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The Governor of California
President pro Tempore of the Senate
Speaker of the Assembly

State Capitol

Sacramento, California 95814

Dear Governor and Legislative Leaders:

As directed by the Joint Legislative Audit Committee, my office conducted an urgent audit
of the public funds that the city of Anaheim disbursed to two private nonprofit entities—the
Anaheim Chamber of Commerce (Chamber) and the Anaheim and Orange County Visitor
and Convention Bureau (Visit Anaheim). The city entered into contracts with and disbursed
more than $100 million to Visit Anaheim, and the Chamber received from both the city and
Visit Anaheim more than $6 million in public funds from fiscal years 2012—13 through 2021—22.
In general, we determined that the city lacked a meaningful contract monitoring process and did
not properly manage the contracts it entered into with these entities, resulting in unallowable
spending and unmet deliverables.

In one case, Visit Anaheim subcontracted with the Chamber to provide work related to promoting
Anaheim’s tourism and convention industries. Visit Anaheim did this without the required
written permission from the city and absent appropriate oversight from the city. The Chamber
then used some of these funds for unallowable services, including advocating for or against
proposed federal, state, and local legislation and supporting resort-friendly candidates through
its political action committee. Furthermore, the Chamber could not demonstrate that it provided
Visit Anaheim with three of the 10 agreed-upon services we reviewed from 2018 through 2022,
such as holding meetings with local businesses.

In another circumstance, Anaheim awarded a $6.5 million contract to Visit Anaheim to perform
economic recovery activities during the pandemic when Visit Anaheim already had millions in
estimated unspent public funds intended to fund similar services. Among the recommendations
we have made for the city to improve its contract monitoring policies and procedures is for it to
seek to renegotiate its largest contract with Visit Anaheim to allow for more effective oversight.

Respectfully submitted,

st A

GRANT PARKS
California State Auditor

621 Capitol Mall, Suite 1200 | Sacramento, CA 95814 | 916.445.0255 | 916.327.0019 fax | www.auditor.ca.gov
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Summary
KEY FINDINGS & RECOMMENDATIONS

The Legislature requested an urgent audit of the public funds that the city of Anaheim
disbursed to two private nonprofit entities—the Anaheim Chamber of Commerce
(Chamber) and Anaheim and Orange County Visitor and Convention Bureau

(Visit Anaheim). The city entered into contracts with and disbursed more than $100
million to Visit Anaheim, and the Chamber received more than $6 million in public
funds from fiscal years 2012—13 through 2021-22.

Our review of these contracts found the following:

+ Visit Anaheim improperly subcontracted with the Chamber to provide work related
to its tourism district assessment contract with the city—generally intended to
promote Anaheim’s tourism and convention industries—without written permission
from the city as required. The Chamber then used tourism district assessment funds
for unallowable services, including advocating for or against proposed federal, state,
and local legislation, meeting with elected officials and policymakers, and supporting
resort-friendly candidates through the Chamber’s political action committee. Notably,
Visit Anaheim’s subcontract did not require the chamber to track its costs or provide
invoices substantiating its expenditures.

+ The Chamber could not demonstrate that it provided Visit Anaheim with three of
the 10 agreed-upon services we selected for review from 2018 through 2022, such as
holding meetings with local businesses.

+ Because the city did not have a meaningful process for contract monitoring,
Visit Anaheim was able to pay the Chamber for unallowable services that involved
political advocacy and influence, and the Chamber failed to deliver certain services
without the knowledge of the city. We also found that the city did not conduct
substantive monitoring or oversight of these and other contracts, including a $6.5
million payment to Visit Anaheim for an economic recovery contract during the
COVID-19 pandemic even though Visit Anaheim already had millions in estimated
unspent tourism district assessment funds intended for similar services.

Therefore, we have made recommendations for the city to improve its contract monitoring
policies and procedures and to seek to renegotiate its largest contract with Visit Anaheim
to provide for more effective oversight. We also recommend that the city establish an
advisory board—partially comprised of business owners in the tourism district—to make
recommendations on how tourism district assessment funds are to be spent.

Agency Comments

The city stated that it welcomes our recommendations and explained the steps it will
begin to take to implement them. Although we did not make recommendations to
the Chamber or Visit Anaheim, they disagreed with or mischaracterized some of our
findings and conclusions.
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Audit Findings

THE CITY OF ANAHEIM CONTRACTED WITH TWO NONPROFIT ENTITIES TO
PROMOTE TOURISM AND RELATED BUSINESS DEVELOPMENT OPPORTUNITIES

Figure 1
O L f A2
City of Anaheim
,The city ;ontracted with The city contracted with the
Visit Anaheim to operate the

Chamber to promote and market

X ) : the city to businesses.
to provide other tourism-related services.

Visit Anaheim subcontracted with the
Chamber to provide work related to its tourism
district assessment contract with the city.

Anaheim Tourism Improvement District andJ

Visit Anaheim Anaheim Chamber of Commerce
Visit Anaheim is a nonprofit mutual benefit The Anaheim Chamber of Commerce is a
corporation that, among other things, works to nonprofit mutual benefit corporation
enhance the economy of Anaheim by marketing that works to provide community
the city as a destination for conventions, solutions that create economic
meetings, events, and leisure travel. prosperity for the greater Anaheim area.

