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CONTROLLER'’S OFFICE
CITY SERVICES AUDITOR

The City Services Auditor was created within the Controller’s Office through an amendment to the
City Charter that was approved by voters in November 2003. Under Appendix F to the City Charter,
the City Services Auditor has broad authority for:
Reporting on the level and effectiveness of San Francisco’s public services and
benchmarking the city to other public agencies and jurisdictions.
Conducting financial and performance audits of city departments, contractors, and functions
to assess efficiency and effectiveness of processes and services.
Operating a whistleblower hotline and website and investigating reports of waste, fraud, and
abuse of city resources.
Ensuring the financial integrity and improving the overall performance and efficiency of city
government.

The audits unit conducts financial audits, attestation engagements, and performance audits. Financial
audits address the financial integrity of both city departments and contractors and provide reasonable
assurance about whether financial statements are presented fairly in all material aspects in
conformity with generally accepted accounting principles. Attestation engagements examine, review,
or perform procedures on a broad range of subjects such as internal controls; compliance with
requirements of specified laws, regulations, rules, contracts, or grants; and the reliability of
performance measures. Performance audits focus primarily on assessment of city services and
processes, providing recommendations to improve department operations.

We conduct our audits in accordance with the Government Auditing Standards published by the U.S.
Government Accountability Office (GAO). These standards require:
Independence of audit staff and the audit organization.
Objectivity of the auditors performing the work.
Competent staff, including continuing professional education.
Quiality control procedures to provide reasonable assurance of compliance with the auditing
standards.

Audit Team: Elisa Sullivan, Audit Manager
Nicholas Delgado, Associate Auditor
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Purpose of the Audit

Pursuant to a request from the San Francisco Arts Commission (SFAC), as well as the Chair of the Street
Artists Program Liaison Committee, the City Services Auditor assessed whether the Street Artists Program
(Program) was administered in accordance with the San Francisco Administrative Code.

Highlights

The Program, under the direction of the SFAC, provides artists who
develop handcrafted wares with the ability to sell their work throughout
the City. The Program employs a Director and a Program Assistant to run
the Program, while the SFAC provides accounting support and oversight.

Based on the sample of fee revenue transactions tested, the audit found
that the Street Artists Program accurately recorded the fees collected
from the Program’s participants. However, the Program and SFAC need
to correct some deficiencies in its internal control processes and
accounting practices to improve its operations. The audit found that:

e The Program does not have adequate segregation of duties in its
revenue collection process.

e The Program does not perform a reconciliation of revenue received to
revenue recorded within the City’s financial system.

e The Program does not have a formal process to invalidate certificates

and monitor artists who submit payments that result in returned checks.

¢ The Program does not have formal written procedures for the process
used to deposit payments received.

e The Program uses a manual approach to collect and record its fee
revenue transactions.

e The SFAC Accounting section overlooked some fund balances held
when calculating its certificate fee rate.

e The SFAC Accounting section did not consistently allocate overhead
expenditures to the Program.

¢ The SFAC Accounting section charged the Program for management
and supervision charges that were unsupported by any SFAC policy
resolution and were not communicated to the Program’s participants.

Copies of the full report may be obtained at:

Recommendations

The audit report includes 13
recommendations for the
Program and SFAC to improve
their internal controls and
accounting practices.
Specifically, the Program and
SFAC should:

e Ensure that more than one
person performs the receipt
processing and bank deposit
tasks.

e Implement a procedure to
reconcile receipts to the
deposit, and to the financial
system.

o Develop written policies of
consequences for artists
submitting bad checks, and
improve its monitoring.

e Implement its planned
internet based payment
system.

e Ensure that all surplus
balances are considered
when calculating fees.

o Perform a true-up of actual
overhead charges at year
end.

e Perform an analysis of
management’s time spent on
the Program and allocate
charges accordingly.

Controller’'s Office e City Hall, Room 316 e 1 Dr. Carlton B. Goodlett Place e San Francisco, CA 94102 e 415.554.7500

or on the Internet at http://www.sfgov.org/controller
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CITY AND COUNTY OF SAN FRANCISCO

OFFICE OF THE CONTROLLER Ben Rosenfield
Controller

Monique Zmuda
Deputy Controller

July 12, 2011

San Francisco Arts Commission
25 Van Ness Avenue, Suite 240
San Francisco, CA 94102

Dear Commissioners:

The Office of the Controller, City Services Auditor, presents its audit report of the San Francisco
Arts Commission (SFAC) Street Artists Program (Program). The audit objective was to
determine whether the Program has been administered in accordance with the San Francisco
Administrative Code. Specifically, the audit examined internal controls over the collection of
certificate fees and disbursements, and the reasonableness of administrative and overhead
charges.

The audit team concluded that the Program needs to correct some deficiencies in its internal
control processes, including a lack of adequate segregation of duties and reconciliation of fee
revenue. The Program also has deficiencies in its accounting practices that could have resuited
in adjusted certificate fee rates to the Program participants. For example, the Program did not
utilize fund balances maintained in inactive project accounts, which could have been used to
keep Program certificate fees from increasing; and did not properly allocate overhead charges
to the Program in prior years, which would have raised certificate fee rates. The audit includes
13 recommendations for the SFAC Program to improve its operations.

The SFAC’s response to the audit is attached as Appendix B. We appreciate the assistance and
cooperation that the SFAC Program staff and staff in other City departments provided to us
during the audit.

Respegtfully submitted,

/

Tor!fr{L,/

diju
Director of Audits
cc. Mayor

Board of Supervisors
Civil Grand Jury
Budget Analyst
Public Library

415-554-7500 City Hall + 1 Dr. Cariton B. Goodlett Place « Room 316 « San Francisco CA 94102-4694 FAX 415-554-7466
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Office of the Controller, City Services Auditor

The Street Artists Program Should Improve Its Internal Controls and Accounting Practices

INTRODUCTION

Audit Authority

Background

The Program was established
through Proposition” L”

This audit was conducted under the authority of the Charter
of the City and County of San Francisco (City), Section
3.105 and Appendix F, which requires that the City Services
Auditor (CSA) of the Office of the Controller conduct
periodic, comprehensive financial and performance audits
of City departments, services, and activities. This audit was
also conducted pursuant to a request from the San
Francisco Arts Commission (SFAC), in addition to the Chair
of the Street Artists Program Liaison Committee.

The Street Artists Program (Program), under the direction
of the San Francisco Arts Commission, provides artists who
develop handcrafted wares with the ability to sell their work
in a designated number of legal vending spaces on streets
throughout the City. This is done through an application and
certification process for which the Program charges fees
approved by the City’s Board of Supervisors (Board).

The certification process is conducted year-round, with the
Program administering a formal screening of each
applicant’s work to ensure that the handcrafted wares
created by the artist satisfy criteria set forth by the
Program’s Advisory Committee. Those artists successfully
completing the application and screening processes and
paying the street artist certificate fee are issued computer-
generated certificates authorizing the artist to display and
sell their crafts in the designated areas.

Once issued a certificate, the artist may participate in a
lottery system whereby certified artists are chosen for the
available selling areas in each of three separate locations
within San Francisco: Fisherman’s Wharf, Downtown and
Cliff House. These lotteries are held under the supervision
of the Street Artists Program Director and are administered
by a Lottery Committee composed of street artists. Each
lottery is held multiple times during each week.

On November 4, 1975, voters passed “Proposition L”
establishing San Francisco Police Code, Article 24, the
Street Artist Ordinance (Ordinance). The Ordinance defined
the procedure to obtain a Program issued certificate which
included the submission of an application, an examination
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Various legislation has been
enacted by the Board of
Supervisors increasing the
Street Artist Certificate Fee

process before an advisory board to determine whether the
crafts made by the applicant are indeed of his or her own
creation, and finally the issuance of a certificate and
payment of the certificate fees. For the November 8, 1983,
General Election, voters passed “Proposition K,”
supplementing the original Ordinance, “Section 6.
Certificate Fee; Period,” by including an option for street
artists to purchase an annual certificate, as well as
including language indicating that the certificate fee may be
increased when necessary to finance SFAC management
of the Program.

