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INTRODUCTION

Pursuant to Section 5.10 of the Charter of the @ityacksonville and Chapter 102 of the
Jacksonville Municipal Code, we examined two cosme®ire agreements (a Specialty
Retail Store and an In-Terminal Advertising Agreathdrom the Jacksonville Airpart
Authority. On October 1, 2001, the JacksonvillertPauthority (JPA) split into two
entities, the Jacksonville Airport Authority (JAAnd the Jacksonville Seaport Authority.
Concessionaires use space within the Airport Teateimnd remit percentages of their
gross revenues to the JAA. This payment is consideent for the space they are
utilizing. Concessionaires vary from retail to doservice to advertising. For the fiscal
year ended September 30, 2001, concession revanoesnted for approximately 29% of
JAA’s total operating revenues at $10,881,586. Uigho May 31, 2002 the JAA has
received $6,962,312 from concessions or 28% of tb&l operating revenue. Monitoring
concessionaire agreements is important to the Jé&tnly to maximize revenue, but also
to ensure that the customers who travel througksdawille and visit the terminals heve
an overall pleasant experience with respect to @hgp food options and other amenities
while traveling.

STATEMENT OF OBJECTIVES
The objectives of the audit were as follows:

1. To determine whether the Specialty Retail Shop €ssion Agreement dated
November 1, 1999 and the In-Terminal AdvertisinqiGession Agreement dated June
1, 1999 are being complied with by both the vendmd the JAA.

2. To determine whether payments made to the JAA bywio concessionaires reviewed
are in accordance with the applicable agreementdased on accurate gross monthly
revenues as defined by the Agreements reviewed.

STATEMENT OF SCOPE

The audit scope for detailed testing for the Spgciaetail Agreement was June 2001,
with January 2001 through December 2001 reviewed tfi@ monthly reports and
November 1999 to December 2000 for the Annual Fr@nStatement. For the In-
Terminal Advertising Agreement, the audit scopedetailed testing was August 2001 and
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October 2001, with January 2001 through Novembedil2feviewed for the monthly
reports and the 2000 calendar year for the Annimarieial Statement.

STATEMENT OF METHODOLOGY

The audit consisted of discussions and interviewth WAA employees in various
departments (Purchasing, Finance, Business Developrand the DBE Office) as well as
a review of contracts and files as necessary. néinhinformation was also reviewed and
tested for accuracy. In some instances, the Ceimesre was asked to provide additional
documentation per the audit clauses in each chgiheements.

STATEMENT OF AUDITING STANDARDS

We conducted our audit in accordance with generatfgepted government auditing
standards issued by the Comptroller General obthiged States. Those standards require
that we plan and perform the audit to afford a weable basis for our judgements and
conclusions regarding the organization, prograniyi&g or function under audit. This
audit also included an assessment of applicabkrnat controls and compliance with
requirements of laws and regulations when necessagatisfy audit objectives. We
believe that our audit provides a reasonable as@ur conclusions.

AUDIT CONCLUSIONS

1. The Specialty Retail Shop Concession Agreementddtyember 1, 1999 and the In-
Terminal Advertising Concession Agreement datedeJdn 1999 are not being
complied with by both the vendors and the JAA.

2. Payments made to the JAA by the two concessionereswed are not in accordance
with the applicable agreements and based on aecgraiss monthly revenues as
defined by the Agreements reviewed.

AUDIT OBJECTIVE #1

In order to determine if the two agreements revebaee being complied with by both the
vendors and the JAA, each of the agreements wasweg noting the key provisions.

Based on documentation in the files reviewed asdugisions with personnel involved, the
internal control weaknesses and findings relatdditoobjective are detailed below.

INTERNAL CONTROL WEAKNESSES:

Internal Control Weakness #1

There is not a formal system in place at the JackBe Airport Authority for the
monitoring of concessionaire agreements. Due & fHtt that concessionaires are a
material source of revenue to the JAA and that thiract with the traveling customer, all
agreements should be reviewed for compliance cgriagic basis depending on the terms
of the agreement.

Recommendation to Internal Control Weakness #1
The JAA should establish a formal system of momtprconcessionaire agreements.
Items to be addressed within that system shoulddecthe following:




1. A designated point of contact or authorized repregve at the JAA to which all
correspondence should be directed and who is askigm monitor the particular
agreement should be identified.

2. A working file should be developed for each agreeincentaining:

= Documentation of any changes in terms between rthigoged agreement and the final
agreement and how those changes were originatedemdied upon (if applicable)

= Key terms of the agreement (such as due datesefmrts, hours of operations (if
applicable), etc.

= All correspondence with the concessionaire

= Copies of bonds and insurance policies (ensuriaglibnds are current should be the
responsibility of the Finance Department and enguthat insurance policies are
current should be the responsibility of Risk Mamagat)

= Documentation of any meetings or relevant telephao&versations with the
concessionaire

3. Comparisons should be performed by JAA staff tauenghat the revenues received
and rates being charged are comparable to thaseidar sized airports in Florida and
nationwide. If prices are too low or business doesseem to be at an appropriate
level based on these comparisons, the Businessldpevent Department should be
involved in determining what type of marketing effothe concessionaire is going to
implement to increase business.