Source: City contracts entered into with Visit Anaheim and the Chamber, a subcontract between Visit Anaheim and the Chamber,
and bylaws for Visit Anaheim and the Chamber.

The city of Anaheim, a popular tourist destination, contracted with two nonprofit
entities—Visit Anaheim and the Chamber—for services that included promoting its
tourism and convention industries and local businesses, as Figure 1 shows. The Anaheim
area draws as many as 19 million visitors a year to the Disneyland Resort, and the city
reports that the convention center receives more than 1 million visitors per year. To
better attract tourists and conventions, the city established the Anaheim Tourism
Improvement District (tourism district) in 2010 and determined it would be funded,
with limited exceptions, by imposing an assessment of 2 percent of hotel room rates at
Anaheim resorts, hotels, and motels within a designated geographic area. The tourism
district is set to last for a period of 30 years, and the text box describes the intended use
of tourism district assessment funds.
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Anaheim intended that its tourism district
assessment funds would be used for various
purposes that include the following:

- Providing marketing efforts to attract new
conventions to the Anaheim Convention Center.

« Promoting activities that would attract new visitors
to benefit the tourism district’s hotels.

Source: Anaheim’s tourism improvement district
resolution of formation.

On the same day that it established the tourism

district, the city contracted with Visit Anaheim to

carry out the tourism district’s day-to-day operations
and certain activities related to the district (tourism
district assessment contract). Visit Anaheim receives
the majority of its funding—roughly 70 percent each
year—from Anaheim’s tourism district assessments
(assessments). The city collects these assessments and
transfers 75 percent of these funds to Visit Anaheim—
approximately $5 to $15 million a year from 2012 through
2021. The tourism district assessment contract currently
extends automatically each year, unless terminated.

The Chamber received a combined total of more than

$6.2 million from various contracts with either the city or Visit Anaheim from fiscal
years 2012—13 through 2021—22. For example, the city entered into contracts with the
Chamber and paid it with public funds to promote and market the city to businesses
and to recognize it as the key sponsor of certain events, such as economic development
conferences and job fairs. Separately, as part of a subcontract under Visit Anaheim’s
tourism district assessment contract with the city, Visit Anaheim paid the Chamber
with tourism district assessment funds to provide programs, activities, and services

for the promotion and benefit of the assessed hotels and resorts in Anaheim and the
tourism and convention industry. For example, the Chamber committed to placing
tourism-related content on various social media platforms, conducting tourism-related
presentations to community groups, and having a tourism webpage on its website. Table
1 summarizes each of the contracts among the city, Visit Anaheim, and the Chamber
and the amounts of public funds disbursed for each.

Corruption Investigations Involving Some of Anaheim’s Local Leaders Led to This Urgent Audit

In response to an investigation by the Federal Bureau of Investigation and the city of
Anaheim’s issuance of the results of a city-commissioned corruption investigation, the
Joint Legislative Audit Committee (Audit Committee) requested this urgent audit to
review those public funds that the city has disbursed to Visit Anaheim and the Chamber
and to ensure that the nonprofits fulfilled their contractual obligations to the city. In
August 2023, the former Anaheim Mayor—who was elected in 2018 and resigned

in May 2022—pled guilty to obstruction of justice and to providing false statements

to a federal agent involving the sale of the Los Angeles Angel Stadium in Anaheim.

The former mayor was involved with the city’s negotiations, beginning in 2020, to

sell the stadium. In his capacity as a member of the negotiating team for the city, the
former mayor provided confidential information so that the Angels baseball team could
buy the stadium on beneficial terms. Federal law enforcement recorded the former
mayor saying, after he had provided the confidential information, that he expected a

$1 million campaign contribution from the Angels after the team succeeded in buying

Angel Stadium from the city.



Table 1

Contracts Among the City of Anaheim, Visit Anaheim, and the Chamber
Fiscal Years 2012-13 Through 2021-22

CONTRACT

Contracts the
city of Anaheim

Anaheim tourism district assessment contract

City pays 75 percent of the tourism district
assessment funds (less the city’s administrative costs)
to Visit Anaheim for providing convention services
and promoting tourism, among other activities.

Economic recovery services contract
City contracted with Visit Anaheim to expedite

Entered into in 2010
and currently extends
automatically each
year, unless terminated

CALIFORNIA STATE AUDITOR
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CONTRACT TERM SOURCE AMOUNT
CONTRACT DESCRIPTION (Calendar Year) OF FUNDS DISBURSED