On December 21, 1984, Ordinance #511-84 amended
Article 24, by adding Sections 2404.1 and 2404.2
increasing the fee for a street artist certificate and setting a
procedure for establishing fees. The new section requires
the SFAC to annually report to the Office of the Controller
certificate fee revenue earned and those costs related to
the administration of the Program. The new section also
required the SFAC to report the anticipated costs for the
ensuing fiscal year and the fee imposed to recover those
costs.

Through the establishment of the Ordinance, it was
stipulated that every person applying for a street artist
certificate must pay both the application/examination fee,
as well as the certificate fee should the application be
approved. As previously detailed, the Board of Supervisors
may increase these fees as necessary to finance the
management of the Program.

Exhibit 1 details each of the fees imposed on street artists
and their enacting legislation throughout the history of the
Street Artists Program since 1975, including those
ordinances amending the San Francisco Police Code
Article 24.
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S GIEIINE Street Artists Program Certificate Fee History

Adopted Legislation ° Fiscal Year Quarterly Fee Annual Fee
Proposition "L" 1975-76 $ 20.00 $ 0.00?
Proposition "K" 1983-84 20.00 80.00

511-84 1984-85 40.00 160.00
295-88 1988-89 57.50 230.00
216-91 1991-92 87.50 350.00
240-03° 2003-04 93.40 373.60
240-03° 2004-05 99.10 396.40
240-03° 2005-06 104.80 419.20
103-08 2008-09 133.07 532.28
152-09 2009-10 154.16 616.64
189-10 2010-11 166.02 664.08

Notes:

2 Prior to fiscal year 1983-84, the original Street Artist Ordinance did not allow for the purchase of an annual certificate.
® Ordinance 240-03 included legislation that resulted in a tiered increase to the Certificate Fee for the three fiscal years from

2003-04 through 2005-06.

Source: San Francisco Administrative Code

The Street Artists Program
Fund as defined within the
City’s fund groupings

On December 18, 2000, the Board of Supervisors approved
Ordinance 316-00 repealing the San Francisco
Administrative Code (Administrative Code), Article XIlI, and
adopted a new Article Xlll, Sections 10.80-1 through
10.100-366 relating to special funds. Within this Ordinance,
the Board approved Article Xlll, Section 10.100-32, Art
Commission Street Artist Fund, establishing the Street
Artist Fund as a category four fund, for the purpose of
receiving all fees received by the Street Artists Program.
The section also stipulated that the fund is to be “expended
solely for the purposes of supporting the operation of the
San Francisco Street Artists Program.”

The Street Artist Fund (Program subfund) was established
as a subfund in the City’s Financial Accounting and
Management Information System (FAMIS) under the
Culture and Recreation Fund, a special revenue fund under
the SFAC. This special revenue fund accounts for revenues
received from a variety of cultural and recreational funds.
The purpose of a special revenue fund is to account for the
proceeds of specific revenue sources (other than
expendable trusts or major capital projects) that are legally
restricted to expenditures for specific purposes and are
segregated outside of the City General Fund.

According to the Administrative Code, special revenue funds
are subject to certain limitations with regard to appropriation,
interest earnings, carry-forwards and automatic closure.
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The Street Artists Program
subfund is comprised of four
projects as part of its
accounting structure

These limitations, as outlined by the Administrative Code,
relating to a category four fund, are that interest earned on
the principal balance will be credited to the fund, provided
that the balance in the fund exceeds $50,000; any
unexpended and unencumbered balances remaining at the
close of any fiscal year will be accumulated in the fund and
carried forward from year to year; and that the Office of the
Controller may close the fund or account and return any
balance remaining in the fund to the General Fund, if no
expenditures are made for two fiscal years. As a category
four fund, the Street Artist Fund is governed by each of
these limitations.

The Program subfund is further comprised of four projects
which had previously been used in varying capacities by
the SFAC Accounting section to record Program activity.
After fiscal year 2000-01, the SFAC exclusively used one of
the four to record revenue and expenditures.

Exhibit 2 details the Street Artists Program subfund structure
under the Culture and Recreation Fund, Special Revenue
Fund within the City’s FAMIS.

D GIEIIWA Street Artists Program Subfund Structure

Special Revenue Fund:
Culture and Recreation

Fund
Subfund:
Street Artist
| Fund _
\
| | N | | -

Project 1: Project 2: Project 3: Project 4:
PAR101 PAR1A1

PAR102 PARS561

Source: City and County of San Francisco Financial Accounting and Management Information System

Exhibit 3 details the Street Artists Program operating activity
for fiscal year 2004-05, through fiscal year 2009-10 including
revenue, expenditures, and the carry-forward fund balance
as stipulated by the Administrative Code for the active Street
Artist Subfund Project, PAR102.
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SCGIEIIREE Street Artists Program Operating Activity Over Six Fiscal Years — PAR102

2004-05  2005-06 2006-07 2007-08 2008-09 2009-10
Revenue 151,817 173,520 165,128 179,352 206,112 246,040
Carry Forward (112,506)  (116,763)  (113,405)  (136,782)  (142,671) 40,422°
Expenditures 156,074 170,162 188,505 185,241 195,238 244,700
Net Income(Deficit) (116,763)  (113,405)  (136,782)  (142,671) (131,797) 41,762

Notes:

2 Prior to fiscal year 1983-84, the original Street Artist Ordinance did not allow for the purchase of an annual certificate.
® Ordinance 240-03 included legislation that resulted in a tiered increase to the Certificate Fee for the three fiscal years from

2003-04 through 2005-06.

¢ During the 2008-09 and 2009-10 fiscal years, the Office of the Controller Budget Analysis Division performed a consolidation
of all Street Artist Subfund Projects within FAMIS into PAR102. This resulted in a transfer of a carry forward cash position of
approximately $173,000 from three inactive projects into the active Program Project PAR102 causing the fiscal year 2009-10
carry forward balance to be a positive balance in contrast to the prior fiscal year's Net Deficit. See finding 2.1 for additional
details regarding the consolidation of Subfund Projects.

Source: City’'s FAMIS Reports

Objectives

During the 2009 and 2010 calendar year, several inquiries
were made by individuals involved with the Street Artists
Program requesting documentation supporting
expenditures and missing fee revenue. Additionally,
statements have been made alleging ineffective oversight
of the Program resulting in errors and poor administration of
the Program. As a result, on February 2, 2009, during
acceptance of the fiscal year 2009-10 budget for the Street
Artists Program, the SFAC approved a motion to request
that the Office of the Controller conduct a financial review of
the Street Artists Program.

The main objective of the audit was to determine whether
the Program has been administered in accordance with the
San Francisco Administrative Code. Specifically, the
objectives were to determine whether:

e The Street Artists Program has adequate internal
controls and policies and procedures to administer
the Program and properly account for the revenue
received and expenditures incurred by the Program.

e Program fees are accurately assessed, reported,
properly accounted for, and adequately tracked and
monitored.

e Expenditures charged to the Program, including
administrative overhead and management
supervision charges are in line with the Program’s
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Scope and Methodology

Sample Selection Process

intent, as well as the San Francisco Administrative
Code.

The original scope of the audit covered the period from July
1, 2008, through June 30, 2010. However, during the audit,
the audit team expanded the scope to include a review of
operating fund activity from fiscal year 1994-95 through
2009-10."

To conduct the audit, the audit team:

o Reviewed key documents about the Program’s
duties, structure and history, such as the applicable
policies and procedures and municipal codes
governing the administration of the Program.

e Interviewed SFAC and Controller’s staff and
management personnel.