4. A checklist should be developed for each agreenmenlining the terms of the
agreement that require some type of monitoring AA’s part as documentation that
the important terms of the contract are being cagdpkith by the concessionaire.

Auditee’s Response to Internal Control Weakness #1

The Authority is in the process of formalizing amdproving its systems to monitor

compliance of concessionaire agreements. Speaial will be taken to address the fact
that the JAA is now handling its own finance issueshouse. We see this as an
opportunity to benefit from internal efficiencies.

1. A designated point of contact in the Businesyel@pment Department will be
identified as the responsible party on compliaacel a designated finance person will be
identified as the liaison on these contracts.

2. Each contract will be briefed and a separatadstalized summary sheet will be
prepared. Key dates will be entered into both tbadéssionaire Compliance employee’s
calendar and that of the finance liaison.

The working copy summary sheet will include alyykerms of the agreement (due dates
of reports, etc.)

-Correspondence for each concessionaire is inclunlexd separate section of
each lease agreement file. The file will be expahdo also include all

memorandums of any meetings or relevant telephatie. cAgain, dates will

be placed on the calendar.

-Copies of bonds and insurance policies will beened by the finance & risk
management personnel to assure they are current.
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3. Comparison of rates charged by other airportlsb&i obtained periodically and shared
with the finance liaison.

4. A checklist will be prepared, based on the imfation summarized in item 2 above and
expanded to provide information necessary to mogatract compliance.

-The above procedures will be used to improve comaations between finance and
business development.

Internal Control Weakness #2

Section 5.08 B of the current agreement with théetminal Advertising Concessionaire
states that “Within ninety (90) days following thest day of each twelve (12) month
period, the Concessionaire shall submit to the dFFAnancial Statement for the preceding
year, reporting all business transacted by the €ssignaire . . .Such Financial Statement
shall be certified by an independent Certified RuBkcountant or by the Chief Financial
Officer of the Concessionaire.” It does not apgedne in the best interest of the JAA to
have a statement certified by the Chief Financifficér of the concessionaire rather than
an independent CPA.

Recommendation to Internal Control Weakness #2

Concession agreements should be individually aedlyas to whether allowing the Chief
Financial Officer of the concessionaire to cergifpss revenues is adequate protection for
the JAA.

Auditee’s Response to Internal Control Weakness #2
- The JAA Interim Chief Financial Officer will euzdte the issue and report back to the
Executive Director within 120 days.

Internal Control Weakness #3

The agreement with the In-terminal Advertising Cessionaire does not specify what time
period should be reported in the Annual Financitte3nent. In actual practice, the
statement is on a calendar year basis.

Recommendation to Internal Control Weakness #3

Future concessionaire agreements should specify tivha period should be reported in
the Annual Financial Statement. In the case ofiglayears, a partial financial statement
would be required, then a twelve month statemesrietifter, and a partial statement again
at the end of the contract term. In order to ftat#i the preparation of the final contract, an
item can be added to the proposer’s required doctsrte list their financial reporting
period. In the draft agreement issued with the Rettor Proposal, this article can state
that the periods of the annual financial statemerlisbe based on the concessionaire’s
normal fiscal year, but will not be longer than gmar.

Auditee’s Response to Internal Control Weakness #3

-Future concessionaire agreements will specify wina period should be reported in the
annual financial statements as recommended. Effoilt be made to have the reported
time frame consistent for like concessions.

4



Internal Control Weakness #4
Display cases located in the Jacksonville Inteomaii Airport terminal do not have unique
case identification numbers so that the locatioa pérticular ad can be easily identified.

Recommendation to Internal Control Weakness #4

Each case or display should be assigned a unigmery which can be affixed in a non-
conspicuous location on the case. This will alloettér tracking of displays and facilitate
the taking of physical inventories. This case I@wdd be listed on the Monthly Report
submitted by the In-terminal Advertising Concessioa in the description column.

Auditee’s Response to Internal Control Weakness #4

-An inventory control system will be establishechtanber and identify each display case.
This display identification system will be usedpmvide a crosscheck with the monthly
reports, which will include the case ID.

Internal Control Weakness #5

The monthly reports received from both concessresareviewed are not being date
stamped by the Finance Department when receiveal IfFterminal advertising reports are
due by the 26 of the month for the prior month and the Speci&efail reports are due by
the 18" of the month for the prior month.

Recommendation to Internal Control Weakness #5

Monthly Reports should be date stamped when reddiyethe Finance Department. This
will allow non-compliance to be documented and ective action taken if required. Also,
if late fees were to be applied, this date stamplavbe necessary.

Auditee’s Response to Internal Control Weakness #5
-The finance department will date stamp and inglamonthly reports received. They will
then be provided to the Concessionaire Compliangaayee.

