



September 29, 2022



Honorable Members of the City Commission
City of Miami
3500 Pan American Drive
Coconut Grove, FL 33133-5504

Re:	Audit of Coconut Grove Sailing Club 
Report No. 22-12


Executive Summary

We have completed an audit of records and selected financial transactions of the Coconut Grove Sailing Club (CGSC), primarily for the period July 1, 2015 through June 30, 2021. The audit was performed to determine whether the CGSC complied with the applicable sections of its Property Lease Agreement (Lease) with the City of Miami (City). During the lease years 2016 through 2021, the CGSC made rent payments totaling $1,394,860 (Base Rent $552,617 plus Percentage Rent $842,243). The total yearly rent payments ranged from $216,000 to $256,574, while total gross revenue ranged from $2 million to $2.4 million.

[bookmark: _Hlk107388553]Overall, we concluded that controls over gross revenue reporting and revenue recognition were inadequate to ensure compliance with the Lease. Improvement is needed to ensure that gross revenue, which is the basis for the percentage rent, is reported timely and accurately. Due to deficiencies over gross revenue reporting, the CGSC owes the City $219,818 in percentage rent and late fees ($171,601 in percentage rent and $48,217 in late fees).

We wish to express our appreciation for the cooperation and courtesies extended to us by the Coconut Grove Sailing Club management and their accountant as well as the City’s Department of Real Estate and Asset Management while conducting the audit.

Sincerely,
[image: sig.tif]
Theodore P. Guba, CPA, CFE
Independent Auditor General
Office of the Independent Auditor General


Cc:	The Honorable Mayor Francis Suarez
	Arthur Noriega, City Manager
	Victoria Mendez, City Attorney
	Todd Hannon, City Clerk
	Larry Spring, Chief Financial Officer/Assistant City Manager
Nzeribe Ihekwaba, Assistant City Manager/Chief of Operations
		Natasha Colebrook-Williams, Assistant City Manager
	Jacqueline Lorenzo, Asst. Director, Department of Real Estate and Asset Management
		Erica T. Paschal, Director, Finance Department
	Marie Gouin, Director, Office of Management and Budget
	Ann-Marie Sharpe, Director, Risk Management Department
		Demetrio Constantiny, Accounts Receivable Supervisor, Finance Department
	Robert Carlson, Commodore, Coconut Grove Sailing Club
	Lauren Simpson, General Manager, Coconut Grove Sailing Club 
	Members of the Audit Advisory Committee
		Audit Documentation File 


	Audit conducted by:	Wesley Laurent, MBA, CPA, CIA, Senior Auditor
			Raymond Ishmael, CPA, CFE, Senior Auditor

	Audit reviewed by:    	Mala Khilnani, CPA, CISA, Audit Supervisor
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[bookmark: _Toc474312155][bookmark: _Toc474312196][bookmark: _Toc474823285][bookmark: _Toc478814193][bookmark: _Toc276455770][bookmark: _Toc108173897][bookmark: ScopeAndObjectives]SCOPE, OBJECTIVES, AND METHODOLOGY

The scope of the audit was to determine if the Coconut Grove Sailing Club (CGSC) was in compliance with the rental payment, insurance and other provisions of its Property Lease Agreement (Lease) with the City of Miami (City). The audit primarily covered the period July 1, 2015 through June 30, 2021 and focused on the following objectives: 
 
· To determine whether the CGSC accurately reported Gross Revenue to the City for the period July 1, 2015 through June 30, 2021. Gross Revenue is the basis for percentage rent payments made to the City.
· To determine whether the CGSC rent payments were remitted in a timely manner. 
· To determine whether insurance policies were adequate and in compliance with the Lease. 
· To determine whether rent payments were properly recorded in the City’s accounting system and deposited into the City’s Treasury. 
· To determine whether adequate internal controls were maintained to ensure compliance with the Lease. 
· Other audit procedures as deemed necessary. 

We conducted this performance audit in accordance with generally accepted government auditing standards. Those standards require that we plan and perform the audit to obtain sufficient, appropriate evidence to provide a reasonable basis for our findings and conclusions based on our audit objectives. We believe that the evidence obtained provides a reasonable basis for our findings and conclusions based on our audit objectives.