Tourism

district assessment 2

City convention,

entered into with  the city’s economic recovery, including restoration 2020-indefinite sports., I 6,500,000
- . ; entertainment
Visit Anaheim of hotel occupancy rates and convention center venue fund
bookings back to pre-COVID-19 pandemic levels.
Volleyball retention contract
City contract.ed with V.|5|t Anaheim to secure Anaheim 2017-2020 City 980,000
as the host city for various volleyball events and to general fund
recognize Anaheim as a sponsor of USA Volleyball.
Other 190,000
VISIT ANAHEIM TOTAL RECEIVED $118,890,000
Anaheim tourism district assessment subcontract
Visit Anaheim transfers 3.5 percent of the tourism
Subcontract that L ) . .
Visit Anaheim district assessment funds it receives from the city Tourism district
. . to the Chamber. The Chamber is to fund programs, 2010-2023* $4,430,0001
entered into with o . . assessment funds
activities, and services benefitting the assessed
the Chamber . . .
hotels and resorts in Anaheim as well as the tourism
and convention industry.
Sponsorship agreements City economic
City sponsorships of various Chamber events 2015-2016, reinvestment fund
. L . . . 650,000
including job fairs, economic conferences, and a 2019-2020 and economic
golf tournament. development fund
Contracts the IShoIp-and-dlhne-lofcal cor|1'tractI . City
city of Anaheim Implel;ne.nta'non:l) a.n onhme pl z;t orm to promote 2020-2021 general fund 500,000
entered into with _|0¢@l businesses during the pandemic.
the Chamber Anaheim Enterprise Zone
City funds paid to the Chamber to perform certain City
services related to the administration of the Anaheim 2012-2013 general fund >50,000
Enterprise Zone Program
Other 90,000
CHAMBER OF COMMERCE TOTAL RECEIVED $6,220,000

Source: Auditor analyses of city contracts, a related subcontract, and financial records from the city and Visit Anaheim.

* Visit Anaheim canceled the contract with the Chamber, effective September 2023.

T Amount includes funds Visit Anaheim disbursed to the Chamber under the tourism district assessment subcontract from calendar years 2012
through 2022. Because Visit Anaheim’s 2022 audited financial statements were not available, the expenditure of $660,000 for that fiscal year

is unaudited.
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In May 2022, the Anaheim city council directed the city attorney to void the
purchase and sale agreement for Angel Stadium. Also in 2022, the former president
and CEO of the Chamber (former Chamber president) pled guilty to various
charges including wire fraud, filing false tax returns, and making a false statement
to a financial institution. Based on the investigative report the city released that
discussed these individuals, the Audit Committee requested that the State Auditor
review the city of Anaheim’s disbursement of public funds to the Chamber and to
Visit Anaheim.
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PUBLIC FUNDS PAID FOR SOME UNALLOWABLE AND UNDELIVERED SERVICES

Figure 2

The Chamber did not provide, or could not
demonstrate that it delivered, some of the
agreed-upon services for three contracts
we reviewed.

Visit Anaheim paid the Chamber for
unallowable services with tourism
district assessment funds.

The city of Anaheim paid Visit Anaheim $6.5 million for an
economic recovery contract during the COVID-19 pandemic
even though Visit Anaheim already had millions in estimated
tourism district assessment reserves.

Source: Auditor analyses of city contracts, a related subcontract, and financial records from the city and Visit Anaheim.

As Figure 2 shows, we found that the Chamber used tourism district assessment funds
for unallowable services and that the Chamber could not demonstrate that it provided
some services for multiple city contracts. We also found that the city may have paid
Visit Anaheim for unnecessary services given Visit Anaheim’s estimated tourism
district assessment reserves. In 2010 Visit Anaheim entered into a subcontract with the
Chamber for the Chamber to provide work related to the tourism district assessment
contract, as the text box describes. Visit Anaheim asserted that its former president and
the former Chamber president agreed to the contracted work that the Chamber would
perform each year, which generally included event sponsorships, community outreach,
and legislative tracking and advocacy. A Letter

of Intent signed by both Visit Anaheim and the
Chamber indicates that Visit Anaheim paid

for this contract using a portion of the tourism Tourism Assessment District Subcontract
district assessment funds that it receives from

the city of Anaheim. In total, Visit Anaheim paid Parties: Visit Anaheim and the Chamber

the Chamber $4.4 million from 2012 through Total amount from 2012 through 2022: $4.4 million

2022 for services pertaining to the city’s tourism
district assessment contract with Visit Anaheim.
This tourism district assessment contract allows
Visit Anaheim to subcontract for services related
to the tourism district. However, it requires

Visit Anaheim to monitor and supervise those
subcontractors, and it requires Visit Anaheim

to obtain prior written approval from the city
before subcontracting for convention and tourism
marketing services. Visit Anaheim could not
provide documentation to demonstrate that Sourcg:_ Subcor?tract betV\{een Visit Anaheim and the Chamber,
. . . . and Visit Anaheim’s financial records.

it obtained written approval from the city to

subcontract with the Chamber, as we discuss later.

Key provisions:

- The contract required the parties to agree annually on a
written program of work.

- The contract did not require the Chamber to track costs
or provide invoices.