Findings related to the Specialty Retail Concessiaire

Finding #1
Certain contract language in the agreement witlti@jtg Retail Concessionaire is unclear

or incomplete in order to determine compliance.c8pally, the following was noted:

1. Atrticle V does not address the proper calculatibpayments for partial months.

2. Section 5.03 regarding performance bonds doesdureas an escalator clause for
years subsequent to the first year’s requiremeatpdrformance bond equivalent
to 3 months rent.

3. Due to the split of the JPA subsequent to the sggoi the agreement, the contact
point for notices is no longer valid.

Contractual agreements should be written in a ctearcise manner in order for all parties
to the contract to be able to fulfill their respitmilgies.

Recommendation to Finding #1
We recommend that the Business Development Depattofethe JAA review current
actions of the parties that differ from the contrisems listed in the findings above, and
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prepare contract amendments as required. A letterdocument minor administrative
changes, such as addresses or titles, with a capgtamed in the contract file. All

substantive changes to a contract should be foynadreed to by both parties and
evidenced by a written contract amendment. Thisquare protects both parties from
misunderstandings.

Auditee’s Response to Finding #1
-ltems 1, 2, & 3 will be addressed in future agrests.

-Article V will address how calculations are made partial months (Pro-rata # days/365).

-Section 5.03 will be expanded regarding perforreabends and escalator clauses after
the first year.

-A letter will be used to document administrativeaisges and a copy maintained in the
contract files.

-Contracts, when required, will be amended and &ligmagreed to by both parties, and
documented.

Finding #2

Although the performance bond (which is a certifcaf deposit) for the Specialty Retail
Concessionaire includes both the names of Concesseoand the Jacksonville Port
Authority, it is not issued in “joint names” i.eomnected with “and”. In addition, the
Certificate should be modified to include the naohehe Jacksonville Airport Authority
instead of the JPA. Contract Section 5.03 regar@egormance Bonds, states “...At the
sole discretion of JPA, in lieu of the Bond, Corstesaire may be allowed to post a cash
deposit, a certificate of deposit issued in joiaimes of Concessionaire and JPA and
endorsed to JPA...”

Recommendation to Finding #2
We recommend that the bond be reissued in jointesaand the Jacksonville Port
Authority name be changed to the Jacksonville Airpaithority.

Auditee’s Response to Finding #2

All (new) performance bonds will be issued In theme of the Jacksonville Airport
Authority and not the JPA. The standard contractisn 5.03 will be amended to reflect
this change

Finding #3
The Statement of Gross Revenues required to be igadnby the Specialty Retail

Concessionaire for the first year of the lease (NgW999 -—Oct. 31, 2000) was due to the
JAA by Jan. 31, 2001. It was not received until 8har26, 2001 after the Finance
Department sent a letter on March 14, 2001. Thaetiaddl payment due was billed on
March 26, 2001 but not paid until May 10, 2001. Btatement must also be signed by a
CPA, but was only signed by the President. (Notes fieport submitted was for November
1, 1999 through December 31, 2000.) Section 5.@8aRes that “Annually, within ninety
(90) days after the end of each lease year, Conoesée will submit a statement of Gross
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Revenues for the preceding year, showing authorgeductions or exclusions. The
statement is to be certified to be correct by atiftet Public Accountant (CPA). Any
amounts due to the JAA are to be paid within thi8§) days of billing.”

Recommendation to Finding #3
We recommend that the Business Development Depattmere closely monitor
compliance by the concessionaire regarding the mgon of required reports.

Auditee’s Response to Finding #3

The JAA will more closely monitor concessionairgigomission of required reports. A
system will be established to provide exceptionorgpg. The Concessionaire
Compliance employee and the finance liaison walcpl the required report dates on their
master calendar. A checklist will be added tofileeto reflect action taken.

Findings related to the In-Terminal Advertising Concessionaire

Finding #4

Language in the executed agreement with the In-ih@mAdvertising Concessionaire
differed with language in the draft agreement ideldiin the RFP package sent out by the
Purchasing Department. Concerning the deductioanf debts from Gross Receipts,
Section 5.01 ofiraft says “Bad debt losses shall not be deducted froossGReceipts.”
Section 1.06 of thénal agreementsays “Bad debt losses of up to 2.5% of Gross Recei
may be a deduction to Gross receipts only after cEssionaire has made prudent
collection efforts.” Also, some additional languagas added to the final agreement that
was not present in the draft agreement. Additidaafjuage was added to Section 8.09-
Performance Standards in the final contract tretest “It will be the intent of the JPA to
exercise the renewal provided the Concessionajpeidormance be satisfactory and
produce generally competitive advertising revenugésThis language relates to the
renewal of a second five year term of the agreenténts reviewed the RFP documents
and based decisions on whether or not to drafopgsal based on the requirements in the
RFP. If the final agreement has terms that mdkedéfer from what was presented in the
RFP, the competitive nature of the RFP processdcbel compromised as firms made
proposals based on terms that were not actualtyresd.

Recommendation to Finding #4

We recommend that in the negotiation of future ois, provisions set forth in the

Request for Proposal (RFP) be the same provisioesept in the final agreements. If
there are material items that are requested tdhaeged by the firm awarded the proposal,
a new RFP should be issued to include those mhtdiaages.

