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FINANCE AUDIT SUBCOMMITTEE 
AMENDED MEETING MINUTES
January 18, 2012
11:00 a.m. (immediately following conclusion of
Finance Committee 10:00 a.m. meeting)
Location:  City Council Conference Room A, Suite 425, City Hall – St. James Building; 117 West Duval Street

In attendance:  Committee Members Greg Anderson (Chair), Richard Clark and John Crescimbeni
Also: Council Members Matt Schellenberg, Bill Bishop, Lori Boyer, Clay Yarborough and Bill Gulliford (arr. 11:27).  See attached sign-in sheet for other attendees.
Meeting Convened:  11:22 a.m.

After self-introductions of all in attendance Council Auditor Kirk Sherman distributed a list of the audits released by his office from July-December 2011.  Chairman Anderson briefly reviewed the timeline of the field work, auditee response, and final release of Audit #711 – JEDC.  He summarized the findings as weaknesses identified in three general areas: communication, control and compliance.

Mr. Sherman distributed a list of 7 discussion points comprising brief summaries of the findings of and posing a series of questions about follow-up actions to the audit findings and asked JEDC Acting Director Paul Crawford to respond to the issues raised.  
1. Incorrect incentive payments and lack of verification process for job reporting

The audit found that job creation data provided by the companies is not verified by the JEDC and that job creation requirements are not adequately enforced. Mr. Crawford said the JEDC is working with the Office of General Counsel to attempt to recover $116,000 paid to a company that incorrectly reported out-of-state jobs as local jobs for purposes of the city’s incentive.  The JEDC, in conjunction with the Mayor’s Office, is planning to do on-site verification of the number of jobs reported by incentive recipients.  The Mayor’s Office has hired Alison Luker, formerly with the Council Auditor’s Office and more recently employed with the Tax Collector’s Office, to undertake this task in conjunction with JEDC staff.  The plan is to begin with the oldest currently active projects first and work forward to the most recent agreements – approximately 80 projects still active.  Another 50 or so projects have been closed out.  The Office of General Counsel will need to opine on whether the City has the ability to audit and/or recoup overpayments from projects that are completed and closed out.
2. Lack of advertisement for projects
The audit found that many contracting opportunities appeared to be minimally advertised with few respondents.  JEDC will do much more advertising in a wider variety of venues (newspapers, magazines, trade publications, web site postings, etc.) but cautioned that this will increase the commission’s advertising costs substantially.  Cole Cartledge, the nominee for appointment as Director of the Intra-Governmental Services Department, stated that contract management appears to be a weakness in Jacksonville’s operations and he will install much more stringent controls and emphasize more front-end competition.  The City will actively encourage much more participation in bidding opportunities.  

3. Cecil Commerce Center maintenance contract – bidding
The audit noted that the $1.5 million per year contract for Cecil Commerce Center maintenance was awarded to the existing service provider which was the only respondent to the latest bid solicitation.  Mr. Crawford stated that the JEDC has met with V.T. Griffin, the current contractor, and negotiated a 6-month extension of the existing contract while a new RFP is prepared and published to solicit more competition for the work.  The new RFP will be issued on February 15th. Council Member Gulliford questioned why the multi-million dollar Cecil Commerce Center maintenance contract was awarded to the sole bidder when three other companies reviewed the bid opportunity and declined to bid.  He suggested that the City may be losing out on potential bidders by bundling multiple items into a few large contracts which may be less work for the City to administer, but preclude small and medium-sized companies from being able to bid, leaving only a few large national companies with the capacity to bid on the work.  The City may be better off bidding out jobs in smaller parts and getting more competition for the work and the attempt to save administrative cost and effort may be costing more in the long run by limiting the number of competitors for the work.

