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EXECUTIVE SUMMARY

This report provides the results of our audit of the Oakland Asian Cultural Center (OACC), a
not-for-profit corporation created to perpetuate Asian heritage, arts and culture.

The Redevelopment Agency of the City of Oakland entered into an agreement with the OACC to
operate, manage and supervise the Center's activities in an efficient, businesslike manner. The
Agency also provided funds to operate the Center in the initial years, with the expectation that it
would become self-sufficient no later that June 30, 2003.

For the period from July 1, 2000 through August 14, 2001, the OACC spent City funds totaling
$477,163. By the end of July 2001 OACC had closed its doors, and liabilities exceeded cash
balances.

The following findings are discussed at greater length in the full report, and are summarized as
follows.

We found that OACC:

• Was not in compliance with provisions of its contract with the City of  Oakland;
• Did not operate efficiently and economically; and
• Did not have adequate internal controls to safeguard the City’s assets.

These deficiencies occurred because:

• The City did not plan and implement adequate oversight of OACC's operations. Moreover,
the contract between the City and OACC did not provide for remedies if either party did not
fulfill its obligations under the contract, other than cancellation.

• The OACC Board of Directors did not use its authority to manage and fulfill its fiduciary
responsibilities.

• The OACC managing director and staff did not operate the Center in accordance with sound
business practices.
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OBJECTIVES AND SCOPE

The objectives of this audit were to determine whether the Oakland Asian Cultural Center:

• complied with provisions of its agreement with the City of Oakland;
• operated efficiently and economically; and
• had adequate internal controls  to  safeguard the City’s assets

This audit covers the fiscal year of July 1, 2000 through June 30, 2001 and the period of July 1,
2001 through August 14, 2001.

BACKGROUND

The Oakland Asian Cultural Center (OACC), a not-for-profit corporation, was created to
perpetuate Asian heritage, arts, and culture.  The Redevelopment Agency of the City of Oakland
(City) entered into a contract with the OACC to operate, manage and supervise the activities of
the cultural center in an efficient, businesslike manner.  The contract was for a five-year period
beginning February 18, 1994 and ending February 18, 1999.  The Redevelopment Agency
provided funds to support OACC’s operation and maintenance of the cultural center for this five-
year period. Included in these funds was an endowment of $523,000 which was provided through
the City by a developer. This later became the reserve fund.

On February 18, 1999 the contract was amended to extend the initial agreement for an additional
year and an automatic extension at the conclusion of each year thereafter unless notice to
terminate is given by either party not less than 90 days prior to June 30th any year.  This
amendment proposed to decrease the City’s subsidy to OACC each year.  The amended
agreement required OACC to submit to the Community Economic Development Agency
(CEDA) a Strategic Plan by June 1, 1999.

The strategic plan was required to demonstrate how OACC would become self-sufficient no later
than June 30, 2003, during which time the management fees would be reduced, as summarized
below:

Period Management Fee Subsidy

July 1, 1999 – June 30, 2000 $180,000
July 1, 2000 – June 30, 2001      120,000
July 1, 2001 – June 30, 2002          60,000

The amendment also established a committee to oversee public access and approved an amount
of $60,000 to establish a Community Access Fund (CAF). These funds were to be used
specifically to help pay the rental fees for non-profit organizations to hold events at the OACC.
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On August 14, 2001 the City of Oakland terminated its contract with OACC due to closure of the
Center, which violated the contract’s requirements.

STATUS OF OACC’S RESTRICTED FUND ACCOUNTS

Edward W. Chin Auditorium Fund

Edward Chin donated $100,000 to OACC in 1997. The purpose of the fund was for capital
improvement of EDWARD W. CHIN auditorium. OACC spent approximately $90,000. Most of
the funds were spent before June 30, 2000. The current fund balance is about $10,000.

During our audit period from July 1, 2000 to August 14, 2001, there were no distributions from
this fund, according to OACC’s accounting records.

Erich and Corbin Chin Memorial Fund

Mr. Chin also donated $15,000 to the “Erich and Corbin Chin Memorial Fund” in memory of his
two sons. The purpose of the fund was to develop a program to help kids learn English. We were
not able to determine the propriety or purpose of the use of the funds because there was no
information available.
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FINDING #1: OACC WAS NOT IN COMPLIANCE WITH THE PROVISIONS OF THE
CONTRACT.

The contract between the City of Oakland’s Redevelopment Agency and the Oakland Asian
Cultural Center (OACC) set forth certain contractual requirements for OACC, including the
following:

• to maintain a reserve account, drawing only with approval from the City.
• to submit various reports regularly to the City.

OACC did not meet either of these requirements.

The initial contract, dated February 13, 1994, between the City and OACC required the latter to
establish and maintain a reserve account for the deposit of grant funds from the City. The City, in
this initial contract, did not place any restrictions on OACC’s use of these funds.

On May 5, 1999 the City amended the contract to restrict OACC’s use of reserve funds.  This
amendment requested OACC to restore $77,966 of the reserve funds it had used to bring the
balance back up to the $300,000 level.  Additionally, the amendment required that OACC secure
CEDA's approval to use reserve funds.