Auditee’s Response to Finding #4

-Requests for Proposal (RFP) will include the sdamguage as negotiated contracts. |If
any substantive changes are made beyond thosenquated by the RFP, a new RFP will
be considered.

Finding #5
The monthly reports submitted by the In-TerminalvAdising Concessionaire do not

contain all of the items required in Section 5.08AAthe agreement. Specifically, the
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reports from January 2001 through October 2001ndidcontain the following required
information:

» # of advertising locations available

» # of advertising locations sold

» # of advertising locations unsold and occupanaoy rat

* Year to date total capital investment in improvetaen

The agreement requires an 80% occupancy rate &5@(KD of capital investment in the
first three years. Without reporting this informoat there is no way to know if these
requirements are being met.

Recommendation to Finding #5

We recommend that the Business Development Depattmetify the In-Terminal
Advertising Concessionaire of the reporting deficies and the noncompliance with
agreement terms relating to the monthly reports.

Auditee’s Response to Finding #5

-The JAA will notify the In-Terminal Concessionain@ writing of any reporting
deficiencies and noncompliance with Section 5:08f #he agreement. The Concessionaire
Compliance employee will ensure that the deficiemeire addressed.

Finding #6
The In-Terminal Advertising Concessionaire did sotply with the audit provision of

the agreement by providing the requested documentat a timely manner. The JAA
Internal Auditor made numerous requests for infdiromafrom the Concessionaire starting
on October 30, 2001. The requested informationnadseceived from the Concessionaire
until December 18, 2001. Section 5.08C of the Agrexat states that “The JPA shall have
the right, through its representative and at @absomable times, to audit all of the records of
the Concessionaire relating to business transattédte Airport including, but not limited
to, Gross Receipts. The Concessionaire, upon(ivdays prior written notice, shall make
all such information available for such examinatinhe Airport.”

Recommendation to Finding #6

The Concessionaire needs to be reminded of the tageirements related to audit
requests. More action needs to be taken in theddtom individuals higher in the JAA
organization with Concessionaires that do not cgmpith the audit provision of the
agreement. In addition, consideration should a@lsaiven to changing the language in
future contracts relating to audits. Since conogssigreements do not involve payments
by the JAA to a concessionaire, there is littleelage to obtain cooperation in an audit,
except for invoking a contract default, which isunter productive to the JAA. Also, the
penalty for understating gross receipts referfi¢ocbst of an audit, which may be difficult
to determine for an internal audit. Other airpoegort that this understatement penalty is
invoked at 3% rather than 5%. Since the primargarafor an audit is to determine if
gross receipts are being reported to the JAA atelyrdailure to cooperate with an audit
may be construed to be an attempt to hide non tegaross receipts. An appropriate
penalty might be assessing $100 per day for eaghthdgond 30 days from the date the
information was requested, which is the languagel iy many airports. As to the cost of




the audit, language could be added to say thdtarcase of an internal audit, the penalty
would be based on the auditor’s hourly salary tiagdit hours expended.

Auditee’s Response to Finding #6

-On a contract by contract basis, consideratioh b8l given to changing the language
relating to audits and time requirements for obtgn information requested.
Consideration will also be given to imposing a pgnafter 30 days of date information
requested. Any such revisions will be includedthe RFP. If these changes are not
incorporated, the Concessionaire Compliance emplayid briefly note the reasons for
such decision in the file.

Finding #7

Section 4.06 of the Request for Proposal (RFP) mect sets out a mandatory 10% DBE
participation for the In-Terminal Advertising comssgonaire. However, this provision is
not clearly stated in the final agreement betwéenGoncessionaire and the Airport.

Recommendation to Finding #7

We recommend that any provision that is mandatarghe RFP be incorporated and
clearly spelled out in the final agreement to eastivat all parties are aware of the
requirements.

Auditee’s Response to Finding #7
-The MBE/DBE manager will review, date and initgdproval of any substitutions of
firms to meet DBE goals.

Finding #8

There is no clear indication and no documentatmuc be located in the MBE/DBE file
as to when the In-Terminal Advertising Concessimaias allowed to substitute itself as a
DBE firm in order to meet the required DBE goall6fs for this project. By allowing the
Concessionaire to substitute itself, 100% partiogmaof a DBE firm was obtained. Per the
RFP, a 10% MBE/DBE participation goal was estaklisfor this project. This goal was
based on the concessionaire utilizing outside firmsmeet this goal. Since the
Concessionaire was having issues with some of thside firms used, they decided to
substitute themselves in order to achieve the 16&h. Jhis substitution requires approval
from the MBE/DBE manager.

Recommendation to Finding #8
Files maintained by the Manager of DBE Programsikshbe complete and up to date and
include approvals for substitutions of firms to e desired DBE goals.

Auditee’s Response to Finding #8
-The MBE/DBE manager will review, date and initegpproval of any substitutions of
firms to meet DBE goals.