Summary of key deliverables:

- Event sponsorships

- Advertisements and articles in the Chamber’s publications
- Promotion of the Anaheim resort through social media
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The Chamber Used Tourism District Assessment Funds for Unallowable Services

We also found that the Chamber reported using tourism district assessment funds

it received pursuant to its subcontract with Visit Anaheim to pay for unallowable
services each year since at least 2012. The tourism district assessment contract
between the city and Visit Anaheim states that Visit Anaheim and, by extension,

any entity that subcontracts with Visit Anaheim is generally prohibited from using
tourism district assessment funds for purposes unrelated to specified tourism-related
programs, improvements, and related activities. In addition, the tourism district
assessment contract specifically prohibited Visit Anaheim and, by extension, its
subcontractors from using these funds for other unrelated purposes such as political
donations, contributions, or other activities. Although the subcontract did not
include these prohibitions, the subcontract is required to comply with the tourism
district assessment contract between the city and Visit Anaheim, which does have
these prohibitions. Visit Anaheim’s subcontract with the Chamber also requires both
parties to agree annually on the work that the Chamber performs with the funds

and requires the two nonprofits to meet semi-annually to assess the Chamber’s
performance. The Chamber generally provided Visit Anaheim with deliverable
reports detailing the services that the Chamber provided under the contract, and the
contract did not require the Chamber to track costs or provide invoices.

However, the Chamber’s subcontract work plans and deliverable reports indicate
that the Chamber used these funds for numerous services that involved political
advocacy and influence, none of which fall within the allowable services described
above. Unallowable services listed in these work plans included advocating for or
against proposed federal, state, and local legislation; meeting with elected officials;
and supporting resort-friendly candidates through the Chamber’s political action
committee. Our review of the Chamber’s deliverable reports to Visit Anaheim from
2012 through 2022 reveals a variety of political activities each year that the Chamber
provided under the subcontract, as Table 2 shows. Although we recognize that
some of the unallowable services could have a direct and positive impact on the
tourism district, using tourism district assessment funds for such services violates
the city’s tourism district assessment contract and the authorizing ordinance of the
tourism district.

The city did not review or monitor the services that the Chamber provided to

Visit Anaheim with money originating from the tourism district assessment

funds. The city’s executive director of convention, sports, and entertainment
(tourism director), who was primarily responsible for overseeing the tourism
district assessment contract, has been aware since 2018 that the Chamber was a
subcontractor. However, he explained that he did not question whether the city had
approved the subcontract and that he did not monitor the Chamber’s activities,
because he believed those activities to be Visit Anaheim’s responsibility. Given the
significant amount of tourism district assessment funds involved, we would have
expected the city to periodically monitor the Chamber’s activities as part of the city’s
oversight of the tourism district assessment contract. Following the 2022 guilty plea
of the former Chamber president, Visit Anaheim notified the Chamber that it had
canceled the subcontract, effective September 2023.
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Table 2

Examples of Unallowable Services That the Chamber Reported It Engaged in Using Tourism
District Assessment Funds

2012 Through 2022

YEAR SELECTED UNALLOWABLE SERVICES

Developed Resort Legislative Plan and used the plan to shape conversations with current and potential

2012 . . Lo K . . K
legislators. Designed campaign interviews, questionnaires, and strategies based on the plan.
2013 Produced list of current bills and their impact on resort businesses. Developed a voter guide and campaign
and communication pieces based on the Resort Legislative Plan.
2014* Presented regular bill updates and analysis at the Chamber’s Legislative Committee meetings. Included
legislative articles in its magazine and newsletters.
Advocated on behalf of resort businesses to support or oppose various proposed local, state, and federal
2015 . s . h . .
policies. Held four Chamber Legislative Committee meetings, which included attendance by elected officials.
2016 Took key positions and action on legislation and other policies, including writing letters of support or

opposition of tourism or resort-related policies.
Hosted nine Chamber Government Affairs Committee meetings to discuss and set policy related to
2017 critical legislation impacting the Anaheim business community and Anaheim Resort. Traveled to

California State Capitol and met with 11 legislators to discuss Anaheim and the Anaheim Resort.

Hosted five Chamber Government Affairs Committee meetings including policymakers, such as a county

2018 . . . - . . .
supervisor, a city councilmember, a district attorney, and the registrar of voters. Tracked 17 tourism-related bills.
Coordinated 21 people to speak at Anaheim city council meetings to share news and updates from the

2019 Anaheim resort and entertainment industry. Held one-on-one meetings with five city councilmembers,
one county supervisor, and a district attorney. Provided eight reports regarding government affairs to the
business community.

2020 Met individually with seven councilmembers, a congressmember, a state senator, an assemblymember,

a county supervisor, and a district attorney.

Met individually with six councilmembers, a congressmember, an assemblymember, a county supervisor,
2021 and a district attorney. Held three Chamber Government Affairs Committee meetings with two
congressmembers and a district attorney.

Advocated for a tourism-business friendly climate by supporting or opposing 13 local, state, or federally

2022 . R
proposed pieces of legislation.

Source: Auditor’s analysis of the Chamber’s annual reports to Visit Anaheim.

* The Chamber’s 2014 annual report references many activities that occurred in 2011 and 2012. Therefore, based on this
annual report, it is unclear whether some of these activities also occurred in 2014.

The Chamber Did Not Demonstrate That It Delivered Some Agreed-Upon Services for
Multiple Contracts

The Chamber could not demonstrate that it delivered some of the contracted services
it agreed to provide to the city or to Visit Anaheim. We found that the Chamber could
not document that it delivered most services between 2012 through 2017, stating

that many of the documents we requested were beyond its record retention period.
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From 2018 through 2022, the Chamber could not substantiate three out of 10 of the
tourism-related activities we selected for review under the tourism district assessment
subcontract, as Table 3 shows. Similarly, neither Visit Anaheim nor the Chamber
could demonstrate that they agreed on deliverables for 2021 for the tourism district
assessment subcontract. Nonetheless, Visit Anaheim’s accounting records show that
it still provided the Chamber with roughly $275,000 in tourism district assessment
funds that year pursuant to this subcontract.