Moreover, the amendment required OACC to track all reserve funds used and send a report to
CEDA within 20 days after the end of each quarter. However, we found no record of such
reports for the year ended June 30, 2001, and the CEDA staff person responsible for oversight of
OACC indicated that he had not received any and did not request them.

On October 31, 2000 the OACC managing director requested approval to use $135,000 of its
$300,000 reserve funds to cover deficits from the first six months of fiscal year 2000-2001. The
Director of CEDA signed a letter agreement giving OACC the authority to:

“. . .utilize the Reserve Funds (the “Reserves”) created for and available to OACC to
support its operations…”

In the current year the requirement of CEDA authorization still applied. We could find
authorization for OACC to draw only $135,000.
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OACC overspent its reserve fund by approximately $136,110 for the year ended June 30,
2001.

The table below summarizes the total City money in reserve funds used:

Balance at October 31, 2000 (Note 1)           $300,000
Balance at June 30, 2001
    Bank of America Savings           $  22,969
    Bank of America Certificate of Deposit       $ 78,380
    Pledged to Bank of America Line of Credit (Note 2)    (72,459)       5,921
Balance remaining June 30, 2001   28,890
Reserve Funds Consumed by Operations           $271,110
Reserve Funds Approved for use by CEDA             135,000
Balance, Amount of Reserve Funds Overspent           $136,110

OACC did not submit various other reports that were required under the
agreement.

• The agreement required OACC to submit to the City, within 105 days after the end of the
year, audited financial statements prepared by a Certified Public Accountant. OACC
contracted with a Certified Public Accounting firm to prepare financial statements for the
year ended June 30, 2000. Although the firm submitted a draft of its audit report to the
OACC on August 2, 2001, the Board of Directors did not  approve the draft or authorize the
firm to issue the report.

• The contract required OACC to submit to the City  bi-monthly financial and operating
reports within 10 calendar days after the end of the month. We found none issued. Requests
for the reports were not made.

• OACC did not submit a Marketing and Operating plan to the City for the year ended June 30,
2001. The City required OACC to submit to the City Council for approval a marketing and
operating plan within 60 days of the beginning of each City fiscal year, detailing OACC
goals, strategies and planned activities for that year.

The City continued to fund OACC operations, despite the fact that OACC did not submit the
required reports.

                                                
(Note 1)   The CEDA Director and OACC’s Managing Director acknowledged that this was the balance at
            October 31, 2000.  The auditors were unable to verify the balance at June 30, 2001.

(Note 2)   This Certificate of Deposit was pledged as collateral to the Bank of America line of credit. The amount
             encumbered at June 30, 2001was $ 72,459.
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These amounts are summarized below:

Check to Asian Improv Arts $2,000
Purchase of money orders   1,332
Shortage        65
Total $3,397

CASH DISBURSEMENT PROCESS

We tested 127 transactions to determine if internal controls over the cash disbursement process
existed and whether the Center’s funds were spent properly.

We could not find any expense vouchers and supporting documents for 41, or 32 %, of the
127 transactions.

We could not determine the purpose or propriety of the expenditures for 41, or 32 %, of the 127
transactions. Additionally, we could not determine if payments for those expenditures were
properly approved. As a result, improper payments may have been made.

We found the following deficiencies regarding the 86 vouchers that we located:

Deficiency Number   %

Not properly completed    15   17

Not properly approved    16   19

No supporting documentation    24   28

Checks not signed      6     7

Expense vouchers were incomplete.

15, or 17%, were not filled out completely. There were no indications on 6 vouchers or invoices
that payments had been made. This can result in duplicate payments.

Expenditures were not properly approved.

An examination of 86 vouchers found that 16, or 19% of them, had no signatures on the
vouchers or invoices indicating an approval for payments. Moreover, the managing director
approved her own expenditure reimbursement. Additionally, we noted that two checks over
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$2,500 did not have two signatures, which is in violation of the Board of Directors' disbursement
policies.

Reimbursements of expenses were not adequately supported.

We examined the 86 vouchers available and found that 24, or 28 % of them, were not adequately
supported by documents. The supporting information for meal expenses, such as the purpose of
the meals, the number and names of individuals, was not provided. We could not determine the
necessity and reasonableness of those entertainment expenditures.

Some checks were not properly signed.

A review of canceled checks related to the 86 vouchers found that there were no signatures on 6
checks that were paid by the bank.

Reimbursements of expenses totaling $11,478 were made to the managing director without
supporting documentation and proper approval.

During the period July 1, 2000 through June 30, 2001, reimbursement payments totaling $18,332
were made to the managing director.  Our review, which included an examination of a total of 18
vouchers, disclosed the following:

• $11,478 of the payments did not have documents supporting payments.  (Some of these were
included in the payments totaling $ 131,314 reported on page 7.)

• Five (5) expense vouchers, totaling $3,049, were missing from binders in which expense
vouchers were filed and, therefore, we could not determine whether supporting documents
were submitted.

• The managing director approved payments totaling $2,279 to herself on three (3) of the
vouchers.