¢ Reviewed and inspected the adequacy of the
Program’s procedures for collecting, recording and
reviewing fees paid by Program participants and
tested, on a sample basis, fees collected from
Program participants and other revenues recorded
by the Program to determine the accuracy and
completeness of revenue recorded.

¢ Reviewed and inspected the adequacy of the
Program’s procedures for incurring, recording and
reviewing expenditures and tested, on a judgmental
basis, expenditures reported as incurred by the
Program to determine the reasonableness and
propriety of expenses charged to the Program.

e Conducted an analytical assessment of revenue
recorded for reasonableness and accuracy.

The audit team used a sample selection process to test
revenue collected by the Program during the period July 1,
2008, through June 30, 2010. This sample selection was
based on a non-random sampling model. After obtaining a
data extract of all revenue transactions recorded for both
fiscal years subject to testing, the audit team developed an
understanding of the method used by the Program to
record revenue. It was noted that the Program recorded
revenue in batch totals comprised of up to 28 payments, as
several payments received are totaled and deposited and
recorded into the City’s FAMIS. As such, the audit team

! Electronic data from FAMIS were not available for review prior to fiscal year 1994-95.
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selected one revenue transaction as recorded in FAMIS,
per month for a total of 12 transactions. The audit team
then obtained supporting documentation for each of the 12
revenue transactions and randomly selected 3 underlying
payments for testing. The audit also tested a sample of
non-recurring transactions such as journal entries, and
returned check fees recorded against the revenue account.
Through this process, the audit team selected 79
payments, and non-recurring items for testing; 39 from
fiscal year 2008-09 and 40 from fiscal year 2009-10.

This performance audit was conducted in accordance with
generally accepted government auditing standards. These
standards require planning and performing the audit to
obtain sufficient, appropriate evidence to provide a
reasonable basis for the findings and conclusions based on
the audit objectives. We believe that the evidence obtained
provides a reasonable basis for the findings and
conclusions based on the audit objectives.




Office of the Controller, City Services Auditor
The Street Artists Program Should Improve Its Internal Controls and Accounting Practices

Page intentionally left blank.




Office of the Controller, City Services Auditor

The Street Artists Program Should Improve Its Internal Controls and Accounting Practices

CHAPTER 1 — The Street Artists Program Should
Improve Its Internal Controls over Its Revenue
Collection Process

Summary

Finding 1.1

Program personnel may
perform incompatible
activities during the
course of their daily
responsibilities

Based on the sample of revenue transactions selected for
testing from fiscal years 2008-09 and 2009-10, the audit
found that the Street Artists Program effectively and
accurately recorded all fees collected from the Program’s
participants.

The audit also found that although the Street Artists
Program has made recent changes to improve its internal
controls over the revenue collection process, such as no
longer accepting fee payments in cash, it still needs to
correct some deficiencies in its internal control processes.
These deficiencies include a lack of adequate segregation
of duties and reconciliation of revenue, as well as
inadequate monitoring and oversight of transactions.

Together these findings indicate that the Program
potentially:

e Does not mitigate the opportunity to commit fraud or
theft.

e Allows artists who have issued checks with
insufficient funds to maintain the term of their
membership.

¢ Reduces the efficiency of processing transactions
through dated procedures.

The Street Artists Program does not have adequate
segregation of duties.

Based on the auditor’s review of internal controls in place,
as well as the testing of transactions processed during
fiscal years 2008-09 and 2009-10, Program personnel
performed their duties in line with written protocols and
requirements as documented in the Program procedural
manual. However, the audit identified areas of inadequate
segregation of duties and incompatible activities performed
by Program personnel. The Program employs two
individuals: a Program Director and a Program Assistant.
Some procedures employed by the Program demonstrate
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improper segregation of duties between the two personnel,
including the following:

¢ The Program Assistant is responsible for retrieving
payments from the mail, receiving payments in
person, and processing the payments. Additionally,
in the event of the Program Director’s absence or
unavailability, the Assistant is also required to
deposit these payments.

¢ The Program Assistant does not immediately
restrictively endorse checks when received; the
checks are subsequently endorsed by the Program
Director when preparing the deposit.

e The Program Director, as well as the Program
Assistant, may collect fees and issue receipts. It
was also noted that the Program Director also
prepares the “Receipts Processing Form,” which is
forwarded to the SFAC Accounting section,
prepares the deposit slip, handles all checks in
preparation for deposit, and records the range of
receipts issued, the amount of the deposit and
deposit slip number in the SFAC’s Accounting
section deposit ledger.

A fundamental element of internal control is the
segregation of certain key responsibilities and functions
including those related to the receipt of revenue. The basic
idea underlying segregation of duties is that no employee or
group of employees should be in a position both to
perpetrate and to conceal errors or fraud in the normal
course of their duties. As the Program only employs two
individuals, this results in overlapping and inadequate
segregation of duties.

Maintaining practices with inadequate segregation of duties
may result in errors or fraudulent activity. Specifically, as
the deposit is not prepared on a daily basis, the practice of
not immediately restrictively endorsing checks exposes the
Program to the threat of an unauthorized endorsement
should the checks be misplaced or lost before being
deposited. Additionally, in the event that the Program
Director is absent and a deposit required, the Program
Assistant would follow the process used by the Program
Director to conduct the deposit. Allowing one individual

10
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Recommendations

Finding 1.2

No reconciliation of
revenue is performed by
the SFAC Accounting
section

control over the entire revenue collection process allows for
the opportunity to commit fraud or theft.

The objective of internal control over cash receipts is to
obtain control over amounts received at the time of receipt.
Separating the ability to receive, process and deposit
payments of the Program will result in much greater internal
control in this particular area. To achieve this control,
certain duties should be handled by more than one member
of Program’s personnel. Given the limitations of staff the
Program is subject to, certain procedures should be
enacted to ensure efficient internal controls.

The Program should implement the following procedures:

1. One employee, preferably the Program Assistant, or
a SFAC clerk should the Assistant be absent,
should make a control list of all daily receipts, and
immediately restrictively endorse all checks received
as “for deposit only.”

2. The Program Director should continue to prepare
the deposit and ensure it is completed on a timely
basis. In the event that the Program Director is not
available when a deposit is required, a separate
individual not involved in the receipts process, such
as an SFAC clerk should prepare the deposit.

The Street Artists Program did not perform a
reconciliation of revenue received to revenue recorded
within the City’s Financial System.

Based on the audit team’s testing of the sample of revenue
transactions from the fiscal years 2008-09 and 2009-10, the
Program accurately deposited and tracked daily
transactions and the SFAC Accounting section properly
recorded the revenue in the City’s FAMIS. However, the
audit found that the revenue received and deposited by the
Program is not reconciled to the revenue recorded by the
SFAC Accounting section to ensure that all revenue
received was properly recorded to the Program.

As previously discussed, the Program currently employs
only two individuals, the Program Director and the Program
Assistant. The Program Assistant is responsible for
processing all payment transactions and the Program
Director is responsible for preparing the deposit to the

11
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Recommendations

financial institution and forwarding the completed deposit
documentation, including the deposit receipt and deposit
slip and deposited check copies, to the SFAC Accounting
section for recording. In observing the processes currently
employed, the audit found that no reconciliation of the
deposit total once completed in comparison to that which is
posted to the City’s FAMIS is performed. Instead, the
current review process utilized involves the SFAC Chief
Financial Officer (CFO) reviewing and approving individual
transactions and their supporting documentation as posted
by the accounting staff into the City’'s FAMIS.

A reconciliation between the Program Assistant’s records,
the actual deposit amount, and that which is recorded in
FAMIS would help to identify errors, fraud or theft. Sound
accounting practices require that checks and balances are
in place which can identify errors or instances of fraud or
theft over the recording of revenue.