Table 3
The Chamber Could Not Demonstrate That It Delivered Some Services for Which It Was Paid

CONTRACT _ UNSUBSTANTIATED DELIVERABLES

Host monthly economic development meetings with Visit Anaheim, the

Chamber, the city’s director of community and economic development, and
2018 two city councilmembers. The Chamber provided evidence of calendared

meetings from 2018, but did not clearly indicate the purposes of those

Tourism district meetings or how they aligned with this deliverable.

assessment - . ) T
subcontract with Include Visit Anaheim and tourism-related organizations in six visits to

- . businesses to discuss potential relationships to tourism, sports, or national
Visit Anaheim

2020 associations. Chamber provided evidence of five calendared meetings from
2020, but they did not clearly indicate the purposes of those meetings or
how they aligned with this deliverable.

2021 No work plan containing agreed-upon deliverables.

Develop a program to encourage Anaheim businesses to purchase

locally. The Chamber provided some research it had conducted and other
documentation indicating that it had not developed a purchasing program
for local businesses.

DELIVERABLES NOT PROVIDED

« Purchasing Program: Create local purchasing preferences, local incentives,
and education for businesses and purchasing agents.

Sponsorship
agreement with the 2019-2020
city of Anaheim

Shop-and-dine-
local contract with
the city of Anaheim

2020-2021 « Hiring Program: Engage Anaheim employers to connect with the
community, aggregate resources and incentives for local hiring, promote
local job opportunities, and interface with Anaheim Workforce Development
Board to maintain a jobs board listing of available hiring opportunities.

Source: Auditor’s analyses of city contracts and a related subcontract.

Neither the city’s tourism director nor current Visit Anaheim staff believed that

the tourism district assessment subcontract with the Chamber was necessary.
Specifically, the city’s tourism director stated that he believed Visit Anaheim would
have been able to perform any, if not all, of the work that the Chamber provided for
the tourism district assessment funds. Similarly, Visit Anaheim’s senior vice president
of operations, who indicated that she was aware of the purpose of the agreement

but was not aware of the deliverables expected in exchange for those funds, stated
that Visit Anaheim paid the Chamber for activities that would have been undertaken
by the Chamber without those additional funds and that the subcontract could be
considered unnecessary. Regardless, Visit Anaheim entered into an unauthorized
subcontract with the Chamber that may not have been cost-effective nor an efficient
use of money originating from tourism district assessment funds.



Our review of deliverables due under the 2019
sponsorship agreement between the city of
Anaheim and the Chamber also found that the
Chamber did not deliver some of those agreed-upon
services. The initial agreement included clear
deliverables, such as sponsorships for an economic
conference, a job fair, a business luncheon, and
other events, as the text box describes. However,
after the onset of pandemic restrictions in

early 2020, the Chamber proposed to the city

to shift the emphasis of the contract to business
retention and recovery. As a result, the city and the
Chamber mutually agreed to contract modifications,
allowing the Chamber to develop a web-based
shop-and-dine-local program to spur consumerism
during the pandemic, and they agreed to provide
local businesses with information and resources

to assist with business sustainability and recovery.
Although the Chamber ultimately developed the
shop-and-dine-local website for consumers, it could
not show that it developed a program to encourage
Anaheim businesses to purchase locally.

In 2020 the city engaged in another contract with
the Chamber regarding the shop-and-dine-local
program. In addition to promoting local businesses
to the community using this web-based program
during the pandemic, the Chamber agreed to
engage Anaheim business-to-business-focused
companies and to create the deliverables that the
text box describes. However, we did not find in the
shop-and-dine-local program any materials or other
information for business-to-business companies,
employers, or job listings.

According to the Chamber, continued
implementation of the business-to-business
purchasing and local hiring components of the
program would have required additional funding.
The Chamber asserted that through July 2021, it
spent roughly $500,000 on the shop-and-dine-local
program. However, that contract did not require
the Chamber to track costs or provide invoices.
Therefore, without tracking these costs, the
Chamber cannot demonstrate that a lack of funding
was the reason it failed to provide these contracted
services to the city.

CALIFORNIA STATE AUDITOR
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2019 Sponsorship Agreement

Parties: City of Anaheim and the Chamber
Total amount: $425,000

Key provisions:

- The contract term was from June 2019 to June 2020.

- The Chamber had to invoice the city for half of the
contracted amount upon the contract’s approval, with
the remaining amount to be paid at the conclusion of
six months.

« The contract did not require the Chamber to track the
costs of the services it provided.

Summary of key deliverables:

- Develop and distribute resource materials to new
businesses and top tax-generating businesses.

+ Host special events and individual meetings aimed at
attracting new businesses to Anaheim and recognize the
city as a lead sponsor at specified special events.

« Place advertisements in specified Chamber magazines,
newsletters, and website.

« Develop a shop-and-dine-local program to promote local
industry and business-to-business purchasing.

