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EXECUTIVE SUMMARY

BACKGROUND

OBJECTIVE

RESULTS IN BRIEF

The Virgin Idands Port Authority isan autonomous agency of the
Government of the Virgin Islands that manages the territory’s
municipa aviation and marine facilities and certain other real
properties which were transferred to it by the Federa
Government. The Port Authority’ soperationsare subject to laws
contained in the VirginIslands Code and, with respect to airport
properties, regulations of the Federal Aviation Administration
contained in the Code of Federa Regulations. The audited
financial statements of the Port Authority reported that it
generated gross revenues of $36.1 million in fiscal year 1998
and $36.8 million in fiscal year 1999, primarily from the
assessment of user fees and rental charges at its aviation and
marinefacilities. However, the Port Authority suffered anet loss
of $246,000 for fiscal year 1998 and had net income of $663,000
for fiscal year 1999.

The objective of the audit was to determine whether the Port
Authority (1) managed property and facilitiesto maximize rental
and concession revenues; (2) accurately assessed and promptly
collected amounts owed by tenants, concessionaires, and other
users of Port Authority facilities; and (3) controlled cash
collections effectively.

The Port Authority needs to improve controls over lease
management, the collection of delinquent accountsreceivable, and
the collection and deposit of parking lot fees. Specifically:

- The Port Authority did not always obtain copies of sublease
agreements entered into by itstenants or collect the sublease fees
that the tenants were required to pay in accordance with their
lease agreements. As a result, sublease revenues totaling about
$10,600 werenot realized for fiscal years 1998, 1999, and 2000.
Inaddition, |ease agreementswere not alwaysproperly executed,
tenants did not always maintain required liability insurance
coverage, rental increases were not awaystimely implemented,
and quarterly site inspections were not conducted by the Port
Authority’ s Property Management Officers.

- The Port Authority did not effectively carry out collection
enforcement activities on delinquent accounts and, as of
April 2000, had 87 accounts totaling about $1.17 million that



RECOMMENDATIONS

AUDITEE COMMENTS
AND OFFICE OF
INSPECTOR GENERAL
EVALUATION

were delinquent more than 90 days. In addition, in
December 1998 and February 2000, the Port Authority’s Board
of Directors approved the write-off of 31 delinquent accounts
totaling $909,562 because the accounts were classified as
uncollectible.

- The Port Authority lacked assurance that al parking fees
were collected and deposited. The machines that stamped the
date and time onto tickets did not work at exit points at the
S. Thomas and St. Croix airports; attendants at the airport on
St. Thomas collected parking tickets and fees, prepared deposit
dlips, and deposited the funds; and attendants at the airport on
. Croix did not prepare any record of funds collected. We
estimated that, on a daily basis, at the St. Thomas airport about
1,250 parking tickets were issued but on the average only
315 tickets yielded cash collections. Although it is reasonable
for many tickets to be non-fee-generating, such as those for
taxicabs and short-term parkers, we could not verify the accuracy
of the collections because appropriate records were not
maintai ned.

We made 11 recommendations to the Virgin Idands Port
Authority to addresstheinternal control weaknessesdisclosed by
the audit.

The Executive Director of the Port Authority concurred with all
11 recommendations and indicated that corrective actions had
been or would be taken. Based on the response, we consider
one recommendation implemented and two recommendations
resolved but not implemented. We requested additional
information for the eight remaining recommendations.
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INTRODUCTION

BACKGROUND

OBJECTIVE AND
SCOPE

The Virgin Idands Port Authority isan autonomous agency of the
Government of the Virgin Idands that manages the territory’s
municipa aviation and marine facilities and certain other real
properties which were transferred to it by the Federa
Government. The Port Authority was established in 1968 by Act.
No. 2375 and is governed by a 9-member Board of Directors.
The day-to-day operations of the Port Authority are headed by an
Executive Director, who is appointed by the Board. The Port
Authority has the power to acquire property and to construct,
develop, improve, operate, and manage properties under its
control.

The Port Authority’s operations are subject to laws contained in
the Virgin Islands Code (29 V.1.C. Chapter 10) and, with respect
to airport properties, regulations of the Federal Aviation
Administration contained in the Code of Federa Regulations
(14 CFR Part 16). Among other provisions, these laws and
regulations require the Port Authority to charge service and
concession fees and rental rates that fully compensate it for the
use of its facilities. Accordingly, the Port Authority levies a
variety of feesfor accessto itsaviation and marinefacilitiesand
for the use of its properties. The Port Authority aso has a
statutory responsi bility to encouragethewidest possiblediversity
of usefor itsfacilities consistent with sound fiscal management.

The Port Authority’ s audited financia statements reported that it
generated grossrevenuesof $36.1 millioninfiscal year 1998 and
$36.8 millionin fiscal year 1999, primarily from the assessment
of user fees and rental charges at its aviation and marine
facilities. However, the Port Authority incurred a net loss of
$246,000for fiscal year 1998 and had net income of $663,000 for
fiscal year 1999. In addition, asof September 30, 1999, the Port
Authority had 292 receivable accounts totaling $5 million.

The objective of the audit was to determine whether the Port
Authority (1) managed property and facilities to maximize rental
and concession revenues; (2) accurately assessed and promptly
collected amounts owed by tenants, concessionaires, and other
users of Port Authority facilities; and (3) controlled cash
collections effectively. The scope of the audit included areview
of the Port Authority’ s revenue transactions that occurred during
fiscal years 1998 and 1999 and other periods as appropriate.



PRIOR AUDIT
COVERAGE

To accomplish our audit objective, we reviewed the Port
Authority’s Property Management Manual; interviewed Port
Authority officials and reviewed minutes of board meetings; and
reviewed files containing lease documents, accounting records
pertaining to delinquent and inactive accounts, and ticket stubs
and deposit recordsfor theairport parking lotson St. Thomasand
. Croix.

Our audit was conducted in accordance with the "Government
Auditing Standards," issued by the Comptroller Genera of the
United States. Accordingly, we included such tests of records
and other auditing procedures that were considered necessary
under the circumstances. The"Standards' requiresthat we obtain
sufficient, competent, and relevant evidence to afford a
reasonable basis for our findings and conclusions.

As part of our audit, we evaluated the system of internal controls
at the Port Authority to the extent we considered necessary to
accomplishtheaudit objective. Internal control weaknesseswere
identified intheareas of |ease management practices, particularly
with respect to subleases; prompt collection of amounts owed by
usersof Port Authority facilities; and control sover cash collected
attheairport parking lots. Theseweaknessesarediscussedinthe
Results of Audit section of thisreport. The recommendations, if
implemented, should improvetheinternal controlsinthese aress.

The Office of Inspector Genera has not issued any reports on the
Port Authority during the past 5 years. However, in June 1991,
the Office of Inspector General issued areport on the billing and
collectionfunctions at the Port Authority, and in December 1998,
apublic accounting firm issued the single audit report on the Port
Authority for the fiscal year ended September 30, 1998 (see
Appendix 2).



RESULTS OF AUDIT

OVERVIEW

LEASE
MANAGEMENT
PRACTICES

Sublease Fees Totaling
$10,600 Not Assessed and
Collected

The Port Authority needed to improve controls over the
subleasing of itsfacilities by tenants, the collection of delinquent
accounts receivable, and the collection and deposit of parking lot
fees. Specifically, we found that the Port Authority did not (1)
assess or collect sublease fees of about $10,600; (2) take
effectiveactionto collect $1.17 million on 87 delinquent accounts
and an additional $909,562 on 31 delinquent accounts that were
written off asuncollectible; and (3) have adequate assurance that
all fees collected at the airport parking lots were appropriately
deposited into the Port Authority’s bank accounts. These
conditions occurred because the Port Authority did not always
follow the procedures for lease management and collection
enforcement contained in its Property Management Manual and
did not have written procedures for the write-off of uncollectible
accounts and for the collection, deposit, and recording of fees
collected at the airport parking lots.

Although the Port Authority’s Property Management Manual
(Section 7.2(B)(10)) expressly prohibited the subleasing of
properties, the Port Authority’s Board of Directors approved
subleases on a case-by-case basis. However, the Port Authority
did not always obtain copies of sublease agreementsapproved by
the Board of Directorsor collect the sublease feesthat the tenants
were required to pay in accordance with the approvals to enter
into sublease agreements. Asaresult, sublease revenuestotaling
about $10,600 were not realized for fiscal years 1998, 1999, and
2000. In addition, we found that lease agreements were not
always executed, tenants did not always maintain required
liability insurance coverage, rental increases were not always
timely implemented, and quarterly site inspections were not
conducted by the Property Management Officers.