Additionally, through the auditor’s testing of revenue
recorded, it was noted that a journal entry was made by the
SFAC Accounting section to reclassify revenue earned by
the Program incorrectly recorded into the SFAC City Hall
Docent Tour Program. The revenue represented a deposit
recorded by the Program on November 12, 2008 totaling
$2,741.40. According to the SFAC Accounting Staff, the
error was identified as a result of her review of transactions
she previously posted during the week, not through a
formal review process.

The audit also found, per inspection of the FAMIS Approval
History, that the transaction erroneously recorded was
approved by the SFAC CFO indicating that the current
review process was not able to uncover the error. As the
SFAC Accounting section performs no reconciliation of
Program revenue reported and that which is recorded,
errors appear likely to go unidentified.

3. The Program should implement a procedure in
which the current control list of all receipts prepared
by the Program Assistant is used to reconcile the
daily cash receipts to the actual deposit slip and the
revenue recorded within FAMIS. This reconciliation
should be done by the CFO.

12
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Finding 1.3

Artists are not subject to
formal consequences for
returned payments

The Street Artists Program does not have a formal
process to invalidate certificates and monitor artists
who submit payments that result in returned checks.

Currently, the Street Artists Program has an informal
method for and is inconsistent in levying consequences on
street artists whose checks for certificate fees are returned
due to insufficient funds. Additionally, no separate record of
all artists with returned and currently outstanding certificate
fees is maintained by the Program. Instead, the Program
mails a returned check notification to the artist once a
check is returned and places a copy of the notice in the
artist’s folder. This notice informs the artist that if fees are
not received by a date determined by the Program, typically
within 30 days of the returned check, the artist’s certificate
will be null and void and the artist will not be allowed to
participate in the lottery process. According to the Program
Director, this notice is generally not reviewed until the artist
returns to pay for a certificate for the subsequent period
and thus the consequences are not consistently enforced.

Since the Program issues certificates to artists upon receipt
of the form of payment rather than when the payment
clears the bank, to prevent artists who issue checks with
insufficient funds from actively participating in selling their
crafts, the Program must have a formal method and policy
in place to track, monitor and enforce invalid certificates for
artists who submit checks returned for insufficient funds.

As a result of the Program's informal practices, street artists
may be selling their crafts with invalid certificates and
retaining the ability to participate in the Program lottery for
the term of the certificate. Additionally, if the Program does
not recover the costs for the returned checks, the Program
loses revenue for the certificate fees as well as incurs the
burden of the returned check charges levied by the Office
of the Treasurer and Tax Collector (Treasurer). As the
Treasurer makes two attempts to deposit a check before
rejecting the payment, the total potential loss is $100 as the
charges total $50 per deposit attempt. This amount is
charged to the Street Artists Program and is intended to be
further levied on the individual artist who submitted the
check for payment. However, according to the Program
Director, the Program has not recovered costs resulting
from returned checks from several artists due to the
informal methods employed by the Program, in addition to

13
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Recommendations

Finding 1.4

artists abandoning the Program without covering their
insufficient fund checks.

The Program should:

4. Develop written policies in which it outlines the
possible repercussions for artists submitting checks
returned for insufficient funds, including associated
penalty fees and description of the certificate
invalidation process. This information should be
documented and distributed to artists upon
acceptance into the Program.

5. Improve its tracking and monitoring of artists with
returned checks by developing a report which
identifies the artist, amount of the check returned,
associated penalty fees, outstanding balance and
status of certificate invalidation. The Program should
consider publishing or distributing this report to
artists and/or the Lottery Committee.

6. Improve enforcement of artist certificate invalidation
by implementing a process in which artists actively
participating in selling their crafts are compared to
the report of artists with returned checks to identify
artists who are selling their crafts without a valid
certificate.

The Street Artists Program does not have formal
written procedures for the process used to deposit
payments received.

Based on the auditor’s review and inspection of internal
control processes and procedures, the auditor identified
that the Street Artists Program has formal written policies
and procedures that govern the day to day transactional
level activities with respect to cash receipts and the
licensing of street artists. However, the Program does not
have written policies and procedures to govern the process
used to prepare the deposit to the Program’s bank account.
As the Program Director is solely responsible for preparing
the deposit, should a deposit be required while the Director
is absent, additional personnel outside of the cash receipts
process, such as other SFAC supervisory personnel, must
be aware of the procedures in place to prepare the deposit.
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An organization handling revenue should have as part of
their internal controls, written policies and procedures that
will guide staff on how to perform their duties, and conduct
the day to day operations of the organization. The lack of
formal written policies may result in personnel performing
deposits outside of the appropriate method and may result
in errors. Formal written policies are essential to ensure
that staff can effectively perform their duties and safeguard
receipts in adherence with documented guidelines.

Recommendations 7. The Program should develop comprehensive written
policies and procedures that incorporate all steps of
the receipt process that will guide staff on how to
perform their duties and identify personnel
responsible for completing the deposit when the
Director is absent.

Finding 1.5 The Street Artists Program uses a manual approach to
record fee revenue transactions.

As discussed in the Introduction, the Program receives fees
for applications and Program issued certificates. These
fees, previously collected in cash, are collected through
mail or in person via check or money orders and are
manually processed individually by the Program Assistant.?
This manual process incorporates the use of a Receipt Tag
system to track all revenue transactions as they are
received. This system is outdated as it requires manual
creation of all receipts and payment records by the
Program Assistant. Additionally, payments received by the
Program are physically taken to the bank for deposit.

The use of up to date payment systems could potentially
eliminate the use of receipt tags and deter any scrutiny
regarding the accuracy of receiving and recording
transactions from the public. Additionally, it increases the
Accounting section’s ability to efficiently and effectively
record daily transactions and provides management with
complete and accurate financial information on a timelier
basis, thus allowing additional time to perform other duties
as required. Conversely, the use of a manual process
increases the risk of errors being made in revenue

% In June 2009, the San Francisco Arts Commission passed Resolution No. 0601-09-158 effectively eliminating
the acceptance of cash for all street artist application and certification fees.
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The Program is scheduled to
implement an internet based
payment system.

Recommendations

transaction cycle, may cause delays in processing, and
allows for the opportunity to commit fraud or theft.

According to the Street Artists Program Director, as well as
the Director of Accounting and Banking Services for the
Office of the Treasurer and Tax Collector, the Program is
currently in the testing phase of establishing a web-based
payment system that will allow the Program to accept
payments for all certificate and application fees through the
internet which in turn will be automatically recorded in the
Program’s bank account. However, as the Program Director
does not anticipate all Program participants to pay via the
internet based payment system, the Program will continue
to accept payment via check and money order. The web-
based system was expected to be active prior to the end of
the 2010-11 fiscal year.

8. The Program should implement its planned internet
based payment systems which will allow for the
acceptance of credit and debit cards, and for
automatic recording of revenue into the Program’s
bank account.
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CHAPTER 2 — The San Francisco Arts Commission
Needs to Improve its Accounting Practices for the
Street Artists Program

Summary

Finding 2.1

The Street Artists
Program Subfund
contained surplus
revenue which could
have been used to keep
Program participant
certificate fees from
increasing

Based on the auditor’s analytical review performed of the
Street Artists Program Accounting structure, as well as
detailed testing of a sample of expenditures charged to the
Program, the San Francisco Arts Commission Accounting
section has deficiencies in its accounting practices that
could have resulted in adjusted certificate fee rates to the
Street Artists Program participants.

Specifically, the Accounting section:

¢ Did not utilize excess fund balances, ranging from
$40,000 to $90,000, maintained in inactive Program
project accounts across several fiscal years, to keep
Program certificate fees from being raised.

¢ Did not consistently allocate overhead charges to
the Program in the past, which could have raised
certificate fee rates.

¢ Assessed management supervision charges to the
Program in fiscal year 2009-10 without any formal
SFAC adopted policy change.