The audit methodology included the following:

· Interviews and inquiries of appropriate personnel.
· Reviews of written policies and procedures in order to gain an understanding of the internal controls.
· Observations of current practices and processing techniques. 
· Tests of applicable transactions and records. 
· Other audit procedures as deemed necessary.
[bookmark: _Toc474312154][bookmark: _Toc474312195][bookmark: _Toc474823284][bookmark: _Toc478814192][bookmark: _Toc276455769]

[bookmark: _Toc108173898]BACKGROUND
The City executed a five-year Property Lease Agreement (Lease), dated July 18, 2011, with the Coconut Grove Sailing Club (CGSC), a not-for-profit corporation. The CGSC utilizes the leased property to provide and promote sailing and incidental activities, including, but not limited to, individual and group sailing instruction for adults and youth, lectures, clinics, classes, camps, regattas and other boating events, receptions and conferences, meetings and social events, banquets, boat storage, minor boat repairs, together with associated ancillary uses, subject to the limitations defined by the lease. CGSC has the option to extend the term for the lease for two additional five-year terms with the same terms and conditions. The CGSC has exercised their two (2) five (5) year renewal options, with an expiration date of June 30, 2026. 

In addition to membership activities performed by the CGSC, the Lease requires that they provide activities relating to mooring rentals and sailing instruction that are available on a first come, first serve basis to all segments of the community. The Lease shall waive at least $10,000 per year of instructional and summer camp fees for disadvantaged persons. 

The Lease also requires that they engage in commercial activities but only to the extent necessary to service the club members and their guests, to enhance utilization of the leased property, to enhance public access to the property and only to perform its purpose. 

The CGSC has created the Coconut Grove Sailing Club Instructional Center (Instructional Center), a separate entity to administer all instructional services and vessel rentals. Although the instructional services are open to the general public, CGSC members are charged for Instructional Center services by the CGSC. 

During the lease years 2016 through 2021, the CGSC made annual rent payments ranging from $216,000 to $256,574, while reporting total gross revenue ranging from $2 million to $2.4 million.




[bookmark: _Toc276455772][bookmark: _Toc108173899][bookmark: _Toc474312170][bookmark: _Toc474312211][bookmark: _Toc474823300][bookmark: _Toc478814209][bookmark: _Toc13108187][bookmark: _Toc37142202]AUDIT FINDINGS AND RECOMMENDATIONS

Overall, we concluded that controls over gross revenue reporting and revenue recognition were inadequate to ensure compliance with the Lease. Improvement is needed to ensure that gross revenue, which is the basis for the percentage rent, is reported timely and accurately. Due to deficiencies over gross revenue reporting, the CGSC owes the City $219,818 in percentage rent and late fees ($171,601 in percentage rent and $48,217 in late fees).

Details of our findings and recommendations follow: 
[bookmark: _Toc303761903]

[bookmark: _Toc108173900]FINDING 1:	UNDERSTATED GROSS REVENUES REPORTED TO THE CITY RESULTED IN UNDERPAYMENTS OF PERCENTAGE RENT TOTALING $171,601
The Lease provides that fifteen (15) days after the first of each month, lessee shall pay lessor minimum monthly rent and any percentage rent applicable to the preceding calendar month. The 2011 lease provides that the lessee agrees to pay the lessor the minimum monthly rent of $5,916.67 increased annually by 3%. For the fiscal year 2021, the minimum monthly rent was $8,221. The Lease further provides percentage rent shall be equal to ten percent (10%) of monthly gross revenues for the preceding month less the applicable base rent for that month.  
In accordance with the Lease provisions, CGSC reports and pays percentage rent on an accrual basis. To determine whether the CGSC paid the correct amount of percentage rent during the audit period of June 1, 2015 through July 30, 2021, we performed reconciliations of gross revenues reported to the City to all cash deposited into the CGSC bank accounts. Accordingly, we obtained all bank deposits, bank transfers, and adjusted for various items that should have been excluded from gross receipts, including sales and use taxes collected, service charges (tips/gratuities), and other non-revenue items per the lease. After applying these adjustments to obtain reconciled gross revenue subject to percentage rent, we determined that the CGSC underreported and underpaid the City $171,601 in percentage rent and Florida sales tax. (See Schedule I).