Finding #9

Copies of contracts between the In-Terminal Adserty Concessionaire and the
advertisers sent to the JAA Internal Auditor frome t Concessionaire were often
incomplete and sometimes not legible. In severstiances it was not possible to match
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the contract to the Monthly Report since most @wi do not show the client number (on
some contracts it is penciled in). There are soleatcnumbers that are not listed, which
may be contracts that were never finalized or expiprior to the audit period. On the
contract form there is a section for entry of acpatage increase of rates and charges. On
many contracts this area is blank, on others itdeen lined through or figures changed
with no initials of the parties to the contract. 9ome instances it is unclear what the
effective date of an increase should be, espeamlgontracts where the start date of the
contract is unclear (one contract reads 12/15/08ooner). Additional terms are hand
written in various parts of the contract form, agaot initialed by the parties. Reference is
made to attached schedules or riders, which wetepravided by the Concessionaire.
Display rates are not entered in a consistent forlBametimes the charges that are
allowed to be deducted from the display rate (phcdm&rges and brochures) are shown
deducted from the rate with no notation, on othantiacts the display rate is shown as
“net”, and on others it can only be assumed whdeducted from the rate. The amount of
the security deposit is not always for twice thenthty display rate, as is preprinted on the
form. Some of the contracts sent by the Concesseomare expired. In some instances
the revenues shown on the Monthly Reports afterett@ration date are for the same
amount as the previous contract, in other instaitdssfor a higher amount. The term of
some contracts has been changed by lining throndhwaiting a different term, usually
with no initials of the parties. Section 8.03 oé tagreement between the Concessionaire
and JAA states that “a fully executed copy of eadtertising contract shall be submitted
to the Vice President and . . . shall specify tiowing:

Name, address and phone number of the Advertiser

Commencement date and termination date of the asingrcontract

Whether the contract is new or a renewal

Number of displays and their respective locations

Types of displays

Rates per month per advertising display

Any agency fee paid

Any other miscellaneous charges related to theraointincluding telephone line
charges, installation charges, maintenance chagtes,

PN R~WNE

Recommendation to Finding #9

The Business Development Department needs to etisair@ach contract received from
the Concessionaire is complete. In addition, treatnumber should be included next to
the Advertiser Name. Also, if the display nameifedent than the advertiser's name, this
should be noted. All blanks must be filled in witbures, zeros, or N/A notations. Any
changes to contract terms must be initialed by hmties. JAA must be notified in
advance if a contract is going to be cancelleceoninated prior to the contract term with
the reason for the action. This would allow JAAdetermine if the cancellation is in
accordance with the terms of the contract and véndtie advertiser might be terminating
the contract due to dissatisfaction with the penfance of the Concessionaire. It may be
possible for JAA staff to prevent the loss of theenue by meeting with the advertiser to
resolve issues.

Auditee’s Response to Finding #9
-All advertising contracts will be reviewed by tBeisiness Development Department at
the time they are received to determine they ameptete. Each advertising contract will
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include a client number and be complete. A unigueabering system will be developed.
Any changes to contract term will be approved bihhmarties and documented.

AUDIT OBJECTIVE #2

In order to determine if payments made to the JA/AHe two concessionaires reviewed
are in accordance with the applicable agreemerdsbased on accurate gross monthly
revenues as defined by the agreements, monthlyrteegubmitted by each of the
concessionaires were reviewed as well as applicabpgporting documentation where
necessary to substantiate the amounts reportede fifldings and internal control
weaknesses relating to this objective are detéiéow.

Findings related to the Specialty Retail Concessiaire

Finding #10
Deficiencies in organizational and procedural aolstwere found in the review of revenue

reporting of the Specialty Retail Concessionairefifdencies inorganizational controls

were found as follows:

* The store manager is responsible for ringing upssauthorizing returns, preparing the
close out sheet and making the bank deposit. Tisditle or no separation of duties
for the key elements of sales processing.

* The bookkeeper for the Concessionaire does noermilyrreview the daily reports,
cash register tapes, monthly sales tax returne@iMbnthly Report of Gross Revenue
submitted to the JAA.

Deficiencies inprocedural controls were found as follows:

» Although store-operating procedures for processalgs are adequate, there are no
written procedures on other activities such as gssg layaways, credit card
settlement, or the retaining of supporting docuraon.

Deficiencies incontrol through records:

* There is no accountability for the cash registet tapes that have an automatically
generated sequential number. The store managenavasvare there was a numbering
system for the tapes. For the month of June 2Q0fdretwere seven (7) “Z” tape
numbers missing, with five (5) numbers missing leewJune 25 and June 26. This is
a serious control deficiency since cash sales coeldung up by a cashier, a “Z” tape
run and then discarded and no record would beelafépt on the master cash register
tape. However, this tape is not removed each ddyitasppears no one is comparing
the master tape on a regular basis. There wousthbeventory shortage, but this could
be manipulated by filing a theft report.