• Twelve (12), or 67%, of the 18 vouchers reviewed, which totaled $11,286, were not
approved for payment.

• Food and entertainment expenditures totaling $2,159 consisted of restaurant charges. In most
instances, the purpose was not specified.

• Expense vouchers were not fully completed in 16 of 18 instances.

OACC had little or no control over blank checks.

The July 2000 Board minutes indicated fraudulent checks totaling $1,135 had been processed
through the bank.  There was no indication in any later minutes that this problem had been
resolved.
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The cash disbursement journal showed that checks were issued out of sequence and that four
series of check numbers were used.  One series would have been for manual checks issued, but
this would not explain the other three series or why checks were issued out of sequence.

Voided checks were not always retained, with the result that some missing checks were not
accounted for.

PAYROLL TRANSACTIONS

OACC contracted with a firm called Paychex to process its payrolls. We reviewed copies of
information that OACC sent to Paychex, as well as the payroll summaries that Paychex prepared.

None of the information that OACC sent to Paychex was authorized by signature.

The information consisted of unsigned memos and faxes which listed the names of salaried
employees who were still on the payroll, and the number of hours that hourly employees had
worked during the pay period.

In some cases, the time sheets for hourly employees were not signed by the employee but were
approved by a supervisor.

Three payrolls were processed for the month of July 2001, one regular payroll for July 15,
2001 and two payrolls for July 31, 2001.

We examined the July payrolls prepared by Paychex and traced amounts paid to the bank
statement.  OACC sent a memo  to Paychex on July 17 directing them to prepare a payroll for the
period July 16 through July 31.  Normally this would have been done closer to the end of the
month.  Paychex prepared and ran a payroll on July 20 for the period to end July 31.  The amount
representing direct deposits to employee bank accounts was charged to the bank statement on
July 20 prior to the time the bank account was closed.  Checks to employees not on direct deposit
were dishonored because of the closed bank account.  These checks were subsequently covered
by issuing cashier's checks that were charged to OACC's savings account.  Another payroll was
prepared by Paychex for the July 31 period.  We were unable to find any memo that indicated
why the second payroll had been prepared.  Because there are differences between the two
payrolls, it is likely that such a memo was prepared.  Paychex was unable to provide us with such
documentation.  As noted above the bank account was closed on July 20.  Paychex advanced the
funds necessary to cover the second payroll and subsequently billed OACC for the amount of the
advance, which included payroll taxes.  It does not appear that the payroll taxes included in the
first July 31 payroll were ever paid to the IRS and the State.  The employees that were paid by
direct deposit were effectively paid through August 15.
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The managing director appeared to have been overpaid $17,500 in monthly consultant fees.

OACC appeared to have overpaid its managing director a total of $17,500 in consultant fees.
According to a management team document, effective August 1, 2000, the managing director’s
full-time salary as Managing Director would be $7,500 per month ($90,000 per year).   An
examination of OACC’s payroll records and check register indicates that the managing director’s
monthly salary was paid in the following two components: (1) a $3,500 monthly  fee, and (2)
$4,000 monthly through the OACC  payroll system. The $3,500 monthly  fee was paid from
OACC check writing system from July 31, 2000 through May 29, 2001. Beginning June 8, 2001
the $3,500 fee was paid through Paychex’s direct deposit process.

Our examination found that on March 3, 2001 a $3,500 advance was made to the managing
director and was not repaid.  Additionally, during the month of June there were two (2) $3,500
consultant fees paid and during the month of July there were three (3) $3,500 consultant fees
paid.

The table below summarizes consultant fee payments and overpayments from August 22, 2000
through July 31, 2001:

Date Check No. Amount Month Overage

08/22/00 6034           $3,500 September
09/26/00 6110  3,500 October
10/19/00 6175  3,500 November
11/21/00 6225  3,500 December
12/27/00 5089  3,500 January
02/01/01 6453  3,500 February
02/26/01 6451  3,500 March
03/03/01 6586  3,500 Advance
03/31/01 6611  3,500 April $3,500
04/17/01 6697  3,500 May
05/29/01 6823  3,500 June
06/08/01 Direct Deposit 3,500 June   3,500
06/30/01 Direct Deposit 3,500 July
07/15/01 Direct Deposit 3,500 July   3,500
07/20/01 Direct Deposit 3,500 July   3,500
07/31/01 Direct Deposit 3,500 July   3,500

Total           $17,500

The overpayments occurred because of a lack of adequate internal controls.
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OACC under withheld federal and state employment taxes.

OACC did not withhold federal and state income and employment taxes for certain categories of
employees’ compensation, as summarized below:

Category Amount

Salary/Wages $ 8,695
Severance pay     3,986
Bonuses  19,050

Total            $31,371

CONCLUSIONS:

1. The City did not exercise adequate oversight of OACC’s operations.

2. The contract between the City and OACC did not provide for remedies if either party
did not fulfill its obligations under the agreement, other than cancellation.

3. The OACC Board of Directors did not fulfill its fiduciary responsibilities.

4. The OACC managing director and staff did not operate the Center in accordance with
sound business practices.