RECOMMENDATION 1.1:	COCONUT GROVE SAILING CLUB, INC. 
We recommend that the CGSC enhance its internal controls procedures to ensure that all “Monthly Gross Revenue Statements” and percentage rent payments to the City are accurately calculated and consistent with the lease. We recommend that the CGSC remit the unpaid percentage rent of $171,601 to the City. 

· Auditee Response:  CGSC will submit payment for $171,601 as soon as we receive an invoice from the Finance Department. 

· Implementation Date:  Immediately

RECOMMENDATION 1.2:	FINANCE DEPARTMENT 
We recommend that the City’s Finance Department bill and collect the unpaid percentage rent due to the City from the CGSC in the amount of $171,601. 

· Auditee Response: The Finance Department will bill the CGSC and collect $171,601 due to the City.

· Implementation Date:  Immediately


[bookmark: _Toc108173901]FINDING 2:	RENTAL PAYMENTS WERE INACCURATE AND UNTIMELY RESULTING IN LATE FEES OF $48,217

In accordance with the Lease provisions, CGSC will remit lease payments fifteen (15) days after the first of each month, lessee shall pay lessor minimum monthly rent and any percentage rent applicable to the preceding calendar month.

Furthermore, the Lease provides that “if any installment of the Rent, Percentage Rent or any other sum due from Lessee shall not be received by the Lessor within fifteen (15) days after the date on which such sum is due, Lessee shall pay to the Lessor a late charge ("Late Charge”). Any amount not paid to the Lessor within this time frame will bear interest at a rate of 10% per annum from its due date. Payment of such interest shall not accrue or cure any violation by Lessee under this Lease.” 

During the lease years 2016 through 2021, the CGSC made rent payments totaling $1,394,860 (Base Rent of $552,617 plus Percentage Rent of $842,243). Our audit disclosed that the CGSC inaccurately reported and paid percentage rent due during the lease years 2015 through 2016, which resulted in unpaid percentage rent totaling $171,601. 


As a result of the underpayment of percentage rent of $171,601, CGSC owes the City late fees totaling $48,217 for the lease years 2016 through 2021. (See Schedule 2).



RECOMMENDATION 2.1:	COCONUT GROVE SAILING CLUB, INC. 
We recommend that in addition to the underpayment of percentage rent, CGSC pay late fees of $48,217 to the City. The CGSC should enhance their internal control procedures to ensure that the minimum and percentage rents are paid to the City in a timely manner consistent with the lease agreement. 

· Auditee Response:  CGSC will submit payment for $48,217 as soon as we receive an invoice from the Finance Department.

· Implementation Date:  Immediately

RECOMMENDATION 2.2:	FINANCE DEPARTMENT 
We recommend that the City’s Finance Department bill and collect the amount due to the City from the CGSC for late fees in the amount of $48,217.

· Auditee Response:  The Finance Department will bill the CGSC and collect $48,217 due to the City.

· Implementation Date:  Immediately


[bookmark: _Toc108173903][bookmark: _Toc307921849]FINDING 3:	COMMINGLING OF REVENUE RESULTED IN NONCOMPLINACE WITH LEASE TERMS

[bookmark: OLE_LINK5]Instructional Services
In accordance with the lease provisions, gross revenue for percentage rent calculations excludes revenues received for providing “instructional services that satisfy the public purpose requirements of this lease provided they are deposited in a special account restricted to the payment of costs associated with such instructional purposes.” 

Prior to 2016 and in accordance with the lease, instructional services were being provided by the CGSC. However, during 2017 the CGSC established a separate entity, the Coconut Grove Sailing Club Instructional Center, Inc. (Instructional Center), a non-profit 501c(3) operating from the City leased property to provide instructional services. Although the Instructional Center operates under provisions of the original lease to provide instructional services, it is a separate legal entity operating on City property. Accordingly, a separate contractual relationship should be in place between the two entities. 

After review of the general ledger, bank statements and other support, we noted that when members purchased instructional services, they were billed by the CGSC and not the Instructional Center. The member funds received were deposited to the CGSC general operating bank account as opposed to the lease requirement requiring that the instructional services income be deposited to a separate bank account. 

We also noted that revenue for non-member instructional services was deposited directly to the Instructional Center bank account. Periodically, the CGSC would transfer funds collected for member instructional services from the CGSC general operating bank account to the Instructional Center bank account. The amounts transferred to the Instructional Center should have been equal to the amounts collected for instructional services, however the amounts transferred were only sufficient to cover the shortfall in the Instructional Center Expenses. Upon review of the Instructional Center and CGSC bank statements, we found that transfers totaling $1.9 million were made from the CGSC to the Instructional Center during our scope period (See Schedule 3).