The San Francisco Arts Commission Accounting
section overlooked some fund balances held when
calculating its certificate fee rate.

The SFAC Accounting section maintained three inactive
Program subfund projects, PAR1Al, PAR561, and
PAR101, for eight years through fiscal year 2007-08,
containing a net balance of $173,466, which should have
been used to potentially keep Street Artist certificate fees
from increasing.?® During this period, the SFAC Accounting
section used a separate subfund project, PAR102, to
account for the Program’s operating revenues and
expenditures. Although this subfund project consistently
operated in a deficit position for the past 10 years, the

A depiction of the Program subfund is provided in the Introduction, Exhibit 2.
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Consolidation of Subfund
Projects

The net cash position within
the inactive Projects may

positive fund balance of $173,466 in the inactive subfund
projects kept the overall subfund solvent.*

During the 2008-09 and 2009-10 fiscal years, according to
the Director of the Office of the Controller Budget and
Analysis Division (Division), a special project was
undertaken by the Division to clean out and consolidate
inactive projects within SFAC accounts, which included the
consolidation of those inactive projects within the Street
Artists Program subfund.

The consolidation of the inactive projects was done in two
journal entries initiated by the Office of the Controller with
the explicit consent of the SFAC CFO, the first taking place
in March 2009 and the second in December 2009. These
entries fully consolidated and closed out the remaining
three inactive projects into the active Street Artists Program
project, thus eliminating the negative fund balance in the
active subfund project.

As explained in the Introduction of the report, the San
Francisco Police Code, Article 24, states that the Board of
Supervisors may increase the certificate fee rate when
necessary in order to finance the costs of the SFAC in
administering and enforcing the provisions of the ordinance
governing the Program.

According to the CFO, he was aware of the inactive
subfund projects and the balances held within when he
inherited those projects upon his hiring, but he could neither
use nor consolidate those balances without the assistance
of the Office of the Controller. Additionally, the CFO
contends that as a result of the 1995 FAMIS conversion in
which project balances were transferred from the previous
batch version of FAMIS to online FAMIS, some errors may
have occurred and potentially, some of the inactive projects
may not belong to the Street Artists Program. However, as
the fiscal officer for the SFAC, the CFO should have
researched the inactive subfund projects and directed the
Office of the Controller to consolidate the appropriate
balances into PAR102 and to close out the inactive
accounts.

Based on an analytical test of the project balances and
activity recorded within the active project, including the

* See Exhibit 3 for actual balances for PAR102.

18



Office of the Controller, City Services Auditor

The Street Artists Program Should Improve Its Internal Controls and Accounting Practices

have been used to keep the
Certificate Fees for Program
participants from being raised

Recommendations

Finding 2.2

The SFAC Accounting
section did not fully
develop and implement
its overhead allocation
method until FY 2008-09

recalculation and estimation of fee rates based on actual
expenditures and actual subfund balances, the audit found
the certificate fee rate for the fiscal year 2009-10 appears
accurate. However, because the SFAC overlooked the
balances in inactive project accounts, it unnecessarily
raised the Street Artist certificate fee rate for three fiscal
years, from fiscal year 2003-04 through 2005-06, during the
period when additional balances were held in inactive
Projects.” If the Program had used the additional balances
held in the inactive project accounts to calculate its
certificate fees, it may not have had to raise the certificate
fee from the 1992 fee amount until fiscal year 2006-07.
However, the audit found that in 2006-07, the fee would
have had to increase dramatically by over $115. By
contrast, the Program’s actual fee increases during the
three years in question were gradual.

The Program should:

9. Take into consideration all surplus balances when
calculating the Street Artists Program certificate fee
to ensure that all funds available to the Program are
used to fund the Program's expenditures. As an
alternative, the Program could hold a small reserve
to keep the fee from fluctuating year to year. In this
case, the Program should decide upon and
document the amount to hold.

The San Francisco Arts Commission Accounting
section did not consistently allocate overhead
expenditures to the Street Artists Program.

The San Francisco Arts Commission Accounting section
did not fully develop and implement an overhead cost
allocation methodology until fiscal year 2008-09; as a
result, it undercharged the Program in previous fiscal years.
The Accounting section also potentially overcharged the
Program by $4,000 because it used estimated charges
instead of actual charges.

According to the Director of the Office of the Controller,
Budget and Analysis Division, for the purpose of allocating
overhead costs, any reasonable methodology can be used

° Through Ordinance 240-03, the San Francisco Arts Commission raised the certificate fee for Program
participants during the fiscal years 2003-04, 2004-05 and 2005-06. See Exhibit 1 in the introduction for additional

detalils.
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The SFAC revised its
allocation methodology during
the 2008-09 fiscal year

The SFAC allocated costs to
the Program based the newly
developed methodology
during the 2009-10 fiscal year

Some costs were not properly
allocated.

by a department to allocate costs internally. However, prior
to fiscal year 2008-09, the San Francisco Arts Commission
Accounting section charged the Street Artists Program a
flat amount of $8,000 for overhead expenditures, resulting
in the Program not fully reimbursing the SFAC for the
Program’s share of costs incurred.

During fiscal year 2008-09, at the request of the Director of
Cultural Affairs, SFAC senior management developed the
overhead cost allocation methodology and allocated costs
to each of its programs and divisions equitably. This basis
was applied to all SFAC programs for the fiscal year,
however, it was not charged to the Street Artists Program
as it was not included in the annual budget approved by the
Board of Supervisors. As a result, a flat amount of $8,000
was again charged to the Program.

For the 2009-10 fiscal year, a preliminary estimate of the
total overhead costs to be incurred by the SFAC was
allocated to all SFAC programs to recover each program’s
share of administrative expenditures. These costs were
determined using the methodology developed by SFAC
senior management during the fiscal year 2008-09. This
amount totaled $38,348 for the Street Artists Program and
was approved by the Board of Supervisors and included in
the 2009-10 Program budget.

Based on a review of the SFAC's fiscal year 2009-10
overhead allocation methodology, and a review of actual
overhead costs charged to the Street Artists Program, the
audit found that while the bases used by the SFAC were
properly developed, the actual administrative charges
incurred by the Program were at least $4,000 less than the
allocation made by the SFAC Accounting section.

According to the SFAC CFO, and based on the audit’s
recalculation of the SFAC's preliminary estimate of
anticipated overhead charges, the SFAC developed several
criteria for allocating administrative costs to its programs
including charges based on headcount, square-footage,
and actual amounts billed. Using these criteria as a basis,
the audit recalculated the allocations using actual costs
incurred by the SFAC. This included the recalculation of
allocations for Accounting staff salaries and benefits,
Department of Technology and Department of Human
Resources services, as well as rental expenses. Through
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Recommendations

Finding 2.3

Management and
supervision charges
were allocated to the
Program based on
arbitrary allocation bases
and were not discussed
with street artists

the recalculation of the allocations, the audit found that by
only using estimated totals and not subsequently reviewing
actual costs incurred, the SFAC overcharged the Program
by at least $4,000, approximately 11% of the total overhead
allocation.

The majority of the $4,000 overcharge consisted of
Accounting staff charges. Currently, the SFAC utilizes an
estimated amount of documents processed by the
Accounting section, including purchase orders, cash
receipts, payroll and journal entries, and uses the ratio of
each program’s total in relation to the entire SFAC's total as
an allocation base for accounting overhead charges.
Although this is an acceptable method of allocating
accounting costs, this method does not take into
consideration the nature, level of difficulty or time spent on
each document, rather only considers the total number of
transactions processed. Such an allocation for personnel
services could be based on time studies and functional time
sheets to provide a more accurate assessment of
accounting time spent on the Program.

The SFAC should:

10. Consider changing its cost allocation criteria for
accounting expenditures based on actual time spent
on the Program according to time keeping records.