4. Cecil Commerce Center maintenance contract – questionable expenses and incorrect billings

The audit found that several questionable items were charged to the City maintenance account that were either not authorized by the contract or were incorrectly billed.  Mr. Crawford stated that the JEDC has eliminated payment for all questionable items identified by the audit and will do a more thorough review of future invoices.  Council Member Gulliford suggested the need for a penalty clause in the new contract to penalize the contractor for incorrect invoices.  The group discussed the proper entity to do reviews and verifications of contract performance.  Which would be better business practice – the JEDC, the Mayor’s internal auditor, or the Council Auditor’s Office?  There are pros and cons to each possibility.  Mr. Cartledge cited the U.S. military’s use of an inspector general’s office in each branch of the service to oversee performance.  Council Member Crescimbeni suggested adding additional capacity to the Council Auditor’s Office to undertake this function so as to keep it independent of the City administration.
Jerry Mallot of the Jacksonville Chamber of Commerce announced that Mayor Brown had just announced the formation of a citizen task force, chaired by Bill Scheu, to review the JEDC audit and make suggestions for improving the economic development office’s management and tracking of incentive agreements and contracts.  Mr. Crawford noted that at least part of the difficulties the JEDC has faced with contract management and incentive tracking is the simple lack of manpower.  The agency’s workforce has been reduced from 42 to 16 over the past 5 years and several of the employees who worked in the compliance area were among those leaving the agency that were not replaced.  Several council members noted that the audit’s findings relate to matters that took place in years when the JEDC’s staff was near its peak, so it appears that compliance monitoring was problematic even when the employee complement was much larger.  Council Member Yarborough pointed out the audit’s findings regarding Griffin employees charging take-home vehicle expenses to the contract and urged that tighter controls be applied to vehicle expenses, to which Mr. Crawford agreed.
5. Cecil Commerce Center – lease administration
The audit noted several weaknesses regarding lease documents, utility expenses and handling of rent checks at Cecil Commerce Center.  Mr. Crawford indicated that standard operating procedures had been developed regarding tenant utility connections, common area maintenance fees, late rent fees and required reporting.  The JEDC is working with JEA and the City’s Public Buildings Division to deal with utility connection issues.
6. Lack of communication with the State on outstanding balances for QTI (Qualified Targeted Industry) projects
The audit noted that JEDC did not keep track of City QTI funds sent to the state, some of which was for projects that never came to fruition, leaving the state still holding the City’s funds.  Mr. Crawford explained how the QTI payment process takes place and how the state comes to be holding City funds for projects that were not successfully completed.  He said that, in addition to a failure of communication, much of the problem stems from QTI project information being stored in individual files for each project and not compiled into a comprehensive database that would make it easier to identify when a project fails to meet the QTI criteria and when the state should be refunding the City’s money.  Creation of that database is currently underway.  Council members requested a copy of the end product when it is completed.
7. Lack of standard operating procedures
Mr. Crawford indicated that SOPs are have been completed for some functions and are being developed for others.  The JEDC will work with the Council Auditor’s Office and with Alison Luker of the Mayor’s Office to ensure that the SOPs are comprehensive and sufficient.  Ms. Luker said that the Mayor’s newly announced task force intends to look at economic development “best practices” in other cities, and that may provide useful information for Jacksonville.

Chairman Anderson invited Marcella Lowe of the TRUE Commission to comment on the commission’s recent review of the JEDC audit.  Ms. Lowe indicated that the TRUE Commission had seen a lack of standard operating procedures and weaknesses in contract management as a problem identified in many Council Auditor audits over the years.  The commission believes that a City employee should be assigned to each contract to serve as the person responsible for all aspects of compliance of that contract.  She also stated that the JEDC audit was a sampling that only scratches the surface of all the potential issues that might be looked at in the JEDC’s operations and contracts, citing the agency’s management of the SMG contract for public facilities management and the Jacksonville Shipyards project as two other areas that immediately come to mind where much more in-depth work could be done.  Ms. Lowe stated that an agency can’t possibly operate efficiently without a good, up-do-date standard operating procedures manual and training of all new (and even current) employees.  Finally, she offered the TRUE Commission’s assistance to the JEDC, Council Auditor, Alison Luker and the Mayor’s Office, and any other City entity or office that could make use of the commission’s expertise.
Tony Bates of Concerned Taxpayers of Duval County stated that oversight of JEDC’s contracts and incentives should be done independently of JEDC’s staff by a third party.  He urged the committee to commission JEDC the Council Auditor to undertake a full-blown audit of the JEDC since the current audit, which only sampled a few areas, turned up so many areas of concern.


Council Member Clark urged a complete audit of the JEDC’s contracts and incentive agreements for as far back in time as the City can legally go so as to recoup whatever funds may have been distributed in error.  He suggested that it be performed by the Council Auditor’s office, perhaps with additional manpower if needed.  The Mayor’s new task force may be helpful in developing policy issues but it is not the vehicle for doing a forensic audit.  In response to a question, Kirk Sherman stated that the audit took 1,855 hours of staff time, nearly a full year of one person’s time.  He feels that future work in the select areas covered by this audit (Cecil Commerce Center and QTI incentives) will be much easier to accomplish since so much groundwork has been done for the current audit.  Mr. Sherman offered to meet with the JEDC to develop a set of audit parameters and options.
Council Member Crescimbeni suggested that the committee ask the Council Auditor for two items: 1) various options for follow-up of the current JEDC audit (which parts, how in-depth, etc.) and 2) a proposal for increasing the Auditor’s Office’s work capacity.  In response to a question from Chairman Anderson about involving McGladrey and Pullen, the City’s independent auditor, other committee members felt that using the independent auditor would not help to build the City’s internal capacity to audit itself and identify similar problem areas.

Motion (Crescimbeni):  that the committee will meet again next week to hear a report from the Council Auditor on 1) options for follow-up of the JEDC audit (various scenarios with their associated costs), and 2) proposals for increasing the Council Auditor’s Office’s work capacity – approved.
The meeting was adjourned at 12:58 p.m.
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