As a result, a significant portion of the Instructional Center revenue is received from CGSC members and transferred to the Instructional Center bank account sufficient to cover Instructional Center expenses (from 38% to 76% during our scope period). Therefore, only these transfers to the Instructional Center were excluded from Gross Revenue for the purpose of determining percentage rent computations for the lease years 2016 through 2021. 

Capital Expenditures
In accordance with the lease provisions gross revenue for percentage rent calculations excludes revenues received for capital expenditures to the leased property, which are billed to members as capital assessments. The lease further provides that the CGSC is “to set up a separate reserve account for fund capital improvements and preventative maintenance for the leased property.” 



Our audit disclosed that although the CGSC was able to account for capital expenditures for the operation as a whole, those related to the leased property were commingled with all other capital expenditures in the CGSC financial records and bank accounts. Therefore, this audit relied on bank transfers to and from the Capital Reserve account to determine the exclusions for calculating gross revenue for the percentage rent computations for the lease years 2016 through 2021. 

[bookmark: _MON_1411292001][bookmark: _MON_1411817322][bookmark: _MON_1411817465]RECOMMENDATION 3.1:	REAL ESTATE AND ASSET MANAGEMENT DEPARTMENT
We recommend that the Department of Real Estate and Asset Management (DREAM) adequately monitor City leased property to ensure only entities named in the lease agreement operate on City property, and that there are agreements in place in accordance with the lease terms. If other entities are identified, DREAM should also notify the Department of Risk Management for insurance purposes.   

· Auditee Response: DREAM is currently in the process of improving overall lease management practices and will explore mechanisms by which to periodically monitor entities operating within leased properties. Upon identification of any unauthorized entities operating at the applicable leasehold, DREAM will work with the tenant, City Attorney’s office, and Risk Management to ensure proper actions are taken.

· Implementation Date: 60-90 days

RECOMMENDATION 3.2:	COCONUT GROVE SAILING CLUB 
We recommend that the CGSC improve controls over revenue received for instructional services, capital assessments, and capital expenditures to ensure the accuracy of the gross revenue exclusion for the percentage rent calculations. Specifically, all instructional revenue should be deposited directly to the Instructional Center bank account. We recommend that all capital assessments and expenditures be recorded and paid from the Capital Assessment bank account. Finally, we recommend that the CGSC establish a separate contractual agreement with the Instructional Center and notify the City of the additional entity that is being operated on City property.

· Auditee Response:  We understand and agree with your finding regarding the comingling of funds and will move forward with your recommendations immediately. This will take some time but will be completed in a timely manner.

· Implementation Date:  30-60 days

1
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2016 2017 2018 2019 2020 2021 Total

 Gross Sales Subject to 10% Rent

2,541,617 $      2,254,624 $      2,379,356 $      2,451,993 $      2,322,272 $      2,720,648 $      14,670,510 $  

Rent due to City before State Sales Tax 

254,162              225,462              237,936              245,199              232,227              272,065              1,467,051         

State Sales Use Tax 

17,791                 15,782                 16,328                 16,502                 15,322                 17,684                 99,410                

 Rent due to City

271,953              241,245              254,264              261,701              247,549              289,749              1,566,461         

Gross Rev Reported to City

2,135,676          2,130,351          2,018,691          2,255,052          2,104,040          2,409,145          13,052,956      

Rent Paid to City

228,517              227,947              216,000              241,291              224,530              256,574              1,394,860         

Owed to City (Percentage Rent)

43,436                 13,298                 38,264                 20,411                 23,019                 33,175                 171,601             

SCHEDULE 1-  RECONCILIATION OF GROSS REVENUES TO DETERMINE RENT DUE TO THE CITY
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		SCHEDULE 1-  RECONCILIATION OF GROSS REVENUES TO DETERMINE RENT DUE TO THE CITY



				2016		2017		2018		2019		2020		2021		Total

		 Gross Sales Subject to 10% Rent		$   2,541,617		$   2,254,624		$   2,379,356		$   2,451,993		$   2,322,272		$   2,720,648		$   14,670,510