* No detailed information is kept of returns, suchhame of customer, item description,
etc. The store employee could ring in a frauduletirn and the theft would not be
discovered until a physical inventory would showstzortage. The dollar value of
returns for June 2001 was $142; however, this tdaontrol could result in very high
losses.

» Credit card settlement password is taped to thk. des

Deficiencies incontrol through reports were found as follows:
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 There are no summary reports run each month usiagcapabilities of the cash
register. Total sales are calculated manually bystbre manager and are not compared
to a report generated from the cash register. Tisere independent review of the DR-
15 or the Monthly Report of Gross Revenues subdhittethe JAA or comparison
made to cash register tapes.

* Summary reports of deductions from sales (retunalsteansfers) are not prepared each
month with documentation attached and reviewed diyepne other than the store
manager for excessive amounts.

Recommendation to Finding #10

Although it is not unusual for a small retail stacelack sophisticated revenue controls,
this store generates a significant amount of sdlestefore, the owner and the JAA should
be concerned if controls are deficient. Althoughhgnaf the recommended controls might
not prevent employee misappropriation, they wouldreéase the likelihood of prompt
detection and corrective action. Since the storesdoot have enough employees to
separate revenue-processing duties, outside indepenreview of transactions is
imperative. Changes in procedures, some of whiehliated below, will increase the
ability of an independent reviewer to determinedi$crepancies have occurred. The
Concessionaire should require its bookkeeper oresom other than the store manager to
review transactions and cash register tapes. Atimmmmuam, random audits should be
conducted by the Concessionaire of returns, layaveay sales shipped out of state. The
Concessionaire should prepare a complete writiene girocedure manual, one section for
cashiers and another for store manager functiomseShere has been a great deal of
turnover of employees, this would also facilitate training of new cashiers and ensure
continuity of operations if the store manager werehange. Use of standardized forms to
document transactions would improve controls amditfate reviews of transactions. All
“Z" tapes must be accounted for. We recommendebm added to the Close Out Sheet to
write in the “Z” tape number(s). Any blank “Z” tapshould also be attached to the Close
Out Sheet. A form should be developed for retulisting the name of the customer,
address, phone number, and description of iterifss form should be attached to the
Close Out Sheet for the date of return. A reviefvtloe specifications for the
Concessionaire’s cash register indicates that élgester has the capability of producing
several management reports that would increasdetred of control on cash register
transactions, simplify the preparation and imprdive accuracy of reports made by the
store manager and greatly improve audit capalslitir example, a sales by day report
for 31 days can be run, period to date financigbres and other management tools to
analyze store operations.

Auditee’s Response to Finding #10

-The Specialty Retail Concessionaire owner/managiétbe made aware of the findings
and recommendations to improve the store revenogals. The JAA will note in such
document that the inability to identify store reuwenwith certainty is a breach of their
obligations, and must be corrected. Store revemioemation will be monitored by the
Concessionaire Compliance employee and the finkaisen to ensure adequate protection
of revenues.
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Finding #11

The Florida Sales and Use Tax Return Forms DR-¥sl @&s a basis to report gross
revenues to the JAA were incorrect. A comparisotween the cash register “Z” tapes
showing all sales for June 2001 and the Form DRepdrting sales to the State showed
discrepancies between the two. After reviewing tpaidelines published by the

Department of Revenue, we concluded that the ceimesre had not properly completed
the DR-15.

Recommendation to Finding #11

The Concessionaire was immediately notified ofdiserepancies so that corrective action
could be taken on future DR-15 forms. We recommémat the JAA request the
concessionaire to provide corrected gross revemoeuats to the JAA for the 2001
calendar year in order to determine any potentidegpayment of rent.

Auditee’s Response to Finding #11

-The JAA, through its Concessionaire Compliance leyge will obtain corrected gross

revenue amounts for the 2001 calendar year frontéimeessionaire and will work with

legal counsel as necessary. Copies of the codegtess amounts will be provided to the
finance liaison.

Finding #12
Rent payments to JAA were understated for the 2&#)éndar year by $9,023.56. This

could potentially be slightly greater based on éners found in the DR-15 forms. The
store manager uses the Gross Sales reported @RS less transfers and outside sales
to arrive at the Gross Revenue figure reportedhtéo JAA. Because the deductions for
transfers and outside sales are not allowed bythrecessionaire agreement, and because
of the error in reporting on the DR-15, we recadted the gross revenues that should have
been reported to the JAA for the month of June 28@d found unreported revenues of
$8,235.26. This resulted in an additional $969.2@&a to the JAA. Because of the June
2001 discrepancy, a comparison between the Grdes &gported on the Florida Sales and
Use Tax Form DR-15 and the Gross Revenues report¢de monthly reports to JAA for
the entire 2001 calendar year was performed. Tlisparison showed unreported
revenues of $76,665.74 resulting in additional eeméd to the JAA of $9,023.56.