The Port Authority’ s Director of Property Management provided
us with the names of four tenantswho received approva fromthe
Board of Directors to sublease a portion of their properties.
Regarding these four tenants, we found that one tenant was not
required to submit subleaseinformation to the Port Authority, one
tenant did not have any subleases during the period of our review,
and two tenants each had two sublease agreements, for atotal of
four sublease agreements. As part of the approval process to
sublease property, the Board of Directors required the tenantsto
pay asubleasefee of at least 10 percent of the sublease amount to



Sublease Provisions
of Lease Agreements
Not Standardized

the Port Authority concurrent with the payment of the tenants
monthly rent. However, the Port Authority was not aware of the
value of the four sublease agreements because it did not have
copies of the sublease agreements. Therefore, the Port Authority
was unableto ensurethat it was paid the appropriate sublease fee
amounts.

To determine the value of the sublease agreements, we requested
that the Port Authority obtain copies of the sublease agreements
from its tenants. Based on our review of the four sublease
agreementsfor fiscal years 1998, 1999, and 2000, we determined
that the Port Authority should have received sublease fees of
about $12,000. However, the Port Authority received only about
$1,400, or a shortage of $10,600.

We found that the Port Authority did not have a standardized
policy for handling the issue of subleases by its tenants. For
example, the lease agreements for the two tenants who had
obtained approval to sublease their rented properties contained
different wording with respect to subleasing. One of the lease
agreements, whichwasinitially executed in June 1976, stated that
the lease "shall not" be transferred "without the prior written
consent of the Lessor" but that "such consent shall not be
unreasonably withheld." The other |ease agreement, which was
executed in July 1994, stated that the lease "shall not" be
transferred "nor sublet”" and that any such transfer or sublet "shall
be null and void." We further found that in February 1996, the
Port Authority’s legal counsdl proposed wording, which was
approved by the Board of Directors, to be inserted into Port
Authority leases as follows:

Inthe event tenant is granted permission to sublet
aportion of the premises, Tenant shall pay to the
Landlord, concurrent with payment of Tenant’s
rent to Landlord, not less than ten percent (10%)
of thetotal amount Tenant charges subtenant under
the sublease. No such sublease shall become
effective unless reduced to writing signed by the
Tenant and subtenant, and until it shall have first
been approved by the Landlord in writing on the
face of the sublease, a copy of which shall be
given to the Landlord. Tenant and subtenant may
not alter, amend or otherwise modify the terms of
any such sublease without the express prior
written approval of theLandlord. Landlord shall,
uponreasonabl e noticeto subtenant, havetheright



Lease Agreements Not
Properly Executed or
Renewed

Liability Insurance Not
Obtained by Tenants

to make demand on subtenant to produce evidence
of al sums paid to Tenant under the terms of the
sublease.

Although approved for use by the Board of Directors, this
proposed wording has not been used in any subsequent Port
Authority leases. In order to strengthen controlsin this area, we
believe that the Port Authority should develop a standard lease
agreement that incorporates the wording proposed by the legal
counsel and approved by the Board of Directorsin February 1996
and should use the lease agreement for all new and renewed
leases. In addition, we believe that the Port Authority should
update its Property Management Manual by deleting the clause
which expressly prohibits subleasing and by inserting a clause
which grants the approval to sublease at the discretion of the
Board of Directors.

Regarding the four subleases discussed in thisreport, we believe
that the Port Authority should attempt to collect the sublease fees
of $10,600 that were not remitted to the Port Authority for fiscal
years 1998, 1999, and 2000. In addition, the Port Authority
should require the tenants to immediately begin remitting at |east
10 percent of the sublease amount concurrent with payment of the
tenants monthly rent.

To determine whether |ease agreements were properly executed
and were current, we reviewed a judgmental sample of 20 lease
agreements. Of the 20 |ease agreements, 9 lease agreements had
been properly executed and were current, but 8 |ease agreements
had expired and had not been renewed, 2 lease agreements had
not been fully executed because required signatures were not
obtained, and 1 |lease agreement could not be located by the Port
Authority. Regarding the eight |ease agreementsthat had expired,
wefound no documentation inthetenant filestoindicate that lease
terms had been extended or that the Port Authority required the
tenants to execute new |eases.

The Port Authority’s Property Management Manual
(Section 7.2(b)(8)) requires that Port Authority tenants obtain
comprehensive, noncancellable general liability insurance
policies. Inaddition, the Manua requiresthat the Port Authority
be named as an additional insured and requires tenants to
indemnify the Port Authority against any loss or liability arising
from events that occur on the premises. Also, with respect to
insurance, the lease agreements generally contained a clause that



Required Rental Rate
Increases Not Assessed

Site Inspections Not
Performed or Documented

stated, "The Lessee shall deposit with the Lessor a copy of such
property insurance policy or policies or a certificate of such
insurance coverage." Despite these requirements, we found, for
the 20 tenant files reviewed, that 3 tenants had provided the Port
Authority with evidence of avalid liability insurance policy and
3 lease agreements did not require the tenants to maintain
insurance. However, for the 14 other tenants, we found no
evidence that they had obtained the required comprehensive,
noncancellable general liability insurance policy.

Of the 20 tenant files reviewed, we found that 11 lease
agreements contained contract language which did not require
periodicrental rateincreases, 4 |ease agreementshad appropriate
rental rateincreases, 4 other lease agreementsdid not havetimely
rental rate increases, and the Port Authority could not locate
1 lease agreement.

Regarding the four tenants who did not have timely rental rate
increases, they should have been assessed rental increases in
accordance with increases in the Consumer Price Index, but such
an analysis was not performed by the Property Management
Officers. For example, a transportation company should have
been assessed arental rate increase in November 1999, but the
Property Management Officer assigned to this tenant had not
conducted the rental increase analysis as of August 2000.

The Property Management Manual (Section 15.1) states that
Property Management Officers should visit Port Authority
properties on at least a quarterly basis. In addition, the Manual
states that a Property Inspection Report Form should be
completedfor eachfield visit conducted by Property M anagement
Officers and that a copy of the form should be submitted to the
Directors of Administration and Engineering and the Executive
Director. However, we found that only 1 of the 20 tenant files
reviewed contained a Property Inspection Report Form, which
was dated October 28, 1997. Accordingly, we had little
assurancethat the Property M anagement Officerswere conducting
the required site inspections.

In August and September 2000, we conducted site visits at Port
Authority properties and facilities on St. Thomas and St. Croix.
We found that two tenants on St. Thomas appeared to have
subleased a portion of their properties without informing or
obtaining the approval of the Port Authority. Had the Property
Management Officers been conducting routine site visits, as

10



COLLECTION
ENFORCEMENT
ACTIVITIES

Collection Efforts Not
Pursued on Delinquent
Accounts Totaling About
$1.17 Million

required by the Property Management Manual, they most likely
would have determined that the two tenants were subletting the
properties without the approval or knowledge of the Port
Authority.

The Port Authority did not effectively carry out collection
enforcement activities on delinquent accounts. As aresult, as of
April 2000, the Port Authority had 87 accounts totaling about
$1.17 million that were delinquent more than 90 days. In
addition, in December 1998 and February 2000, the Port
Authority’s Board of Directors approved the write-off of 31
delinquent accountstotaling $909,562 because the accountswere
classified as uncollectible.

The Port Authority’ sProperty Management Manual (Section 12.0)
states that the Collection Officer should use the following steps
for the collection of outstanding accounts:

a. Telephonecall —to accounts payabl e section of
entity doing business where invoice remains
unpaid 10 days after issuance of invoice

b. Telephone call — to chief financia officer
where invoice remains unpaid 15 days after date
of issuance

C. Letter of Request — after 20 days invoice
remains unpaid

d. Registered demand letter - after 30 days
invoice remains unpaid

e. Refer to Lega Office - after 40 days invoice
remains unpaid

f. Attorney sends registered demand letter -
45 days after invoice remains unpaid

g Commence legal action and deny use of
facilities as applicable - 60 days after invoice
remains unpad

In addition, the Manual (Section 15.3) states that a Collection

Effort Report Form should be used on a daily basis by the
Collection Officer to serveasarecord of initial collection efforts

11



Delinquent Accounts
Totaling $909,562
Written Off Without
Adequate Collection
Efforts

and asajustification for subsequent legal actionto betaken. The
Manual aso states that a copy of the form should be submitted
monthly to the Executive Director.

