this
transaction the following: “ Getting names from the Mayor’s Office is difficult.” In both
of these cases, the ticket request forms have not been completed.”

Mayor’ s/ Department’s Comments continued...

Page 78. Further review has provided the location of the five lap tops. The mini towers have been
located. Documentation can be provided. This should be deleted in the find report. The Auditor’s team
did not receive information from the appropriate personndl. For example, one of the “missing” machines
currently in use in [the Associate Department Director]’s office.

Auditor’sresponse to Mayor’s/ Department’s comments- Executive Summary,
Findings and Recommendation, page vii, major finding 2.

Fthem: The recei pt of a significant
number of recently purchased assets could not be verified, nor were the purchased
items properly accounted for on the Fine Arts inventory of these assets. Because so
many assets had not been tagged, were not included on the controlled asset ligts, or the
invoice copies lacked adequate identification, we could not verify that al controlled
assets purchased during 2001 and 2002 were received and on-site. For example, various
tools were purchased during that timeframe. While we were able to locate some tools,
they were of such variety, not properly tagged, and at so many locations, that we could
not determine which items were recently purchased.

Findings and Recommendations, Section 10.3, page 98, last paragraph. For example,
five Déell Inspiron 8100 Notebook |aptop computers were purchased on December 26,
2001. We were able to account for four of them at Fine Artslocations. The other laptop is
reported to be in the possession of the Division Fisca Manager. Frve-Optiplex-GX240
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some we could locate, but they were of such variety, without 1.D. tags, and at so many
locations, that we could not determine which were the recent purchases. Other items like
vacuums, hand trucks and specialty equipment were untagged and so vaguely described
on the invoices that, again, we could not make a confirmation. Also, packing dips, with
identifying information, were not kept with the purchase files, making it difficult to
identify specific items. Assets need to be accounted for as soon as they are purchased.

Mayor’ s/ Department’s Comments continued...

Page 81. The Jay Leno show’simpact is being overstated. Post 9/11 it was immediately communicated
that they would not use our facilities. The Division Director was specifically queried by the Department
Director on how overtime would be handled in the Olympic period. The response was that they would

use their normal overtime policy. No complaints were received by either the Department or the Mayor
concerning overtime practices during or immediately following the Olympics. No unusual overtime
practices were noted on payroll.  Only at the point of the Mayor staff’ s review were any comments made
on thisitem.

Auditor’sresponse to Mayor’s/ Department’s comments- Findings and
Recommendations, Section 11, top of page 103. The Event Manager asserts that she
worked numerous overtime hours during the Cultural Olympiad events at Abravanel Hall
for which she was only partidly paid. This, according to the Event Manager, entailed
working a 2,800-sedat theatre for 22 straight days, putting on 17 James Beard Dinners,
nine shows/specia events, and hosting 21 straight days of piano gallery and the viewing

of the Chihuly Exhibits. She also claimsthat staff at Rose Wagner had numerous “dark
days,” but were not assigned to Abravanel Hall to fill the gap. This seemsto contradict
the assertion of the Special Events Coordinator, who stated that Rose Wagner did have
down time because-of-the-canceltation-of-the Jay-Lene-Shew; during the Olympics, and
that staff was, indeed, rotated to cover events at Abravanel Hall. Despite the above, the
Event Manager has made no claim for payment of the excess overtime.

Mayor’ s/ Department’s Comments continued...

Page 82. The comment regarding volunteers is stated too broadly. What [the Department Director]
specifically stated was that it was her understanding that the Chihuly Exhibit had a large number of
volunteers. It was not a reflection that there would be minimal overtime because the “ staffing demands
during the Olympiad were largely carried out by SLOC volunteers.” As cited earlier, [the Department
Director] specifically had inquired concerning the policies the Division would employ asit related to
over-time. She was specificaly informed that normal overtime practices would be applied.

Auditor’sresponseto Mayor’s/ Department’s comments- Findings and
Recommendations, Section 11, page 103, third paragraph. Inthisregard, the Community
Services Director asserted her understanding that the staffing demands during the
Olympiad were largely carried out by SLOC volunteers. According to the Mayor’s Office
responseto our audit, “ The Division Director was specifically queried by the Department
Director on how overtime would be handled in the Olympic period. The response was
that they would use their normal overtime policy. No complaints werereceived by either
the Department or the Mayor concerning overtime practices during or immediately
following the Olympics. No unusual overtime practices were noted on payroll. Only at
the point of the Mayor staff’ s review were any comments made on thisitem.” This
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response confirms that the actual overtime requirements for the Olympic period were
never assessed through any in-depth analysis. Had such action been taken, the need to
address subsequent employee comments and complaints regarding overtime may have
been avoided.

Mayor’ s/ Department’s Comments continued...

Again, the Department and Mayor’ s Office appreciate the efforts of the Auditor’s Office. We believe
there were deliberate attempts to conceal long entrenched practices from the Department Director and
Department Fiscal Manager. The uncashed personal check in the file, for example. Many of these were
only discovered when actual transactions were reviewed on a case by case basis. Thereis every
indication that the Division Director and the Division fiscal personnel knew of the inappropriateness of at
least some of their acts. Many of the errors required substantial effort to conceal. The movements of
payments from account to account is an example of these complicated attempts.

There were system failures. The Auditor had conducted areview of the box officein 1998. Clearly the
accounting for revenue in that function became areview point in this audit. The Department, Auditor,
and the Treasurer, as reflected in the report, knew of some of the depository account issues. There were
attempts to “fix” the problem but ultimately there was no coordinated effort to ensure that the corrections
had in fact been made. The Department Fiscal Manager had concerns about the competency of the
Divison FHsca Manager and felt the staff was not forthright in their provision of information. These al
should have led to greater scrutiny.

Staff seem to have only come forward when the pressure to provide information and accountability grew
too strong. There were numerous opportunities prior to that, but they chose not to do so.

Auditor’sresponseto Mayor’s Department’scomments- Scopeand Objectives, final
paragraph, page 5. On another matter, in the Mayor’s Office response to our audit, they
state, “ The Auditor had conducted a review of the box office in 1998. Clearly the
accounting for revenue in that function became a review point in this audit.” Itisnot
clear to us whether “ this audit” in the Mayor’ s Office comment above is referring to the
1998 audit or the current audit. If the reference is addressing the 1998 audit, we would
like to clarify that we did not review accounting for box office revenue and itsimpact on
the Event Settlement account, the Depository account, or the Fine Arts Fund Balance-
Cash during the 1998 audit. The scope of our review of the box office during the 1998
audit was limited to determining if cash handling procedures (such as timeliness of
deposits and check acceptance procedures) were being completed in accordance with
Countywide Policy #1062, “Management of Public Funds.”

Mayor’ s/ Department’s Comments continued...

Again we wish to thank the Auditor for its team’s efforts in review. We appreciate the sound
recommendations. The recommendations set forth in the audit clearly will establish clearer trails of
accountability. They will be utilized by the Mayor’s Office in working with other organizations.
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