Source: 2019 sponsorship agreement between the city and
the Chamber.

2020 Shop-and-Dine-Local Contract

Parties: City of Anaheim and the Chamber
Total amount: $500,000

Key provisions:

- The contract term was from October 2020 to
October 2021.

+ The Chamber had to invoice the city for one-third of
the contracted amount upon the contract’s approval,
with the remaining amount to be paid on specified
dates within approximately the first two months of
the contract.

- The contract did not require the Chamber to track the
costs of the services it provided.

Summary of key deliverables:

- Promote and provide incentives to residents to shop
and dine at Anaheim businesses.

- Create local incentives and education for local
business-to-business purchasing.

- Engage Anaheim employers, aggregate resources
and incentives for local hiring, and promote local
job opportunities.

- Coordinate, host, and provide staffing for a local job fair.

Source: 2020 shop and dine local contract between the city and
the Chamber.

11
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2020 Economic Recovery Contract

Parties: City of Anaheim and Visit Anaheim
Total amount: $6.5 million

Key provisions:

- Contract term is indefinite. The contract will terminate
when Visit Anaheim performs all services to the
satisfaction of the city.

- Visit Anaheim must provide invoices or other
documentation to the city, including a detailed
description of the services performed.

- Visit Anaheim cannot assign, transfer, or encumber any
interest in the agreement to another party without the
city's approval.

Summary of key deliverables:
- The City Council intended that the funds be budgeted
as follows:
> Advertising (30%)
> Marketing (30%)
> Sales and paid advertising (20%)
> Content development (10%)
> Communications and miscellaneous (10%)
- The goals for marketing included:
> Conduct marketing analysis and work to return hotel
occupancy rates to pre-pandemic levels.
> Restore meetings and convention bookings to
pre-pandemic levels.
> Market to local Anaheim and Orange County residents
to promote local dining, retail, entertainment, and
sports venues.

Source: 2020 economic recovery contract between the city and
Visit Anaheim and the city’s financial records.

Visit Anaheim Engaged in a Questionable Transfer
of Funds

At the onset of the pandemic in 2020, the city of
Anaheim awarded Visit Anaheim an economic
recovery contract for up to $6.5 million. The city
paid for this contract from its Convention, Sports,
and Entertainment Venue Fund (economic
recovery contract funds).! The economic recovery
contract required Visit Anaheim to promote

and market the city’s tourism industry and to
expedite economic recovery after the State

lifted stay-at-home restrictions, as the text box
shows. The contract required Visit Anaheim

to provide invoices or other documentation

to the city that detailed the services it would
provide. We reviewed 20 of Visit Anaheim’s
transactions related to this agreement and found
that the transactions were generally related to the
contract’s marketing, promotion, or advertising
provisions. The economic recovery contract
required—and Visit Anaheim produced—various
marketing assessments and strategies related to
pandemic recovery. Visit Anaheim also tracked
the costs associated with the contract and
accounted for its expenditures.

Beginning in April 2020, Visit Anaheim also
provided a total of $1.5 million, including a portion
of economic recovery contract funds, to another
entity—the Anaheim Economic Development
Corporation (AEDC)—to, among other things,
build an exhibitor roster for future events and
provide recovery assistance to businesses.

AEDC was formed as the Anaheim Chamber of

Commerce Foundation in 2007, and the two most recent Chamber presidents have
been listed as the AEDC'’s principal officers. According to public federal tax filings,
the $1.5 million that AEDC received from Visit Anaheim represents most of AEDC’s
income in 2020 and 2021. AEDC invoices show that it used the funds it received
from Visit Anaheim to provide services related to the development of the shop-and-
dine-local program; to identify local, state, and federal resources for business relief;
and to coordinate virtual town hall seminars. Current staff at Visit Anaheim stated
that this transaction was a result of a verbal agreement between its former president
and the former president of the Chamber. Visit Anaheim and Chamber staff
indicated that the former presidents did not execute a formal written contract.

T The Convention, Sports, and Entertainment Venue Fund accounts for the operations of the city’s convention center and

Angel Stadium in Anaheim.
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Visit Anaheim accounting records initially showed that it made the $1.5 million

in payments to the AEDC using $1 million in economic recovery contract funds
and $500,000 from its other accounts. However, Visit Anaheim now accounts

for the entire $1.5 million in payments as originating from Visit Anaheim’s other
operational funds. Visit Anaheim’s finance director stated that the former president
of Visit Anaheim, who resigned in November 2023, instructed her to change the
funding source. According to Visit Anaheim’s senior vice president of operations
and its finance director, the former president requested the reallocation of transfers
from its economic recovery contract accounts to other operating accounts because
he stated that the transfer could not show on the record as being from economic
recovery contract funds.

Visit Anaheim’s re-accounting of its payments to AEDC raises additional questions
regarding the use of other public funds that Visit Anaheim has received from the city,
such as the tourism district assessment funds. Visit Anaheim could not demonstrate
how much of the $1.5 million it paid to AEDC might have included surplus tourism
district assessment funds. Specifically, it indicated that its tourism district assessment
contract with the city did not require it to independently verify how much of its
reserves were derived from those funds. However, a city ordinance, the terms of
which the tourism district assessment contract incorporates by reference, requires
Visit Anaheim to submit an annual report that describes surplus revenues it carried
over from a previous fiscal year. This lack of accountability highlights the need

for the city to require Visit Anaheim to separately account for its tourism district
assessment fund expenditures to ensure that these funds are spent appropriately and
in compliance with the tourism district assessment contract.