The Port Authority’s Collection Officer retired in June 1992, but
the Port Authority did not replace this individual. Instead, the
collection activities previously performed by the Collection
Officer weretransferred to the Director of Property Management
and the three Property Management Officers. However, we
found that the Director and the Property Management Officers
either did not conduct or did not document collection efforts in
accordance with the Manual.

To determine the collection efforts made and the types of
documentation maintained for the 87 delinquent accountstotaling
$1.17 millionasof April 2000, we reviewed 27 accountstotaling
$1.01 million that had delinquent amounts of at least $10,000 for
more than 90 days. Of the 27 accounts, we found that only
7 accounts had some type of collection activity. Specificaly,
three accountswerereferred to the Port Authority’ slegal counse,
three accounts had some type of correspondence prepared by the
Property Management Officers requesting payment from the
tenant, and one account holder had begun making payments to
offset the outstanding amount. For the remaining 20 accounts, we
found no documentation of collection activities in accordance
with the collection procedures outlined in the Port Authority’s
Property Management Manual.

The Port Authority did not have written procedures regarding the
write-off of uncollectible accounts. Therefore, the Director of
Property Management periodically made recommendations for
the write-off of uncollectible accountsto the Executive Director.
Wefound that in December 1998 and February 2000, the Director
of Property Management recommended that 32 accounts totaling
$911,497 be approved for write-off. The Port Authority’sBoard
of Directors approved for write-off 31 of the accounts totaling
$909,562.

We reviewed the 31 accountsthat were approved for write-off to
determine the collection activities performed by the Port
Authority prior to classifying these accountsasuncollectible. We
found that 13 of the 31 accounts contained sometype of collection
activity, that 13 accounts had no documentation to support that any
collection activity was ever undertaken, and that the tenant files
could not belocated by Port Authority personnel for theremaining
5 accounts.

12



AIRPORT PARKING
LOT COLLECTIONS

During the Port Authority’s Board of Directors meeting in
December 1998, the Executive Director stated that although the
Board could anticipate additional recommendations for the
write-off of uncollectible accounts from the Director of Property
Management, the Executive Director did not approve of additional
write-offs. The Executive Director stated that he did not believe
that "sufficient due diligence to collect” on these delinquent
accounts had been performed by the Property Management
Officers.

We concur with the statements made by the Executive Director
regarding the lack of collection efforts both performed and
documented by the Property Management Officers. In order to
strengthen internal controls over the collection of delinquent and
inactive accounts, we believethat the Port Authority should either
take action to ensurethat the Property Management Officerscarry
out the assigned collection enforcement tasks or consider
reimplementing the position of the Collection Officer and
removing the collection function from the Property Management
Officers.

The Port Authority did not have standardized procedures for
collecting, depositing, recording, and verifying parking feesat its
airport parking lots on St. Thomas and St. Croix. The airport
access system, which machine-stamped onto aticket the date and
time that a vehicle entered and exited the airport parking lot, did
not work at the exit locations. As aresult, the date and time that
a vehicle exited the airport parking lot could not be determined
from the used tickets. In addition, because the Port Authority did
notissue magnetic card keysto taxicab associ ation members (who
were authorized to use the airport facilities) or to other daily
users of the parking lots, the access system had to be bypassed to
indicate anonrevenueticket. Further, thePort Authority’ sinternal
Auditor did not review the used tickets on a periodic basis to
ensure that the value of the tickets used was equal to the amount
of funds collected and deposited. Accordingly, there was no
assurance that funds collected by the airport parking lot cashiers
were appropriately deposited into the Port Authority’s bank
account.

Because there were no established collection procedures at the
airport parking lots, theairport parking lot cashiers used different
procedures on St. Thomas and St. Croix. However, in our
opinion, neither the collection procedure used at the Cyril E. King
airport parking lot on St. Thomas nor the collection procedure
used at the Henry E. Rohlsen Airport parking lot on St. Croix

13



St. Thomas Parking Fees
Not Verifiable Based on
Parking Lot Tickets

St. Croix Parking Fees
Also Not Verifiable Based on
Parking Lot Tickets

provided adequate control sto ensure that amounts collected were
appropriately deposited into the Port Authority’ s bank accounts.

At the Cyril E. King Airport on St. Thomas, the cashiers (three
shifts per workday) completed a Parking Lot Daily Summary of
Collections and Deposits worksheet, prepared a Certificate of
Deposit (deposit slip) for the funds collected during their work
shift, and deposited the funds into the bank depository located at
the airport. The worksheets were forwarded to a Property
Management Officer, who completed a Dally Summary of
Collections and Deposits worksheet, which combined the
collection activities of the three cashiers and provided a
month-to-date collection total. However, these procedures did
not ensure that the funds collected could be verified based on the
parking lot tickets processed by the cashiers. We selected for
review the collection documents related to 7 working days
(May 28 to May 31, 1999 and July 3to July 5, 1999). The total
funds deposited during these 7 days was $4,512, but the amounts
to be collected based on the parking lot tickets totaled only
$4,156. Although the deposits were $356 more than could be
determined from the used tickets, the potential existed for the
difference to be a cash shortage because controls were not
adequate to ensure that all collections were deposited to the Port
Authority’ s account.

We also found that because the access control system did not
work at theexit locations, the cashierswrote the amount collected
on each ticket or indicated in writing that the ticket was a
nonrevenueticket. The cashierstold us that a nonrevenue ticket
would result from ataxicab association driver, adaily user of the
airport parking lot who paid on amonthly basis, or a person who
spent lessthan 15 minutes between the time of entry and exit at the
airport. Based on our review for the 7 workdays in our sample,
we found that the cashiershandled an average of 1,250 tickets per
day but that only about 315 ticketsyielded actual cash collections.
Therefore, on adaily basis, about 935 tickets were classified as
nonrevenue. However, there was no way to verify these
classifications.

At the Henry E. Rohlsen Airport on St. Croix, prior to
February 2000, the cashiersdid not prepare any documentation to
show how much funds they collected. Rather, at the end of each
work shift (threework shiftsper day), the cashier would placethe
funds collected and the parking lot tickets in an envelope and
would write the amount collected on the outside of the envelope.

14



The envelope was then put into a locked box a the Port
Authority’ sAdministration Building. Thefollowingworkday, the
Airport Operations Supervisor retrieved the envelopes from the
locked box; prepared the Daily Summary of Collections and
Deposit worksheet, the Parking Lot Daily Summary of Collections
and Deposits worksheet, and a Certificate of Deposit (deposit
slip); and deposited the funds at the bank. Beginning in February
2000, the cashiers began preparing the Parking Lot Daily
Summary of Collections and Deposits worksheet and the
Certificate of Deposit and began depositing the funds into the
bank depository located at the airport.

We selected for review the collection recordsfor 6 working days
(December 23 and 30, 1998; January 6, 1999; and November 10,
15, and 16, 1999) and found that the cashiers did not write the
amount of funds collected on each ticket, as was done at the
airporton St. Thomas. Therefore, thetickets could not be used to
verify or even to estimate the amounts that should have been
collected.

To strengthen controlsin this area, the Port Authority should (1)
repair the access control systems at the Cyril E. King Airport on
. Thomas and the Henry E. Rohlsen Airport on St. Croix to
provide amethod for automatically stamping the date and time of
exit on the parking lot tickets; (2) consider issuing magnetic card
keys to taxicab association members and other daily users of the
airports’ parkinglotsto reduce the number of nonrevenue parking
lot tickets processed each day; and (3) require the Port
Authority’s Internal Auditor to review, on a periodic basis, the
airports’ parking lot tickets and the certificates of deposit to
ensure that the funds collected are appropriately deposited into
the Port Authority’s bank accounts. Finally, because a primary
method of preventing theft is segregation of duties, we believe
that the collection of the cash and the preparation of the bank
deposits should be performed by separate individuals.

15



RECOMMENDATIONS

TO THE VIRGIN
ISLANDS PORT
AUTHORITY

We recommend that the Executive Director of the Port Authority:

1. Develop and implement a standard |ease agreement
format to be issued to tenants of the Port Authority. The lease
agreement should include standard language with respect to the
subleasing of properties and facilities similar to the wording
compiled by the Port Authority’slegal counsel and approved by
the Board of Directorsin February 1996.

2. Update the Property Management Manual to deletethe
existing clause that prohibits subleasing and replace it with a
clause that grantsthe approval to sublease at the discretion of the
Board of Directors.