		Rent due to City before State Sales Tax 		254,162		225,462		237,936		245,199		232,227		272,065		1,467,051

		State Sales Use Tax 		17,791		15,782		16,328		16,502		15,322		17,684		99,410

		 Rent due to City		271,953		241,245		254,264		261,701		247,549		289,749		1,566,461



		Gross Rev Reported to City		2,135,676		2,130,351		2,018,691		2,255,052		2,104,040		2,409,145		13,052,956

		Rent Paid to City		228,517		227,947		216,000		241,291		224,530		256,574		1,394,860

		Owed to City (Percentage Rent)		43,436		13,298		38,264		20,411		23,019		33,175		171,601
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2016 2017 2018 2019 2020 2021 TOTAL

Total Rent Paid  228,517 $         227,947 $       216,000 $        241,291 $    224,530 $          256,574 $    1,394,860 $   

Total Rent Due  271,953            241,245          254,264            261,701        247,549             289,749        1,566,461      

Underpayment of Rent 

Due (43,436)            (13,298)          (38,264)            (20,411)        (23,019)             (33,175)        (171,601)       

Late Fees 

2017 Late Fee at 10% 4,344                4,344              

2018 Late Fee at 10% 4,344                1,330               5,673              

2019 Late Fee at 10% 4,344                1,330               3,826                9,500              

2020 Late Fee at 10% 4,344                1,330               3,826                2,041            11,541           

2021 Late Fee at 10% 4,344                1,330               3,826                2,041            2,302                 3,317            17,160           

Total Late Fees Owed 21,718 $          5,319 $           11,479 $          4,082 $        2,302 $             3,317 $        48,217 $       

Lease Year 

SCHEDULE 2 - LATE FEES OWED FOR THE LEASE YEARS 2016 - 2021
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		SCHEDULE 2 - LATE FEES OWED FOR THE LEASE YEARS 2016 - 2021



				Lease Year 

				2016		2017		2018		2019		2020		2021		TOTAL

		Total Rent Paid 		$   228,517		$   227,947		$   216,000		$   241,291		$   224,530		$   256,574		$   1,394,860

		Total Rent Due 		271,953		241,245		254,264		261,701		247,549		289,749		1,566,461

		Underpayment of Rent Due		(43,436)		(13,298)		(38,264)		(20,411)		(23,019)		(33,175)		(171,601)



		Late Fees 

		2017 Late Fee at 10%		4,344												4,344

		2018 Late Fee at 10%		4,344		1,330										5,673

		2019 Late Fee at 10%		4,344		1,330		3,826								9,500

		2020 Late Fee at 10%		4,344		1,330		3,826		2,041						11,541

		2021 Late Fee at 10%		4,344		1,330		3,826		2,041		2,302		3,317		17,160

		Total Late Fees Owed		$   21,718		$   5,319		$   11,479		$   4,082		$   2,302		$   3,317		$   48,217
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Per Instructional Center Bank Statements

2016 2017 2018 2019 2020 2021 Total 

Deposits & Transfers 197,730     558,879      576,578      639,916      724,515     727,343      3,424,962      

Withdrawls & Debits  (191,049)    (520,768)    (562,446)     (650,333)     (682,023)    (714,370)     (3,320,989)    

6,680         38,111       14,132        (10,417)      42,492       12,973        103,972         

Transfers from CGSC 151,027     396,551      280,000      399,904      440,000     278,377      1,945,858      

% of Transfers to Income  76% 71% 49% 62% 61% 38% 57%

PERCENTAGE OF INSTRUCTIONAL CENTER REVENUE FROM CGSC

SCHEDULE 3
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		SCHEDULE 3

		PERCENTAGE OF INSTRUCTIONAL CENTER REVENUE FROM CGSC



		Per Instructional Center Bank Statements

				2016		2017		2018		2019		2020		2021		Total 

		Deposits & Transfers		197,730		558,879		576,578		639,916		724,515		727,343		3,424,962

		Withdrawls & Debits 		(191,049)		(520,768)		(562,446)		(650,333)		(682,023)		(714,370)		(3,320,989)

				6,680		38,111		14,132		(10,417)		42,492		12,973		103,972



		Transfers from CGSC		151,027		396,551		280,000		399,904		440,000		278,377		1,945,858

		% of Transfers to Income 		76%		71%		49%		62%		61%		38%		57%
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