Recommendation to Finding #12

The practice of ringing up sales for other storesactivities through the Jacksonville
International Airport cash register should not tleveed. Even if better tracking was in
place to identify these types of sales, the patéritir abuse is too great. The amount
reported to the JAA as Gross Revenues should bsutiheof taxable sales plus tax exempt
sales, as evidenced on the Florida Sales and Usédran DR-15 and supported by the
cash register “Z” tapes for the month. We also meo@nd that the JAA invoice the vendor
for the $9,023.56 owed subject to any further adjesit as a result of any corrected Gross
Revenue amounts on the DR-15’s.

13



Auditee’s Response to Finding #12

-The JAA will require the concessionaire to providerevised process which either
eliminates this practice or modifies the procesaddress your concern. We will invoice
the vendor for the identified amount, requested tha vendor either pay the amount or
provide a definite document showing the lack oftksmhent. We expect to resolve these
issues within 90 days

Findings related to the In-Terminal Advertising Concessionaire

Finding #13
Although the In-Terminal Advertising Concessionaltas made the minimum annual

guarantee payments each year and the revenuesatgherre greater than what was
generated in the past for in-terminal advertisitigg Concessionaire’s payments to the
Jacksonville Airport Authority since the inceptiofthe agreement have not been at the
level indicated in the proposal. In addition, merespondence could be located indicating
that the JAA questioned the Concessionaire on \wkyrévenues were not coming in as
expected. Listed below are the proposed revenoes the proposal and the corresponding
actual revenues per JAA:

Time Period Proposed Revenue Actual Revenues Difference
Year  1(Sept. 1999 $488,467 $316,414 $172,052
Aug.2000)
Year 2 (Sept. 2000-Aug $498,236 $381,255 $116,981
2001)
Year 3 (Sept. 2001-Aug $508,201 $385,020 (Projected $123,181
2002, but only numbers based on monthly
through May are average of $32,085
available) through May 2002)

Recommendation to Finding #13

We recommend that JAA actively pursue the reasdmnsthe actual revenues generated by
the In-Terminal Advertising Concessionaire are abthe proposed level to determine
what actions can be taken to increase the revenue.

Auditee’s Response to Finding #13
-The following advertising programs proposed werd approved which caused the
decrease in actual revenue:
* Information and Reservation Center
“Experience Jacksonville” Welcome Soffit
Outdoor Displays
Suspended Sculpture Displays
Courtyard Study “The mixing box”

The Business Development Department will contirmexplore opportunities to increase
revenue with the concessionaire. The contract wél reviewed quarterly by the
Concessionaire Compliance employee who will foliggvwith the Advertising Agency in

writing on any deviation from the projected revesiudhe financial liaison will be copied
on such communications.
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Finding #14
A physical inventory was performed by the JAA InirAuditor on October 31, 2001 that

did not agree with the detailed monthly report siited by the Concessionaire listing
advertisements in effect for the month. There wigtalisplays that could not be matched
to the monthly report and 11 reported displays #ete not found in the terminal. A few
of these mismatches could be the result of ingbitt match names of advertisers to the
display.

Recommendation to Finding #14

Physical inventory of displays must be taken atehd of each month by the Business
Development Department staff and compared to thatihp report received from the
Concessionaire. If a display’'s company name iseckfit than the client (name on
advertising contract), the Concessionaire shoutdhmidisplay name in parenthesis on the
Monthly Report. We recommend that the In-TermiAalvertising Concessionaire be
notified of the discrepancies noted between thentsry and monthly report and provide
explanations as to the reason for the discrepancies

Auditee’s Response to Finding #14

-The Concessionaire Compliance employee will notifie In-Terminal Advertising
Concessionaire of discrepancies noted. We wiltkhvwath the Florida Corporate records
and determine the proper corporate entity, and émsuore that the paperwork reflects that
entity. We will continue monthly physical inventesi Discrepancies noted will be
communicated to the Concessionaire for correctragiavification.

Finding #15
A review of monthly reports for January 2001 throdgpvember 2001 indicates that there

are substantial discrepancies in the gross revaepested to the JAA by the In-Terminal
Advertising Concessionaire. Per monthly reportd fem the Concessionaire, there were
two clients that were included on monthly repodisd total of 17 months whose contracts
had expired. There were also six clients whosdraots were still in effect, but did not
show up on the monthly report for a total of 19 mhenPer Section 5.08 of the agreement,
“the Concessionaire shall submit to the JPA a tamel correct statement of the
Concessionaire’s Gross Receipts for Advertisingthat Airport during the preceding
calendar month.”

Recommendation to Finding #15

The only way the JAA can verify that it is receigiraccurate revenues from the
Concessionaire is to maintain copies of all curcamitracts in a file, receive new contracts
in a timely manner, and require the Concessiontir@dvise when advertisers have
provided notice of intent to cancel their contradise Business Development Department
must prepare a spreadsheet each month listingetrenue that should be received, then
verify each account's gross revenue on the MontRgport submitted by the
Concessionaire. Based on the numerous errors dismbwn the 2001 monthly repqris

is imperative that a reconciliation be completed exry month.
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Auditee’s Response to Finding #15

- The Financial Liaison will prepare such a spréaées and will copy the Concessionaire
Compliance employee. The JAA will retain copiesathtinew Advertising Concessionaire
contracts in an orderly system and will calendar dates. A system will be established to
facilitate monthly reconciliation of contract rewenreceived and expected per contract.
The JAA currently obtains copies of all advertisiogncessionaire contracts and will
continue to do so.