3. Ensure that Port Authority tenant files contain a copy
of every sublease approved by the Port Authority’s Board of
Directors. Also, consideration should be given to creating and
maintaining a database of sublease agreements to include but not
be limited to tenant name, tenant address, tenant rental amount,
tenant lease terms, sublessee name, sublessee rental amount,
subleaseterm, and subleasefee. The database should be updated
periodically to include any new tenants that are approved for
subleasing.

4. Obtain copiesof all sublease agreementsfrom current
Port Authority tenants to determine the amount of sublease fees
owed the Port Authority and take appropriate collection action.
Procedures should also be established to require tenants with
subleases to pay the appropriate sublease fees concurrently with
regular monthly rental payments.

5. Ensure that al lease agreements are current and
properly executed, that all tenants submit acopy of an appropriate
liability insurance policy, and that rental rates aretimely updated
in accordance with the changes in the Consumer Price Index.

6. Requirethe Property Management Officersto conduct
Site visits on at least a quarterly basis and to document the site
visits on Property Inspection Report Forms.

7. Either take action to ensure that the Property

Management Officers carry out the assigned collection
enforcement tasks or consider reimplementing the position of
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Collection Officer and removing the collection function from the
Property Management Officers.

8. Establish and implement written policies and
proceduresfor thewrite-off of uncollectible accountsand ensure
that "due diligence" has been performed prior to the approval of
accounts for write-off.

9. Establish and implement written policies and
procedures for the collection, deposit, and recording of cash
collections at the airport parking lots.

10. Repair and/or replace the airport access systems at
the Cyril E. King Airport on St. Thomasand the Henry E. Rohlsen
Airporton St. Croix to ensure that tickets are machine stamped at
the exit locations to indicate the date and time that vehicles exit
the airport parking lot. Also, consideration should be given to
issuing magnetic card keys to taxicab association members and
other daily users of the Port Authority parking lots to reduce the
number of nonrevenue tickets processed each day.

11. Require the Port Authority’s Internal Auditor to
periodically review the tickets and deposits for a sample of
workdays to ensure that the funds deposited can be validated by
the tickets processed. Also, separate individuals should be
assigned to make cash collections at the parking lots and to
prepare daily deposits.

The March 19, 2001 response (Appendix 3) to the draft report
from the Executive Director of the Virgin Ilands Port Authority
concurred with the 11 recommendations and indicated that
corrective actions had been or would be taken.

Based on the response, we consider Recommendation 10
resolved and implemented and Recommendations 2 and 3
resolved but not implemented. We also requested additional
information for Recommendations 1, 4, 5, 6, 7, 8, 9 and 11 (see
Appendix 4).

Withregard to Recommendation 1, theresponse stated, "All of the
lease agreements sampled [as part of the audit] are agreements
entered into before February, 1996. Thus, the Authority feelsthat
it is already complying with this recommendation.” This
statement is misleading because, although many of the leaseswe
reviewed were dated prior to February 1996, they were for
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current and active tenants of the Port Authority. The Port
Authority did not always execute new or renewal leases for its
tenants when the prior leasesexpired. Therefore, the most recent
leases available in thefiles for the mgjority of current and active
tenants were originally executed prior to February 1996. If the
Port Authority had executed new or renewal leases for active
tenants when the prior ones expired, it could have eventually
updated all of its leases with the proposed standard lease
agreement language.

18



APPENDIX 1 - MONETARY IMPACT

e Unredized
FINDING AREAS Revenues*
Sublease Fees $10,600
Accounts Receivable 1,166,000
Uncollectible Accounts 909,562

Total $2,086,162

* Amounts represent local funds
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APPENDIX 2 - PRIOR AUDIT REPORTS

OFFICE OF
INSPECTOR GENERAL
REPORT

SINGLE AUDIT
REPORT

The June 1991 report "Property Management, Billing, and
Collection Functions, Virgin Islands Port Authority"
(No. 91-1-939) dtated that the Port Authority needed to (1) ensure
thatall amountsowed by tenants, concessionaires, and otherswere
assessed and collected; (2) enforce collection of delinguent rental
accounts; and (3) improve its management of rental properties.
During our current audit, we found that the Port Authority
adequately assessed amounts owed by users of its aviation,
marine, and other facilities but that improvements were needed
over the collection of delinquent accounts and the management of
rental properties.

The December 1998 single audit report of the Virgin Islands Port
Authority, which was conducted by a public accounting firm,
concluded that the financial statements presented fairly, in all
material respects, thefinancia position of the Port Authority as of
September 30, 1998. In addition, with regard to the lease
management and collection functions of the Port Authority, the
report recommended that management (1) establish formal
procedures to review and reclassify old outstanding checks, (2)
consider whether inactive accounts receivable should be
written off, (3) expand the current analysis of accountsreceivable
past due to include an assessment of the collectibility of these
accounts receivable, and (4) consider establishing formal
procedures to monitor contracts and commitments.
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APPENDIX 3 - RESPONSE TO DRAFT REPORT

YIRGIN ISLANDS PORT AUTHORITY

Paori Oiflce Bex 301707
ST. THOMAS, VIRGIN 1SLANDS U.5. A, 00543-1707
TEL: (M0) TTd-162% « FAX (3400 774-002%5

March 19, 20G1

Mr. Arneld E. Van Beverhoudt, It

Andit Manager for Insular Areas

United States Department of the Interior
Qffice of Inspector General - Caribbean Region
Room 207 , Federul Building

5t. Thomas, VT ODBD2

Re:  Response to Audit Report - V-IN-VIS-003-00-M
Rilling and Collection Function Audit / Virgin Islands Port Authovity

Dear Mr. Vun Beverhoudr:

This is it respense to the findings and recommendations of vour office's draft audit (Assignment
No. V-IN-VIS-003-00-M) of the “Billing and Collection Function of the Virgin lslands Port
Authorly”.

There are some findings and recommendations made in this audit with which we agree, and there
are some with which we do nol agtee. In each instance, however, the Authority clearly explains its
reasons for the position taken, Further, you will find that the Authotity either has implemented, or
is taking steps to implement all of the recommendations of this audit with which we coneur.

The Authority’s responses lo each finding and recommendation are herein provided, and in the order
presented in the audit report

—— e —

Finding Na. 1 The Port Autharity’s [Hrector of Property Management
Sublease Fees Totaling provided us with the names of four tenanls who received
$10,600 Not Assessed and approval from the Board of Directors to sublease a portion af
Collacted their propertics. Regarding these four tenants, we found that

one tenant was not requirad to submit sublease information o
the Port Autherity, one tenant did nol have any subleases
during the period ol vur review, and two tenants each had two
sublease agreements, for a total of four sublease agreements.
As part of the approval process to sublease property, the
Board of Directors required the tenants to pay a sublease fee
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of at least 10 percent of the sublease amount to the Port
Authority concurtent with the payment of the tenants’
monthly rent. However, the Porl Authotily was not aware of
the value of the four sublease agreements because it did not
have copies ol the sublease agreements. Therefore, the Port
Authority was unable to ensure that il was paid the
appropriate sublease fee amounts,

To determine the value of the sublease agreements, we
requested that the Port Authority obtain copies of the sublease
agreements from its tenants. Bused on our review af the four
sublcase agreements fur fiscal years 1998, 199%, and 2000,
we detertinined that the Port Authority should have received
sublease fees of $12,000. However, the Port Authority
received only about 51,400 or a shortage of 10,600

Response to Finding Na. 1 All policies for the Virgin Islands Part AutHority ave set by
the Board of Directors, who rerain the right to amend,
modtfy and change said policies as they see fit. Of the over
three hundred fifty (350) leases, there are anly four (4)
tenanis that have subleasing rights. One tenant is not
required to suhmit subleases, nov are they required to pay a
subleasing fee fo the Awthority, (This particular lease,
which was entered into in the early 1978, allows for
subleases withou! a requirement to pay o subleasing fee to
VIPA because the lease predates the V. I. Legislature’s
reguirement to VIPA that a minimum fee of 10% be
exacied), Even theugh another tenant has been glven the
ripht 1o sublease, the company has not exercised that vight
singe 7996,