In addition, the city might not have needed to provide Visit Anaheim with the

$6.5 million for the economic recovery contract if the city had performed proper
oversight of the tourism district assessment contract, as we discuss later. As Table B.2
in Appendix B shows, from 2012 through 2020, we estimate that Visit Anaheim

had accumulated $3.4 million in unspent surplus tourism district assessment

funds that remained in its reserves and had surpluses in most preceding years.

By December 2021, this number grew to more than $6 million. This surplus amount
and the fact that Visit Anaheim had $1.5 million of additional funds to award to

other entities call into question whether the city needed to award Visit Anaheim

$6.5 million in economic recovery contract funds.

Please refer to the Recommendations section to find the recommendations that
we have made as a result of these audit findings.

13
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THE CITY OF ANAHEIM PERFORMED NO MEANINGFUL OVERSIGHT OF ITS
CONTRACTS WITH VISIT ANAHEIM OR THE ANAHEIM CHAMBER OF COMMERCE

Table 4
DOES THE CITY CONSISTENTLY
DO THE CITY’S POLICIES AND ENGAGE IN THESE POLICIES OR
STATE CONTRACTING MANUAL PROCEDURES FOR PROFESSIONAL | PRACTICES FOR PROFESSIONAL
MANAGEMENT PRACTICES FOR SERVICES CONTRACTS INCLUDE SERVICES CONTRACTS
CONTRACT OVERSIGHT THESE PRACTICES? WE REVIEWED?

Identify the deliverables and ensure

. . No No
satisfactory delivery
Monitor progress, especially for quality and
R No No
performance deadlines
Conduct audits, especiall iti
' its, p y for critical No No
compliance issues
Review invoices for contract compliance, No No
accuracy, and prompt payment
Track deadlines and use of funds No No
Identify contract and contractor problems and
fy P No No

communicate these to the contractor

Source: State Contracting Manual and auditor’s analysis of the city’s monitoring practices for the contracts we reviewed.

Because the city did not have a meaningful process for contract monitoring, Visit Anaheim
was able to pay the Chamber for unallowable services for political purposes, and the
Chamber failed to deliver certain services without the knowledge of the city. As Table 4
shows, the city lacks formal, comprehensive contract management policies and practices
for professional services contracts. The State Contracting Manual provides the policies,
procedures, and guidelines to promote sound business decisions and practices in securing
necessary services for the State, and these constitute best practices for local governments
in the State.

In lieu of monitoring policies and procedures that would have ensured that Visit Anaheim
met its contractual requirements for the 2010 tourism district assessment contract, as

the text box outlines, city officials stated that they relied on two city employees to attend
Visit Anaheim board meetings as the primary method of overseeing Visit Anaheim’s

use of tourism district assessment funds. The services that Visit Anaheim indicated it
delivered in its annual reports generally complied with the contract requirements, but the
city’s oversight of the contract was limited.

According to the city’s tourism director, he and another city staff member, as

Visit Anaheim board members, review information presented at the board meetings
and monitor the use of tourism district assessment funds. For example, according to
the tourism director, the board members discuss sales goals, marketing and advertising
plans, and annual goals and budgets. He provided us with board meeting minutes

that reference these items, but he was unable to provide supporting documentation,
such as sales presentations and budgets referenced in those minutes. He said that he
relied on Visit Anaheim to maintain records of board meetings in accordance with its

15
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2010 Tourism District Assessment Contract

Parties: City of Anaheim and Visit Anaheim

Total amount between fiscal years 2012-13 and 2021-22:
$111,220,000

Key provisions:

- The city must pay Visit Anaheim 75 percent of the net
collected tourism district assessments 30 calendar days after
the end of each month in which the funds are collected.

«Visit Anaheim must submit an annual report that
complies with the city ordinance and outlines its
improvements, activities, and their estimated costs for
that fiscal year, and any surplus revenues carried over
from a previous fiscal year.

« Visit Anaheim must maintain financial and performance
records in sufficient detail to allow an audit of the
expenditure of city funds it receives.

Summary of key deliverables:

Visit Anaheim must do the following:

- Maintain records of associations, convention groups,
trade show sponsors, and other such organizations for
continued promotion and sales efforts.

« Maintain sales staff to contact trade show executives,
submit detailed proposals, and coordinate onsite
inspections of convention, exhibition, and housing facilities.
Prepare and disseminate promotional materials and
advertising for convention, trade show, and housing
facilities and services, including through association
memberships, tours, and print and online media.

Provide customary convention services, including a labor pool
of registrars, cashiers, and secretaries for use by conventions
and trade shows, and maintain open lines of communications
with convention center management and staff.