11. Perform a true-up of overhead charges to the
Program during the year end close to allocate actual
costs instead of estimates.

The San Francisco Arts Commission Accounting
section charged the Street Artists Program for
management and supervision charges that were
unsupported by any SFAC policy resolution and were
not communicated to the Program’s participants.

During the 2009-10 fiscal year, as part of the accounting
year end close, the SFAC charged the Street Artists
Program $18,875 in "management and supervision
charges," which were unsupported by any official SFAC
adopted policy resolution and were not communicated to
the Program'’s participants during any public hearings or
committee meetings. These charges were based on
calculations decided upon by the SFAC management staff,
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These charges were based
on arbitrary amounts
determined as reasonable by
the SFAC management staff
and were not charged to any
other SFAC program

The supervision charges
appear reasonable if properly
allocated

but were not supported by time studies or time sheets. To
generate the revenue necessary to fund the management
and supervision charges, individual Program participants
incurred a cost of approximately $50 per participant.

In contrast to the overhead charges discussed in Finding
2.2, which were discussed at length with the Program
participants at the Street Artists Committee meeting on
January 14, 2009, the SFAC allocated the management
charges to the Program without advance notice and without
discussion during any public hearings or meetings in which
Program participants could express their opinions regarding
the cost.

According to the SFAC CFO, the SFAC levied the
management charges in an effort to recover costs
associated with management and supervision of the Street
Artists Program by the Director of Cultural Affairs and the
Director of Programs. These charges were allocated to the
Program based on a management decision and were not
included in the fiscal year 2009-10 Street Artists Program
budget approved by SFAC and the Board of Supervisors.

The management charges allocated to the Program were
recorded in the City’s FAMIS through a department initiated
journal entry approved by the CFO. According to the CFO,
through the approval of the SFAC management staff, the
charges were calculated as 5 percent of 110 percent of the
total salaries and benefits for both the SFAC Director of
Cultural Affairs and Director of Programs.

The audit found that both the 10 percent salary and benefit
supplemental and 5 percent allocation rate are not
supported by time studies, time sheets, or other
documentation providing evidence for the use of these
amounts as a basis. Rather, the percentages were chosen
by SFAC management, and determined to be reasonable
given the estimated amount of time spent on the Program
by supervisory personnel. Additionally, according to the
CFO, no other SFAC program or division is allocated the
supervision charges.

As explained in the Introduction, the San Francisco Police
Code allows the increase of certificate fees when
necessary to finance SFAC management of the Program.
Through a review of SFAC Committee and Street Artists
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Recommendations

Committee meeting minutes, the audit found that the SFAC
Director of Cultural Affairs attends meetings and actively
participates in the management of the Program. As these
charges represent those costs related to administering and
enforcing the Program, the allocation of such costs are
considered reasonable if done with an appropriate basis.

The SFAC should:

12. Perform a detailed analysis of management’s time
spent on the Street Artists Program and develop a
reasonable methodology based on supportable
costs.

13. Include management and supervision costs in the
budget approval process for discussion during
public hearings and committee meetings.
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Street Artists Program Fee Estimation

Fiscal Year 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09 2009-10
I.  Actual Revenue? $133,523 $133914 $127,625 $ 135870 $151,817 $173520 $165,128 $179,352 $206,112 $ 247,169
Il.  Estimated Artists” 381 383 365 364 383 414 394 428 387 401
. Actual Fee Rate® $ 350.00 $ 350.00 $ 350.00 $ 373.60 $ 39640 $ 41920 $ 41920 $ 41920 $ 53228 $ 616.64
IV.  Auditor Fee Rate* 350.00 350.00 350.00 350.00 350.00 350.00 465.70 432.96 504.20 610.48
V. Revenue® 133,523 133,914 127,625 127,287 134,046 144,876 183,445 185,239 195,239 244,700
VI.  Carry Forward ' 150,757 124,282 102,191 59,289 52,378 30,350 5,064 4 2 3
Net Revenue 284,280 258,196 229,816 186,576 186,424 175,226 188,509 185,243 195,241 244,703
VIl.  Expenditures? 159,998 156,005 170,527 134,198 156,074 170,162 188,505 185,241 195,238 244,700
Net Income/(Deficit)  $124,282 $102,191 $ 59,289 $ 52378 $ 30350 $ 5064 $ 4 % 2 % 3 % 3
Change in Expenditures " (3,993) 14,522 (36,329) 21,876 14,088 18,343 (3,264) 9,997 49,462
Fee Difference’ - - - (24) (46) (69) 47 14 (28) (6)

Notes:

@ Represents the actual revenue earned by the Street Artists Program.
® Estimated Artists is the auditors calculation of anticipated Program participants given the actual revenue generated and fee charged by the Program. This total is calculated by
dividing Actual Revenue (1) by the Actual Fee Rate (lll).
¢ Represents the actual fee rate approved by the Board of Supervisors and charged by the Street Artists Program.
9 Auditor Fee Rate is estimated using the fee set during the period when the surplus of cash was maintained by the Program as a basis ($350 during fiscal year 2000-01). This fee rate
was utilized until the auditor estimates the Program would have exhausted the revenue surplus (2006-07) as a result of expenditures being incurred in excess of revenues (VI >V +
VI). Once the revenue surplus was exhausted, a new fee rate was calculated sufficient to cover all expenditures incurred (VII - VI + II) and maintain the fund in a cash neutral position.
The fee rate was calculated using the estimated total of Program participants during a given year (l1).

® Represents estimated revenue generated based on the Auditor Fee Rate and estimated number of Program participants as described above in footnote b.

"The carry-forward balance for the fiscal year 2000-01 includes the surplus held in inactive Subfund Projects consolidated into the active Street Artists Program Project account as
explained in Finding 2.1.

9 Represents actual expenditures incurred by the Program during the given fiscal year.

h Represents the actual year over year change in expenditures incurred by the Program.

: Represents the difference in the Actual Fee Rate charged by the Program (l1I) and the Auditor Fee Rate estimated (IV).

Source:

Auditor’s schedule of fee estimates; FAMIS
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SAN FRANCISCO ARTS COMMISSION

July 6, 2011

Ms. Tonia Lediju

Director of Audits

Office of the Controller

City Hall Room 316

San Francisco, CA 94102-4694

Re: Response to Draft Audit Report of Arts Commission’s Street Artists
Program

Dear Ms. Lediju:

We are in receipt of the June 23, 2001 e-mail from Ms. Elisa Sullivan,
Audit Manager, accepting most of the changes we requested on the audit
draft in our letter to you of June 22, 2011. However, we still strongly
disagree with one of the statements of the audit’s “Table of Contents” and
the findings of Chapter 2, as we stated earlier:

“TABLE OF CONTENTS”, Finding 2.3., “The San Francisco Arts
Commission Accounting section charged the Street Artist Program for
management and supervision charges that were unsupported by any
policy resolution and were not communicated to the Program’s
participants”. WE DISAGREE WITH THIS STATEMENT. Proposition
“K” passed by the voters of November 8, 1983, states: “The Board of
Supervisors may increase the certificate fee when necessary in order to
finance the costs of the Art Commission [emphasis added] in
administering and enforcing the provisions of this ordinance.” Please note
that the Prop K's mandate states “Art Commission”, not “Street Artists
Program”; it follows that “administering” the ordinance would require the
Arts Commission’s management and supervision and would include the
Arts Commission’s costs for such management and supervision. Therefore,
a policy resolution by the Arts Commission is not required given the
authority of Proposition “K”, the people’s mandate.