Of the two tenants that are subleasing, one was given that
right in July, 1994 and consistentdy paid for satd right,
however, due to g misunderstanding of the provision, the
tenant paid ten percent (10%) of his renial, rather than ten
percent {10%) of the rent received from the sublease. The
Virgin Isiands Port Authority kas since oltained a listing af
the subleases from the twe tenants and has made the
adjustment of the billing retroactively.
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We found that the Part Authority did not have a standardized
Sublsase Provisions policy for handling the issue of subleases by its lenants. For
of Lease Agrasments example, the lease agreements for the two tcnants who h.s'd
Not Standardized obtained approval lo sublease their renled properties
containcd different wording with respect to subleasing. One
of the lease agreaments, which was initially ex=cuted in June
1976, stated that the lease “shall not” be transferred *“without
the prior written consent of the Lessor™ but that “such consent
shall nol hc unrcasonably withheld”. The other lzase
agreement, which was executed in July 1994, stated that the
lease “shall not™ be transferred *nor sublel” and that any such
transfer or sublet “shall be null and void.” We further found
that in Febroary 1996, the Port Authority’s legal counsel
proposed warding, which was approved by the Board of
Directors, to be inserted into Port Authorily’'s leases as
fullows:

Finding No. 2

In the evenl tenant is granted permission to
sublet a partion of the premises, Tenant shall
pay to the Landlord, concurrent with payment
of Tenant’s rent to Landlord, not less than ten
percent {10%) of the total amount Tenant
charges subtenant under the sublease. No
such sublease shall become effective unless
reduced Lo wriling signed by the Tenant and
subtenant, and until it ghall have first been
appraoved by the Landlord in wtiting on the
face of the sublease, a copy of which shall be
given to the Landlond. Tenant and subtcnant
may nol alter, amend or otherwise modify the
terms of any such sublease withoul the
express prior written approval of the
Landlord. Landlord shall, upon reasonahle
notice (o sublenant, have the right to make
demand on subtenant to produce evidence of
all sums paid to Tenant under the terms of the
sublease,

Although appraved for use by the Board of Diirectors, this
propossd wording has ot been used in any subsequent Port
Authority leases. Inorder to strengthen contrals in this area,
we beligve that the Port Authority should develop a standard
leage agreament that incorporates the wording proposed by
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the legal counsel and approved by the Board of Directors in
February 1996 and should use the icasc agreement for all new
and rencwed lesses. In addition, we believe that the Port
Authority should update its Property Management Manual by
delcting the clause which expressly prohibils subleasing and
by ingerting o clause which grants the approval to sublease at
the discretion of the Board of Direclors.

Respensas to Finding Neo. 2 The Port Authority adopted langnage pertaining ta
sableasing to be included in all leases in Februdry, 1996,
This was in response to a vesolution passed by vhe Virgin
Islands Legisiature reguirving all tenanis of the Virgin
Islands Gavernment that sublease property mustremit to the
Government no less than ten percent {10%) of the fees
received from the subletting. This recommended clanse
relating to subleasing has been incorparated in all pertinent
leases since February 1996, with the exception being airline
leases. (The clause covers only the event of permission to
sublat, not whether or not a tenant may sublet; thus, this
“Boiler Plate; language is not pertinent to all leases).

The Authorlty mgrees with the finding that its Property
Management Manual should be updated to grant the Board
divcretionary approval to grant subleases.

Regarding the four subleases discussed in this report, wc
believe that the Port Authority should attempt te collect the
sublease fees of $10,600 that were not remitted ta the Port
Authority for fiscal years 1998, 1999, and 2000. In addition,
the Port Authority should require the tenants to immediately
hegin remitting at least 10 percent of the sublease amount
concurrent with payment of the tenants® monthly rent.

Of the four subleases, we have already explained wiy the
Authority is owed subleasing fees from only two of these
tenanss. One tenant did pay fecs to the Pert Authority,
Rowever its was ten percent (10%) of VIPA’s rent, instead
of ten percent (10%) af sublet rents . Both tenanty were
fssued retroactive billings for ten percent (10%) of
subleasing fees from the comutencement of the subleases.
The Autharity will aitempt to collect this retroactive billing.
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Ta determine whether lease agrezmenis were properly

?MJD% No. 3 ts Not axscuted and were current, we reviewed a judgmental sample
Pgaso " gg metr;: 0 of 20 lease agreements. Of the 20 leuse agreements, 9 lzase
R:ﬂz\m{i écuted or agreements had boen properly executed and were current, but

8 lease agreements had expired and had not been renewed, 2
lease agreements had not fully executed becanse required
signatures were not obtained, and | lease agreement could not
be located by the Port Authority. Regarding the eight lease
agreements that had expired, we found no documentation in
the lenant files to indicated that lease terms had been
exlended or that the Port Authority required the tenants to
execute new leases.

Response to Finding No. 3 Of the sample af eight (8) leases that the audit claims had
expired and had not been renewed, two are with federal
agencles. The Port Authority has no control over whether
a tenant will exercise an option or net, so long as ell
conditions of the option are met. One of these leases has
been ierminated and the other was renewed,  Of the
remaining shy leases, ane is i its aption period, and thus
sl valid, one new lease has been execnied, two are in
lirigation for delinguent rent and twao are ne longer tenants

of the Port Autharity.
Finding No. 4 The Port Authority’s Property Management Manual {Scetion
Liabllity Insurance Not 7.2(b)(8)) requires that Port Authority tenants obtain
OCbtained by Tenants comprchensive, noncancellable general liability insurance

policies. In addition, the Manual requirss that the Port
Authonty be named as an additional insured and requires
tenants to indemnify the Port Authority against any loss or
liability arising from evenis thal ocour on the premises. Also,
with respect W insurance, the lease agroements generally
eontained a clause which stated, “The Lessee shall deposit
with the Lessor a copy of such property insurance policy or
policies or a certificate of such insurance coverage.” Despile
these requirements, we found, for the 20 tenand files reviewed
that 3 tenanls had provided the Port Authority with evidence
of a valid lizhility insurance policy and 3 lease agreements
did not require the tenants 1o maintain insuranes. However,
for the 14 other tenants, we found no evidence that they had
obtained the required comprehensive, noncancellable general
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liability insurance policy.

Respaonse to Finding No. 4 Liability insurance is a general reguirement of all tenanis
of the Virpin Islands Pore Authiority, the exception being
leases with federal agesneles which are self-insuring, as were
the three feases clted in Finding No. 4. Moyt tenants
comply with all the ruies and regulations with regerds fo
insurance, including submiting evidence of such insurance.
In some cases when tenants complain of the inability fo get
insurance coverage for the amounts reguired ($500,000 to
$1,006,000), the Roard has reduced the requirement. This
s done on a case by case basis, depending on the meriis.
Few tenaris, however, remain pon-complianl.

Of the fourteen (I4) tenants noted for non-compliance,
seven (7} have become compliant, five (5) were issued
weitien regquests to do so and the remaining vwo (2) are no
longer tenanrs of the Authorlty.

VIPA's Property Management Officers have reviewed the
compiter files and have idemtified the mon-compliant
tenants. Letters kave been sent to all nowu-compiiant

fendnis.
Einding No. 5 Of the 20 tenant files reviewed, we found ther 11 lease
Requlred Rental Rata apreements conlained contract language which did not require

pericdic vental rtate increases, 4 lease agreements had
appropriate rental rate increases, 4 other lease agreements did
not have timely rental rate increases, and the Port Authority
conld not locate 1 lease agroement.

Increases Not Assessed

Response to Finding No. 5 Most leases have a Consumer Price Index clause for rental
incregse, usually triggered  at threc-year imtervals,
Obvionsly, any lease of three years ar less would not kave a
renital fhe. CPI increase clause. The Computerized Tenant
Information System is designed to afert the Properiy
Management Officer of a pending lucrease. Asstated in the
audit, four (4) tenants were inadvertently overioaked, but
timely rental increases were Imposed, As to the 11 leases
which did not require periodic reatal rate increases, airline
leases are based on a iartff which is reviewed on a regular
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baxis, not on ¢ CPI adjusiment,

The one fease which could not be found is a new lease with
Air Sunshine Alrline. This lease was in Government House
at the time af the gudit awalring appraval of the Governor.
On March 2, 2001, it was returned to the Authority.

The Properly Management Manual (Section 15.1) states that

Finding No. 84 Property Management Officers should visit Port Authonity

Site Inspections Not propertics on al least a quarterly basis. In addition, the

Performed or Documented Manual states that a Property Inspection Report Form should
he completed for each field visit conducied by Property
Management Officers and that a copy of the form should be
submitted to the Directors of Administration and Engineering
and the Executive Director. However, we found that only 1
of 20 tenant files reviewed contained a Property [nspection
Report Form, which was dated Oclober 29, 1997,
Accordingly, we had little assurance that the Praperty
Management Qfficers were conducting the required site
inspeclions.