Finding #16
We noted several discrepancies or questionablesitetated to the deduction of agency

fees from gross receipts resulting in a $2,851ds3 lof revenue to the JAA. The JAA
auditor attempted to verify the agency commissiarith the following results:

(1) After discussion with one of the agencies, infoiipratvas obtained that the agency
pays the Concessionaire the advertising displag teguarter in advance, after
receiving an invoice. In this instance, the invogant to the agency was for the
total revenue due from the client, with no ageneg fdeduction. Since the
accounting department at the agency did not has@pg of the contract, they did
not realize that they had overpaid by 15% for 4rgus. Discussions with the
Concessionaire have been ongoing by the agencg j@ar trying to recover the
overpayment. They indicated they did not want tthiaold the overpayment from a
future payment since the Concessionaire might rente client’s advertising and
this was a major account for the agency. The oyengat amounts to $3,033. The
Concessionaire deducted the agency commission &ach monthly report they
sent to JAA during the period. Therefore the Cosicemire has not only had the
overpayment from the agency for over a year, batdiso received the benefit by
deducting it from the JAA monthly revenudégote: The Concessionaire issued a
refund to the agency in December 2001, thus theierwd net underpayment to the
JAA.

(2) For another account, the auditor was unabledate the advertising agency listed
on the commission report. A phone call to the atiiber was placed by the auditor.
The bookkeeper indicated that the agency listemhésof the companies owned by
the same corporation as the advertiser. Theretloeeagency fee is actually paid to
the advertiser, although through another compartgetorporation. This results in
the advertiser receiving a discounted rate, amdsdf revenue to the JAA.

(3) The auditor spoke with the media manager for aredidng agency listed on the
commission report. He checked the records for gemey and found that they had
not used that Concessionaire for at least two yeBine advertiser was then
contacted by the auditor to determine if they us@gency or pay revenue directly
to the Concessionaire. The advertiser has an iseéhadvertising agency that is part
of the corporation. This agency creates the artyyardgpares displays, etc. The 15%
commission is deducted from gross revenues befaggnent is made to the
Concessionaire. The gross revenue reported wasmoewdf by the agency.

For items (2) and (3) above, the loss of revenu@AA by allowing the use of in-house
agencies was $2,851.53. Section 1.06 of the agrgestates “Gross Receipts shall be
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reduced by . . . any agency fees paid by the Csimesre to a recognized agent or
agency; however, said agency fee shall be limeabt more than fifteen percent (15%) of
the amount paid for Advertising and said fee mygear on the Advertising contract;”
However, the agreement does not define what the teecognized” agency means.

Recommendation to Finding #16

We recommend that agency discounts only be alldmedgencies that are external to the
advertiser. If an amendment cannot be done to dixeent agreement with the

Concessionaire for future contracts, it should drestered for the second five-year term if
approved by the JAA. In addition, agency commissishould be submitted in detailed
format with the Monthly Report and should be coregato the contracts. Random audits
should be done with the agencies to confirm thatrassions were actually paid by the
Concessionaire.

Auditee’s Response to Finding #16

-In future agreements, JAA will better define Aggnfees, including or excluding

subsidiaries, and related corporations as is apigtepwith the particular contract.

Consideration will be given to defining the termecognized agency in the standard
contract, Section 1.06

We appreciate the opportunity to use the auditisesvperformed by JAA staff and have
relied on their expertise and auditing capabilitrethis report.

Respectfully Submitted,

Robert O. Johnson, CPA
Council Auditor

Audit Performed by:

Richard Dillard, CPA, Jacksonville Airport Authorit

Fran Lowe, Jacksonville Airport Authority

Allison Luker, Council Auditor’s Office
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kUt 0 2 2002

Office of Council Auditer
August 2, 2002

Robert O. Johnson, CPA
Council Auditor

City of Jacksonville

116 West Duval Street

Suite 200, St. James Building
Jacksonville, Florida 32202

Re:  Responses to Council Audit Report No. 557

Dear Mr. Johnson:

Enclosed are the Jacksonville Airport Authority’s (JAA) responses to your Audit
Report No. 557 for both the Specialty Shop Concession and the In-Terminal
Advertising Agreements dated November 1, 1999, for the period January 2001
through December 2001. We appreciate your including our responses under each
of the recommendations in your report.

As stated in your report prior to October 1, 2001, the JAA was a part of the
Jacksonville Port Authority and shared certain systems and services. On
October 2001, (last three (3) months of your audit period) the JAA became a
separate independent Authority. Accordingly, the JAA is in the process of
formalizing and improving its systems.

We view your report as being constructive and will use these various findings
and recommendations in the process of improving our procedures.

Sincerely,

Af (Mw»;i @“Wv

Sherwin L. Burman
Interim Chief Financial Officer
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