SUITE 240, SAN FRANCISCO. CA 94102 TEL. 415.252.2590 FAX 415.252.2595
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Page 17, “CHAPTER 2” — The San Francisco Arts Commission
Needs to Improve its Accounting Practices for the Street Artists
Program; Summary”. In the sentence “Did not utilize excess fund
balances ranging from $40,000 to $90,000, maintained in inactive
Program project accounts across several fiscal years, to keep Program
certificate fees from being raised,” please insert the words “deposited by
the Controller and” between “$90,000” and “maintained”. The fund
balances were not deposited nor initiated by the Arts Commission in the
inactive project accounts which belonged to other programs. To have done
so, the Arts Commission would have acted in a manner inconsistent with
the provisions of Ordinance No. 151-99, “STREET ARTISTS FUND”
which state in Sections 10.117-123 (a) “Establishment of Fund” and (f)
“Accumulation of Monies in Fund” that “all fees received by the San
Francisco Arts Commission for the Street Artists Program” are required to
be deposited in the special fund of the Street Artists Program, and that
“The balance remaining in the Street Artist Fund at the close of any fiscal
year ... shall be ... accumulated in” the Street Artists Program’s Special
fund.”

The accounting section of the Arts Commission was never informed by the
Controller that any of the Street Artist fees had been deposited by the
Controller in certain inactive project accounts that did not belong to the
Street Artists Program’s special fund. Furthermore, the Commission’s
accounting section had no reason to presume that Street Artist fees had
been so deposited or to investigate whether the funds in such inactive
accounts belonged to the Street Artists Program. And, above and beyond
all of this, such fees should not have been deposited at all into such
inactive accounts, as this would have been contrary to the
provisions of the Ordinance No. 151-99.

Similarly, in “Finding 2.17, in the sentence “The SFAC Accounting
section maintained three inactive Program subfund projects ...containing
a net balance of $173,466, which should have been used to potentially
keep Street Artist certificate fees from increasing,” please insert the words
“transferred into these projects by the Controller without the Arts
Commission’s knowledge” between the word “$173,466” and the words
“which should have been used”.

Page 19, second paragraph: Thank you for making the point that “...
However, the audit found that in 2006-07, the fee would have had to
increase dramatically by over $115. By contrast, the Program’s actual fee
increases were gradual [emphasis added]”.
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With the advice of the City Attorney, it was the Arts Commission’s intent
to not adversely impact the street artists by imposing a dramatic, sharp
fee increase on them but, out of consideration to them, to raise the fee
gradually.

Also, on Page 19, bottom-of-the-page statement: Thank you for making the
point that “The San Francisco Arts Commission Accounting section did
not fully develop and implement an overhead cost allocation methodology
until fiscal year 2008-09; as a result, it undercharged [emphasis added]
the Program in previous years.”

Page 22, top-of-the-page paragraph: From the sentence “During the 2009-
10 fiscal year ... the SFAC charged the Street Artists Program $18,875 in
‘management and supervision charges’, which are unsupported by any
official SFAC adopted policy resolution or mandate ...”, please eliminate
the words “which are unsupported by any official SFAC adopted
policy resolution or mandate”. As we stated previously, the voter-
mandated Proposition “K” of 1983 clearly requires the Arts Commission to
administer and enforce the provisions of the Street Artists Ordinance, and
that the fees may be increased by the Board of Supervisors “in order to
finance the costs of the Art Commission” in such administration and
enforcement. We feel that it is debatable as to whether the Commission
was required to issue a policy resolution on the administrative costs of
fulfilling the mandate of Proposition “K”.

Finally - and most importantly - please see our response to
Recommendation 9 of the “Audit Recommendation and Response
Form”. Recommendation 9 states: “Continue to take into consideration all
surplus balances when calculating the Street Artists Program certificate
fee to ensure that all funds available to the Program are used to fund the
Program’s expenditures. The Program could hold a small reserve to keep
the fee from fluctuating year to year. ...” While we concur with the
recommendation of holding a small reserve to keep the fee from
fluctuating, we do not agree to take into consideration all the Program
fund surplus balances that the Controller wrongfully combined with other
program funds such as POPs Equipment account, Transfer to Friends
Administration account, and Civic Collection account. Each account
belongs to a different program with embedded project; each is its own
legal entity governed by Charter or ordinance.
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To consider using such mixed funds would, in our understanding, be
illegal, as it would not be consistent with the provisions of the Street
Artist Fund created by Ordinance No. 151-99 which requires “all fees
[emphasis added] received by the San Francisco Arts Commission for the
Street Artists Program” to be deposited into the Street Artists Fund, and
not deposited into other accounts belonging to other programs.

Sincerely,

Luis R. Cancel
Director of Cultural Affairs

Cc: All Arts Commissioners
Director of Finance Kan Htun
Director of Programs Jill Manton
Director of Grants San San Wong
Street Artists Program Director Howard Lazar
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AUDIT RECOMMENDATIONS AND RESPONSES

Recommendations

Responsible
Agency

Response

One employee, preferably the
Program Assistant, or an SFAC clerk,
should the Assistant be absent,
should make a control list of all daily
receipts, and immediately restrictively
endorse all checks received as “for
deposit only.”

SFAC — Street
Artists
Program

Concur. Will start from July 1, 2011

The Program Director should continue
to prepare the deposit and ensure it is
completed on a timely basis. In the
event that the Program Director is not
available when a deposit is required, a
separate individual not involved in the
receipts process, such as a SFAC
clerk should prepare the deposit.

SFAC — Street
Artists
Program

Partially concur. With the Program Director’s substantial workload in
managing and enforcing the Street Artists Ordinance, a daily deposit is
not foreseeable; rather a twice-a-week deposit will start in the new
fiscal year 2011-12.

The Program should implement a
procedure in which the current control
list of all receipts prepared by the
Program Assistant is used to reconcile
the daily cash receipts to the actual
deposit slip and the revenue recorded
within FAMIS. This reconciliation
should be done by the CFO.

SFAC — Street
Artists
Program

Partially concur. Current control list of the program receipts are
recorded daily in the Accounting Receipt register and the total revenue
are always agreed. But, the recommended reconciliation procedure will
be implemented in the fiscal year 2011-12 and will be done and
recorded by the accounting employees supervised by the Director of
Finance.
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Recommendations Re;ggzzlyble Response

4 Dev.elop written poI|C|es n Wh'c,h I SFAC — Street | Concur. The program will seek the City Attorney clarification as to
outlines the possible repercussions for | aists whether such polices would require a vote by the Full Arts Commission.
artists submitting checks returned for | program
insufficient funds, including associated
penalty fees and description of the
certificate invalidation process. This
information should be documented
and distributed to artists upon
acceptance into the Program.

. Im.prove.|ts tracking and monitoring of | sEac _ street Partially concur. However, the program will seek clarification from the
artists with returned checks by Artists City Attorney as to whether the report to artists and/or the Lottery
developing a report which identifies Program Committee would be a breach of confidentiality, if it includes the
the artist, amount of the check amount of the check returned, associated penalty fees, outstanding
returned, associated penalty fees, balance.
outstanding balance and status of
certificate invalidation. The Program
should consider publishing or
distributing this report to artists and/or
the Lottery Committee.

6. Improve enforcement of artist SFAC - Street | Concur.

certificate invalidation by
implementing a process in which
artists actively participating in selling
their crafts are compared to the report
of artists with returned checks to
identify artists who are selling their
crafts without a valid certificate.

Artists
Program
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Recommendations

Responsible
Agency

Response

The Program should develop
comprehensive written policies and
procedures that incorporate all steps
of the receipt process that will guide
staff on how to perform their duties
and identify personnel responsible for
completing the deposit when the
Director is absent.

SFAC — Street
Artists
Program

Concur. This would be added to the Program’s current operating
manual as soon as possible.

The Program should implement its
planned internet based payment
systems which will allow for the
acceptance of credit and debit cards,
and for automatic recording of
revenue into the Program’s bank
account.