Response to Finding No, 6A Over the years since the Property Managemient manual was
written the leases for property has grown over threefold. As
& result, this section of the manual will be updated to state
that Property Management Officers should vish the
praperties at reasonable periodic intervals, but in no case
shall the interval exceed six months,

Finding 8B In August and September 2000, we conducted site visits at
Port Authority properlies and facilitics on §t. Thomas and St.
Croix. We found thal two tenants on 8t. Thomas appeared to
have subleased a portion of their properties without informing
or oblaining the appraval of the Port Authority.  Had the
Property Management Officers been conducting routine site
vigits, as requited by the Property Management Manual, they
most likely would have determined that the iwo tcnants were
sublefting the properties without the approval or knowledge
of the Port Authority. :

Rasponse to Finding No. 8B The Port Aurhority found ne such tenants and the auditors
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did not provide us with any documentation or identification
of such tenant practices,

o —— e | .
The Port Authority did not effectively carry out collection

COLLECTION enforcement activities on delinquent accounts. Asarcsult, as

ENFORCEMENT of Apri 2000, the Port Authority had 87 accounts tataling

ACTIVITIES about $1.17 million that were delinquent more than 90 days.
In addition, in Decembet, 1998 and February, 2000, the Port
Authority’s Boatd of Directors approved the write-off of 31
delinquent accounts totaling $909,562 because the accounts
were classified as uncollectible,

Finding No. 7A The Port Auwhority’s Property Manzgement Manual

Collaction Efforts Not (Section 12.0) states that the Collection Oftficer should use the

Pursued on Delinguent following steps for the colleclion of owtstanding accounts:

Accounts Tataling About

$1.17 Million a. Telephone call - W accounis payable

section of entity doing business where invoice
remains unpail 10 days after issuance of
invoicc

b. Telephone call - to chief financial officer
where invoice remains vnpaid |5 days alier
date ol issuance

c. Lettet of Request — after 20 days invoice
Temains unpaid

d. Registered demand letter — after 30 days
invoice remains unpaid

e, Refer to Legal Office - after 40 days
invoice remains unpaid

£ Attorney sends registered demand letter -
45 days aller invoice remains unpaid

g. Commence lcgal action and deny use of
facilivies as applicable — 60 days after invoice
remains unpaid
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In addition, the Manual {Section 15.3) states that a Collection
Effort Report Form should be used on a daily basis hy the
Collection Officer Lo serve ag a record of initial collection
ciforts and as justification for subsequent legal action Lo be
taken. The Manual also states that a copy of the form should
be submitied monthly to the Exeeutive Directar,

The Port Authority’s Collection Officer retired in Juneg, 1992,
but the Parl Autharity did not replace this individual. [nstead,
the collection activities previously performed by the
Collection Qfficer were transferred to the Director of
Property Management and the three Froperty Management
Officers. However, we found that the Dhrector and the
Property Management Officers either did not conduct or did
nol docoment collection efforts in accordance with the
Manual,

Response to Finding No. TA  The [atest edition af the Property Management Manual is
dated 1986, when there was a Coffection Officer designated
Jor collections only. Additienally, at thet fime there were
Jewer than pne kundred leases and fenants of the Virgin
Islards Port Authority. The responsibility of collections Is
now incorporated in the duties of the Property Management
Divector and the Property Management Officers, and rightly
so. Each Property Management Officer &3 responsible for
in excess of one hundred (100) tenants and users of the
Firgin Isiands Port Authority’s facilities. 1t is therefore
impraciical to strictly adhere to fhe manual’s stiprilations a5
M:rilien.

We will revise Section 1.0 to adequately reflect an
achievable and more realistic schedufe,

Finding No. 7B To determine the collection efforts made and the types of
documeniation mantained for the 87 delinguent accounts
totaling $1.17 million as of April 2000, we reviewed 27
accounts totaling $1.01 million that had delinquent amounts
of at least $10,000 for morc than 90 duys. Of the 27
accounts, we found that only 7 accounts had sothe type of
collection activity. Specifically, three accounts were referred
to the Port Authority's legal counsel, three accounts had some
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type of correspondence prepared by the Property
Management Officers requesting payment from the tenant,
and one account holder had begun making payments to offset
the outslanding amount. For the remaining 20 accounts, we
found no doenmentation of collection activities in accordance
with the collection procedures cutlined in the Port Autherity’s
Property Management Manual.

Response to Finding 7B With regard to the 20 accounts cited above, it is critical to
note that the auditors carefully worded the finding in yuch
a way as to imply that there was no documeniation of
collection efforts. In fact, for reasons stated both in the
previous response and later in this response, the collection
activities were not “in accordance with rthe collection
procedures” in the manual, as those procedures have been
outdwted for some time. The bulk of our aviatian revenue Is
derived from the large airlines and two of the regional
airliines (American Eagle and Liar), whese headguarters are
all off-Island. On the marine side, our main reverues are
Sfrom the shipping companies and the cruise lines, whose
agany is the West Indion Company Led. The indusiry turn-
around time for papment of invelees (the amounrs of which
can be quite substantial) varles from 60 to more than 34
days. Consequently, at any given time there (s apt io be an
ortstanding amaunt on ar account of this nature in excess
of 60te 90 days. This is not to suggest that they are not good
tenanis ar that the accounis are delinguent,

Elnding No. 8A The Port Authority did not have written procedures regarding
Delir::ﬂent Accounts the write-off of uncollectible accounts. Therefere, lhe
Totaling $909,562 Director of Properly Management periodically made
Written OFf Wilhout recommendalians for the write-off of uncollectible pecounts

to the Executive Director. We found that in December (993
and February 2000, the Director of Property Management
recommended that 32 accounts totaling $911,497 be approved
for write-off.  The Port Autherity’s Beard of Directors
approved for write-off 31 of the accounts totaling $909,562.

We reviewed the 31 accounis that were approved for write-
off lo delermine the collection activities performed by the
Port Autharity prior to classifying these accounis as
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uncellectible. We found thai 13 of the 31 aceounts contained
some lype of ¢ollcetion activity, that 13 eccounts had no
documentation to suppart that any collection aclivity was ever
undertaken, and that the tenant files could not be located by
Port Authority personnel for the remaining 5 accounts.

Responee to Finding 8A In the review of the manual now being developed, a policy
Jor bud debit weite off will he included. However, the current
procedure for uncollectible accounts is as fellows:.

Each year the Dirvector of Property Management reviews the
non-active accounts and analyzes their potential for
callection. A schednle is made detailing the reason for the
recommendarion for write-off. The schedule is then
discussed with the Executive Director, then it Is presented 1o
the Port Authority’s Board of Directors. Of great concern io
the Port Authority is the inaccaracy of certain findings such
as the 13 aceounts with no documentation as cited above.
Many of the accounts cited by the auditors have in fact been
recanciied and reversed where there was an ervor, or
Judgment was obtained and a writ of execution filed, or paid
in full through garnishment, or discharged through
dankreepicy, all information which was readily availuble 1o
the audiiors, Of the 5 files that the auditors cluimed were
not found, at least o are clearly knowa ta be closed as
having been paid in full (one through parnisiment, the
otherthrough foreclosure by the fenant's lending Institition
which pald all of the tenant’s debts and obligations under
the lease to the Port Authority). These two files, along with
the ather three flles which the auditer claims “..could not
be tocated by Port Awthorlty personnel...”, are files whick
reposein VIPA's nactive flle accounts located at the airport
terminal building,

Finding Neo. 88 During the Port Authenty's Board of Directors meeting in
Diccember 1998, the Executive Dirsctor stated that although
the Board conld anticipate additional recommendations for
the write-aif of uncollectible accounts from the Director of
Property Management, the Executive Director did not
approve of additional write-offs, The Execuiive Director
stated that he did not believe that “sufficient due diligence to
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collect™ on Ihese delinquent aceounts had been perfonned by
the Properly Management Officers.

Rezponse to Finding 8B Each Property Management Officer ls assigned specifically
named accounry. All property management activities for an
accound is kandled by a particular Proporty Management
Officertincluding collections). We bellevethat the Property
Management Officer has built up a rapport with the tenant
or user of the facllitles, se that he/she can carry out the
collection assignment.

We concur with the stalcments made by the Executive
Director regarding the lack of collection efforts both
performed and documented by the Property Management
Officers. Tn crder to strengthen internal contrals ever the
collection af delinguent and inactive accounts, we believe
that the Port Authotity should either take action to ensure that
the Property Management Officers carry out the assigned
eollection enforeament tasks or consider reimplementing the
pesitinn of the Collection Officer and removing the colicetion
function from the Property Managemenl Dfficers.

L ——— |
The Port Authority did not have standardized procedures for

Finding No. 9 collecting, depositing, recording, and verifying parking fees
AIRPORT PARKING at its airport parking lots on St. Thomas and 5t. Croix. The
LOT COLLECTIONS airport aceess system, which machine-stamped onto a ticket

the date and lime that a vehicle entered and exited the airport
parking lot, ¢id not work ar the exit locations. As aresult, the
date and time that a vehicle axited the airport parking lot
could not he datermined from the used tickets. In addition,
because the Port Authority did not issue magnctic card keys
1o taxicab association members {(who were authotized to use
the airpert facililies) or to other daily users of the parking
lots, the access syslem had to he bypassed to indicate a
nonrevenue ticket. Furthr, the Port Autherity’s Intemal
Auditor did not review the used tickets on 2 periodic basis to
ensure that the value of the tickets used was equal to the
amount af funds collected and deposited. Accordinaly, there
was no assurance that finds callected by the airport parking
lot cashiers were appropriately deposited into the Port
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Authority’s bank account.

Because there were no eslablished collection procedures at
the airport parking lats, the aitport parking lot cashiers used
diffcrent procedures an St. Thomas and St. Croix. However,
in pur opinien, neither the collection procedure used af the
Cyril E. King airport parking lot on 3t. Thomas nor the
eollection procedure used at the Henry E. Rohlsen Airport
parking lot on St. Croix provided adequate contrals to ensure
that amounts collecled werc appraptiately deposited into the
Port Authonity’s hank aceount.

Responsa to Finding No. 8 The Port Authority has purchased revenue contrel systems
for the Cyrll E. King Airponi, St. Thomas, VI These
systems will be installed at the exit booths and will stamp the
time and date of exis, along with the fee incarred on each
ticket. Those machines will be inseatled by April 1, 2001,

With regards to the Isswance of magnetic card keys to
taxicab associarion members and other dutly nsers of the
alrport parking lolfs fo reduce the number of nonvevenue
parking ot vickets processed eack day, the Port Authority
used card keys at the Cyril E. King Airport until September,
2000, The system at the enivance was changed from push
buitan dispensing to anfomatic dispensing because the ticket
spitters jammed constantly due to misuse by hurried users.
The attomatic dispensing mechanism has decreased the
amoeunt of breakdowns significandly, thereby decreasing the
number of persons entering the lot withowt vickets when
such a malfunction oceurs. Because the system (5
aulomatic, the card readers can not be used, In addition, it
has been witnessed that card key holders do not abways use
thelr keys becanse they can punch vickets. While the ideal
use af card key will reduce the number of nourevenue
tickets generated, it will ever eliminiate nonvevenue tickets
due to sther federal and local government users. Because
the use of card kevs Increases the potential for misuse, all
users will be required to take a ticke! upon entry, and upan
eviting the lot veturn the vicket af the exit baath.
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At the Cyril E. King Airport on St. Thomas, the cashiers
(three shifts per workday) compleled a Parking Lot Daily
Summary of Collections and Deposits worksheet, prepared a
Cartificate of Deposit (deposit slip) for the funds collceted
during their work shift, and deposited the funds into the bank
depository located at the amport. The worksheets were
forwarded to a Property Management OfTicer, who cormpleted
a Daily Summary of Collections and Deposits worksheet,
which combined the collection activitics of the three cashiers
and provided a month-to-date collection total. However,
these procedures did not ensure that the funds collected could
he verified based on the parking lot tickets processed by the
cashiers. We selacted for review the collection documents
related to 7 working days (May 28 to May3 1, 1999 and July
Jio July 5, 1999). The total funds deposited during these 7
days was $4,512, but the amounts Lo be collected based on the
parking ot tickets totaled only $4,156. Although the deposits
were 5156 mare than could be determined from the used
tickets, the potential existed for the diffcrence to he a cash
shorlayge because controls were not adequate o ensure that all
collections were deposiled to the Porl Authority’s aceount.

8t. Thomas Parking Fees
Not Veriiable Based on
Parking Lot Tickets

We also found Lhat because the access control system did not
work at the exit iocalions, the cashiers wrote the amount
collected an each ticket ar indicated in writing that the ticket
was a nonreverue ticket. The cashiers told uws that a
notirevenue ticket would result from a taxicab association
driver, a daily user of the airport parking lot who paid on a
monthly basis, or a person who spent less than 15 minutcs
between the time of entry and exil at the airport. Based on
aur review for the 7 workdays in our sample, we found that
the cashiers handled an average of 1,250 tickets per day but
thal only about 315 tickets yiclded actual cash collections.
Therelore, on a daily basis, about 935 tickets were classified
as nonrevenue. However, there was no way to verify these
classifications.

1 At the Henry E. Rohlsen Airporl on St. Croix, prior to
St. Crolx Parking Feas February 2000, the cashiers did nol prepare any
Also Not Verlfiahle Based documentation to show how much funds they collected.
on Parking Lot Tickets Rather, at the end of each work shift {three work shifts per
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dav), the cashier would place the funds collected and the
parking lot tickets in an envelope and would writc the amount
collected on the cutside of the envelape., The envelope was
then put into a locked box at the Port Authority’s
Administration Building, The following werkday, the
Airport Operations Supervisor retrieved the envelopes frem
the locked box; prepared the Daily Summary of Collections
and Deposit worksheet, the Parking Lot Daily Summary of
Collections and Deposits worksheet, and a Cerificate of
Depasit (deposit slip); and deposited the funds at the bank,
Beginning in February 2000, (he cashicrs began preparing the
Parking Lot Daily Summary of Collections and Deposits
worksheet and the Certificate of Deposit and began
depositing the funds into the bunk depository located at the

airport,

We selected for review the collection records for & werking
days {December 23 and 30, 1998; January 6, 1999; and
November 10, 15, and 15, 1999) and found 1hat the cashiers
did not write the amount of funds collected on each ticket, as
was donc at the airport on St. Thomas. Therefore, the tickets
could not he used to verify or even to estimate the amounts
that should have been collected.

To sirengthen centrals in this area, the Port Authority should
(1) repair the access control systems at the Cyril E. King
Airport on St. Thomas and the Henry E. Rehlsen Airport on
St. Croix to provide a method for automatically stamping the
date and time of exit on the parking lot tickets; (2) consider
issning magnetic card keys 1o taxicab association members
and other daily users of the airports’ parking lots to reduce
the number of nonrevenue parking lot tickets processed each
day; and (3) require the Port Authority’s Internal Auditor to
review, on a periadic basis, the airports’ parking lol tickers
and the certificates of deposit to ensure that the funds
collected are approprialely deposited into the Port Authority's
bank accounts. Finally, because a ptimary method of
preventing theft is segregation of duties, we believe that the
collection of the cash and the preparation of the bank deposits
should be performed by separate individuals.

Responee to Finding No. 10 The Port Autharity has purchased revenue conirol systems
for the Henry E. Rohisen Alrpert, 8t. Croix, VI These
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machines will be installed by April 1, 2001 With the
installarion af the new revenne control system, the Internal
Auditar will be able to verify feos on tickets collected. The
Internal Auditor will be traimed an the new system in arder
to undersiand and utilize the system’s anditing and control
capabilities, VIPA accepts the recommendarion thaot
separate individuals should be responsible for collection
and depasit af reventies derived from parking.

RECOMMENDATIONS

TO T-l'-IE VIRGIN _We recommend thal the Executive Diractor of the Port
ISLANDS PORT Authority:
AUTHORITY

1. Dievelop and implement a standard lease agrecment
format to be issued o tenants of the Port Authority. The
lcase agreement should include standard language with
respect to the subleasing of properties and facihities similar to
the wording compiled by the Port Authority's legal counsel
and approved by the Board of Directors in February 1996.

RESPONSE:

The Pory Authority concurs with this recommendation.
The inclusion of the wording provided since February, 1996
is & practice that hor already been downe. All of the lease
dagreements sampled are agreements entered into before
February, 1996, Thus, the Aathority feels that it is already
complying with thiy recommendation.