SFAC — Street
Artists
Program

Concur. Will commence on July 19, 2011. In addition, the internet
based payment system’s procedures will be added to the Program’s
current operating manual
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Recommendations

Responsible
Agency

Response

Take into consideration all surplus
balances when calculating the Street
Artists Program certificate fee to
ensure that all funds available to the
Program are used to fund the
Program's expenditures. As an
alternative, the Program could hold a
small reserve to keep the fee from
fluctuating year to year. In this case,
the Program should decide upon and
document the amount to hold.

SFAC - Street
Artists
Program

Partially concur to the fact of holding a small reserve to keep the fee
from fluctuating year to year and documented the amount to hold. Do
not concur to take into consideration all surplus balances for
street artist license fee program usage. To have done so, the Arts
Commission would have acted in a manner inconsistent with the
provisions of Ordinance No. 151-99. The Title Street Artist Program
Fund was incorrectly created by the Controller office prior to online
FAMIS system was introduced to the Arts Commission in fiscal year
2000-01. Prior to FY 2000-01 all financial and accounting functions
were processed and recorded by the Controller’s Office under the
supervision of the Controller's Fund Accountant. The Arts Commission
had accounting staff had to prepare receipts and payments manually
and submitted to the Controller's Fund Accountant for processing and
recording revenue and expenditure. At that time, the Street Artist
Program Fund was wrongly combined with other program funds by the
Controller’s Office, such as, POPs Equipment account, Transfer to
Friends Administration account, and Civic Collection account. The
auditor’s Exhibit 2 on Page 4 is incomplete and the actual Street Artist
Program Fund set up by the Controller is mixed up with other
programs. Each different program and embedded project has its own
legal entity and governed by separate respective Charter or Ordinance.
To take into consideration all different program funds surplus balances
wrongly mixed up by the Controller at the time of conversion to online
FAMIS system and used for the Street Artist License fee would be in
violation of Prop K of 1983 and would need the City Attorney opinion, if
legal challenges incurred. All along the establishment of the Street
Artist Program, all license fee revenue is recorded and expended in
one and separate Street Artist account only. To take into consideration
all other fund balances that the Controller wrongly combined with other
program funds and used for Street Artist license fee increase would be
illegal. Each account belongs to a different program with embedded
project
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Recommendations

Responsible
Agency

Response

and each is its own legal entity governed by Charter or Ordinance.

The Arts Commission CFO position was created and operated with
effect from FY 2009-10 onwards. To review, clean and close inactive
projects of the City, and to make adjustments and year end closing of
Fund balances are undertaken by the Controller's Budget & Analysis
Division headed by Mr. Wing Leung, (job class 0931), assisted by Fund
Analysts (job class 1657). Ms. Agnes Cervantes, Fund Analyst was
assigned for the Arts Commission funds. Mr. Wing Leung was retired
on 03/20/2010 and Ms. Agnes Cervantes was retired on 01/09/2010,
and the reconciliation and closing of inactive Fund balances were
ceased from that time.

The finding stating the Arts Commission’s CFO is aware of inactive
projects and to initiate consolidation is wrong. It is the Controller’s
function to initiate and work with the agency. Such function is currently
being undertaken by the Controller’s office.

10. Consider changing its cost allocation
criteria for accounting expenditures
based on actual time spent on the
Program according to time keeping
records.

SFAC - Street
Artists
Program

Partially concur. The current allocation method of statically recorded
each type of document gave weighted average to the nature of time
taken to process the documents for each program in the agency.
Accounting staff are processing daily over hundreds of documents from
all programs in the agency. To record time taken for each program in a
day will be cumbersome. The cost and benefit for doing this way will
not be viable in practice. In cost accounting principle, the overhead cost
is defined as a cost which cannot be identified directly with a cost
center. Therefore, each element of cost has to be allocated with the
reasonable allocation basis. The allocation based on actual time spent
on Program will be tested in FY 12 as recommended and will be
reviewed its cost benefit analysis after a year.
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Recommendations

Responsible
Agency

Response

11. Perform a true-up of overhead
charges to the Program during the
year end close to allocate actual costs
instead of estimates.

SFAC - Street
Artists
Program

Partially concur. The current overhead charge to the Program is based
on the BOS approved budget. The actual cost will be known after the
year end account is closed at the end of August each year. At that time
new fiscal year already begins and practically the overhead charges
cannot be charged to previous year that have been closed already. But,
will recalculate the actual allocation again as recommended at the year
end close. Any variance (over or under charges) will be adjusted in the
next year account only.

12. Perform a detailed analysis of
management’s time spent on the
Street Artists Program and develop a
reasonable methodology based on
supportable costs.

SFAC - Street
Artists
Program

Partially concur. The Head of the Department and Director of
Program’s time spent on the Street Artist Program will be test recorded
with effect from FY 12 and applied the supervision cost allocated on the
time sheet recorded monthly. Will see it practicality and benefits over
the current 10% basis.

13. Include management and supervision
costs in the budget approval process
for discussion during public hearings
and committee meetings.

SFAC — Street
Artists
Program

Concur. Will include in the Committee agenda in FY 12.
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APPENDIX C: REBUTTAL TO RESPONSE

To provide clarity and perspective, the Controller’s Office, City Services Auditor (CSA)
Division, has prepared this response to the San Francisco Arts Commission’s (Arts
Commission) written response regarding the audit report. CSA maintains that the findings
described in the audit report and related conclusions are complete and accurate based on
the documents and correspondence provided by the Street Artists Program to perform the
audit.

Finding 2.1: The San Francisco Arts Commission Accounting section overlooked
some fund balances held when calculating its certificate fee rate

The Arts Commission’s response letter contends that the Accounting section of the Arts
Commission was never informed by the Controller that any of the Street Artists Program
fees had been deposited in certain inactive project accounts over 10 years ago and that
later the Controller wrongfully combined the inactive project funds into the Street Artists
Program fund.

As noted in our report, the Arts Commission’s CFO became aware of the inactive project
accounts shortly after he was hired about 10 years ago, but he failed to complete the
process to correct these accounts at that time. The CFO provided the audit team with
copies of emails that show that in October 2000, he contacted the Controller’'s Office to
request that interest for the Street Artists Program Fund be accounted for in an active
project account instead of one of the inactive project accounts. In that email he stated, “We
are working on the process of clean-up and close-out inactive projects for the Arts
Commission.” During the same time, he successfully worked with the Controller’s Office to
close out other inactive funds and abnormal balances in the Public Arts Fund. Subsequently,
in 2009, the Controller’s Office Budget and Analysis Division (BAD) contacted the CFO by
email to inquire about the status of the Street Artists Program inactive projects so that they
could be closed out, and BAD shortly thereafter completed the consolidation. Although the
CFO worked with BAD to correct the fund over a year ago, it is not clear why he accepted
the consolidation of the inactive project accounts into the Street Artists Program if he
believed it was incorrect.

Finding 2.3: The San Francisco Arts Commission Accounting section charged the
Street Artists Program for management and supervision charges that were
unsupported by any SFAC policy resolution and were not communicated to the
program’s participants

The Arts Commission’s response letter contends that a policy resolution is not required
because the Street Artists Ordinance states that the Board of Supervisors may increase the
certificate fee to finance the costs of the Arts Commission in administering the ordinance.
The Arts Commission is not being consistent in its process for including its costs in the
charges to the Street Artists Program. General overhead charges for fiscal year 2009-10
were submitted to and approved by the Board of Supervisors, included in the 2009-10
program budget, and discussed at length with program patrticipants at a Street Artists
Committee meeting. By contrast, the management and supervision charges, which are also
considered overhead charges, were not specifically approved by the Board of Supervisors,
were not specifically included in the 2009-10 program budget and were simply charged at
year-end as other current expenses. We believe our recommendation to include
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management and supervision charges in the budget approval process is reasonable and
consistent with the Arts Commission’s practice regarding costs it charges the Street Artists
Program.