2. Update the Property Manapement Manual to delete
the existing clavse that prohibits subleasing and replace it
with a clause that grants the appraval to sublease at the
discretion of the Board of Directors.

RESPONSE:

The Part Authority concurs with this recommendarion. The
current Property Management Mannal was established in
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1986. The procedures listed are out of date and impractical,
The Director of Propery Management and his staff will
conduct a comprehensive review of the procedures listed
and update them accordingly. A significant change in the
updated manual will bethe definition of accounts which are
in grrears ax those accotinfs with unpaid invoices fn excess
of % days. The update af the manual shauld be completed
by June 30, 2001.

3. Ensure that Fort Authority tenant files contain a
copy of every sublease approved by the Port Authority’s
Board of Directors. Also, consideration should be given to
creating and maintaining a database of sublease agreements
1o include but ot be limited to tenant name, tenant address,
lenant rental amount, lenant lease terms, sublessee name,
sublessee rental amount, sublease term, and sublease fee. The
database should be updated periodically to include any new
tenants that are approved fot subleasing.

RESPONSE:

The Port Authority concurs with this recommendation,
Property Management kas already obtained coples of
sublease agreements entered into by tenants. A supporting
database listing tenanis’ sublesseas will have to be linked ta
the current Temant Taformation System. The system is
currently maintained by the Awthority's website
designer/master, whe is currently on extended leave, This
project should be completed by September 38, 2001,

4, Obtain copies of all subleases agreements from
current Port Authorily tenants to determine the amount of
sublease fees owed the Port Authority and take appropriate
collection action. Procedurcs should also be established to
require tenants with subleases to pay the appropriaic sublease
fees concurrently with regular monthly rental payments.

RESPONSE:

The Port Autherity concurs with this recommendation.
Property Management has obtained coples aof sublease
agreements entered into by tenants. Temants will be hilled
retrogctively for sublease fees from the cartmencemenyt af
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the leave. Tenants will also be billed monthiy for subler fees
due In accordance with sublease agreemenis, cancurrently
with the tenants’ regular manthly rental payments.

5. Ensure that all leasc agreements are current and
properly cxceuled, that all tenants submit a copy of an
appropriate liability insurance policy, and that rental rates are
timely updated in accordance with the changes in the
Consumer Price Index,

RESPONSE:

The Port Awrhority cancurs with the recommendation
regarding the retention of liability insurance policies and
that rental rates are timely updated in accordance witk the
changes In the Consumer Price Index. However in regards
fo all leases being current, the Fort Awthority does not
Hegotiqre leases with definguent tenznts.  Delingrent
tenants, thevefore, will remain on @ month-to-month
fenancy for @ reasonable period unnl they become current;
if they are not brought current within that period they will
be terminated.

6. Reguire the Property Management Officers fo
conduct site visits on at least a quarterly basiz and to
document the sile visits an Praperty Inspection Report Forms.

RESPONSE:

The Port Authority concurs In pant with this
recemmendation, With the update af the Property
Management manaal, 2 new form for property inspections
will be created  In addition, since 1986, VIPA's tenants
have increased sipnificantly; the new vequirentent will be
for Property Management Officers ta visit properties atleast
every siv (6) months, unless cireumstances dictate the
necessity for shorter inspection periods on a case by case
basis, a determination that will be made by the Property
Management Director.

7. Either take action to cnsure that the Property
Management Officers cairy out the assigned collection
enforcement tasks or consider implemcnting the position of
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Collection Officer and removing the collection function from
the Property Management Officers.

RESPONSE:

The Port Authority conciirs with rhis recommendation.
The Authority maintains that it is more feasible for a
Property Management Qfficer to kandle collection duties of
his/her account than to involve another person at this level.
However, while a Collections Officer is impractical, due to
the frcreases in tenants, accounts and operations (ie.
airport parking lots), Propeviy Management will be required
to movre effectively monitor ard aperate ifs properties.

8. Tstablish and implement wrillen pelicies and
procedures for the write-off of uncollectible accounts and
ensure that “due diligence™ has been performed price to the
approval of accounts for write-off.

RESPONSE:

The Port Authority concrrs with the recommendation as &t
relates o tmplementing a written policy for write-off of
uncollectible accounts.

9. Establish and implement wrilten policies and
procedures for the collection, deposil, and reeording of eash
collections at the airport parking lots.

RESPONSE:

The Pori Authortty concurs with this recommendation.
Procedures for handling cash collections for the aivport
parking lot aperations were established In July, 1998. The
reliability of revenue machines, kowever has been a serions
problem, thereby causing VIPA o alter and adopt less
secure procedures. The Authority has purchased mew
revenie machines and will review the old written pelicies to
ensure complience.

10. Repair and/or replace the airport access systems
at the Cyril E. King Airporl on St. Thamas and the Henry E.
Rohlsen Airport on St. Croix to ensure that tickets are
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machine stamped at the exit locations to indicaie the date and
time that vehicles exit the airport parking loi.  Also,
consideration should be given to issuing magnetic card keys
to taxicah assncialion members and other daily users of the
Port Authority parking lots to reduce the number of
nonrevenue lickets processed sach day.

RESPONSE:

The Parf Authority concurs with the porrion of thic
recommendation thet relates to the revenue exit mackines.
The Auihority has purchased new revenue machines that
will validate tichets, noting departure time and fees
incurred, @ the exit booths. Due to the unreliability of rke
push-buitan ticket spitters, VIPA changed to automatic
ticket dispensers, rendering cavd readers for taxi franchise
members and employees at the Cyril E. King Alrpart
unusable. Because all terminal users must enter the
parking lots, there Is no other way to ensure that tickets are
nrot being abused. With the previous usage of card readers
(for magnetic card keys) and pusk bution spitters, taxi
drivers and employees, wot having thelr cards readily
available would punch a ticket to access the lot. In this
siation, VIPA has ne way of denying them such a
privifege.  With the installation of the new revenue
mackines, tickeis will ke necessary to enter and to exis,

11. Require the Fort Authorily's Internal Audilor o
perndically review the lickets and deposits for a sample of
workdays Lo ensure that the funds deposited can be validated
by the tickets processed. Also, separate individuals should be
assigned to make cash collections at the parking lots and (o
propare daily deposils.

RESPONSE:

The Port Authority concurs with this vecommendation.

With the installation of the new revenue machines, the
Authorlty 's Internal Auditor will have records to review and
verify accordingly., With regards to the separation of
collection and depesit duties, the Authority has hired ar will

Fire supervisors for the airport parking operations who will
prepare the daily deposits.
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The Virgin Islands Port Authority thanks the Office of the Inspector General for conducting this
audit. By implementing its recommendations and resulting revised policies and procedures,
increased efficiencies in lhe Authority’s hilling and collection systen will be achieved.

Sincerely,
vdae ()
Gdrdon A. Finchl

Exéeutive Directar
pe: Beard Members - V. 1. Port Authority

Kenn Hobson, Director of Property Management
Don C. Mills, Esq., Legal Counscl
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APPENDIX 4 - STATUS OF RECOMMENDATIONS

Finding/Recommendation
Reference Status

Action Required

1,4,56,7,8 9 and1l Management
Concurs;
additional
information
requested.

2and 3 Resolved:;
not

implemented.

10 Implemented.

Provide target dates for completing the proposed
corrective actions. Also, supporting
documentation should be provided upon
completion of the corrective actions.

Provide this office supporting documentation
upon completion of the corrective actions.

No further action is required.
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Mission Statement

The Office of Inspector General conducts and super vises audits
and investigationsof Department of thelnterior andinsular area
government programs and oper ationsto:

I Promote the economy, efficiency, and effectiveness of
programs and oper ations and

I Prevent and detect fraud, waste, and abuse in programs and
operations.

How to Report Fraud, Waste, and Abuse

Fraud, waste, and abuse in Government are the concern of
everyone — Office of Inspector General staff, Departmental
employees, and thegeneral public. Weactively solicit allegations
of any inefficient and wasteful practices, fraud, and abuser elated
to Departmental or insular area programsand operations. You
can report allegationsto us by:

Mail: U.S. Department of the Interior
Office of Inspector General
Mail Stop 5341-M 1B
1849 C Street, NW
Washington, DC 20240

Phone:  24-Hour Toll Free 800-424-5081
Washington Metro Area 202-208-5300
Hearing Impaired 202-208-2420
Fax 202-208-6023
Caribbean Regional Office 340-774-8300
Pacific Field Office 671-647-6060

Internet: www.oig.doi.gov/hotline form.html
-