Source: Tourism district assessment contract between the city
and Visit Anaheim and the city’s financial records.

contractual agreements, including the documents
it distributed for review and discussion. Because
it was his understanding that the tourism district
assessment funds were not public funds, he relied
on Visit Anaheim’s annual externally audited
financial statements and did not request that

the city conduct an audit of Visit Anaheim or its
subcontractors, even though the tourism district
assessment contract allows the city to audit

Visit Anaheim’s compliance with the contract. He
also stated that he was unaware of the city ever
asking Visit Anaheim to provide financial records,
such as invoices, to verify its contract-related
expenditures since entering into the contract

in 2010. Notwithstanding these documentation
issues, the city should not have relied only on two
city employees acting as Visit Anaheim board
members to monitor the contract.

Visit Anaheim’s senior vice president of operations
stated that the employees in the position
responsible for maintaining records of board
meetings have changed frequently over the years,
resulting in document retention issues. However,
she acknowledged that Visit Anaheim plans

to improve its document retention processes.
Because neither the city nor Visit Anaheim
maintained the documentation consistently,

the city of Anaheim cannot demonstrate that it
sufficiently monitored the use of public funds

to ensure that Visit Anaheim spent those funds
efficiently and effectively.

The city acknowledged that it could strengthen
its contract monitoring practices. The city’s
tourism director noted that the city does not have
specific guidance or expectations for overseeing
and monitoring the tourism district assessment

contract, and the assistant city manager confirmed that the city does not have
monitoring policies and procedures to guide staff in their oversight of professional
services contracts. Although the city has policies related to capital improvement
project contracts, the assistant city manager did not know why the city had not
established similar guidance for monitoring and oversight of its professional services
contracts. Because of a multitude of issues raised in this audit, the assistant city
manager stated that Anaheim welcomes the opportunity and plans to develop such
policies and procedures to prevent similar occurrences.
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In addition to establishing monitoring policies and procedures, the city has the
authority through city ordinance to strengthen its oversight of how Visit Anaheim
uses tourism district assessments funds. That ordinance allows it to designate

an advisory board to make recommendations to the city council regarding the
expenditures of revenues derived from the tourism district assessments. The city’s
2010 management plan—a description of how the city plans to manage the tourism
district—states that while the city did not intend to appoint an advisory board at that
time, it may elect to do so in the future to provide representation and oversight on
behalf of the assessed entities.

Given the significant funding that Visit Anaheim receives under the tourism district
assessment contract, the appointment of an advisory board would serve as a critical
control on behalf of the city to ensure that Visit Anaheim meets its contractual
obligations—legally, financially, and practically. We found that tourism districts
throughout the State have advisory boards, including Morro Bay, Palm Springs,
Santa Rosa, and San Luis Obispo. For example, the advisory board in San Luis Obispo
advises the city council on the administration and use of assessment funds and
recommends projects to promote tourism that directly benefit area hotels. To ensure
an appropriate level of knowledge and expertise, an advisory board in Anaheim
should include representatives of the assessed entities within the district and—given
the issues we uncovered during this audit—legal counsel and a person knowledgeable
of government finance.

A Lack of Clearly Defined Deliverables in the Tourism District Assessment Contract
Further Limited the City’s Oversight

We also found that the tourism district assessment contract’s lack of specific
deliverables inhibited the city’s ability to effectively monitor the contract, which
provided Visit Anaheim with approximately $5 million to $15 million annually from
2012 through 2021. According to the State Contracting Manual, which cities can
use as contracting best practices, a contracting state agency must build contract
management into the contract to facilitate measurement of achievement and
contractor performance, and it must conduct specific contract oversight activities,
as Table 4 outlines. The State Contracting Manual also states that contracts must
include clear and concise language to describe the scope of work and deliverables.
However, the tourism district assessment contract included only vague high-level
expectations for the services that Visit Anaheim was to perform in its day-to-day
operations of the tourism district.

For example, the contract requires Visit Anaheim to contact convention and trade
show executives, to disseminate related promotional materials, and to conduct

tours for industry representatives. However, the contract does not include clear
performance benchmarks, such as the number of contacts Visit Anaheim should
make, the number of people to whom it should disseminate promotional materials,
or the number of tours it should conduct for industry representatives. It also does not
provide other possible benchmarks, such as goals for occupancy rates or convention
center bookings. The city’s tourism director acknowledged that the city could better
specify the contract deliverables by clearly defining what elements the city expects
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Visit Anaheim to include in its annual reports, such as consistent prospective and
retrospective financials, key performance indicators, and detailed descriptions of
promotional activities. Without clearly defining the contract’s deliverables, the city
is limited in its ability to measure whether Visit Anaheim is effectively spending the
millions of dollars it receives each year and its ability to ensure accountability to the
entities in the tourism district.

The City Did Not Require Visit Anaheim to Provide the Necessary Information for the
City to Effectively Monitor the Use of Public Funds

Although our review found that from fiscal years 2017-18 through 2021-2022,

Visit Anaheim submitted annual reports to the city as its contract with the city
required, the city has not required Visit Anaheim to comply with all of the annual
reporting requirements. Such compliance would have allowed the city to better
measure whether Visit Anaheim was using tourism district assessment funds
effectively. A city ordinance, which the tourism district assessment contract
incorporates by reference, requires Visit Anaheim to submit an annual report that
describes, among other things, the activities it will provide that fiscal year, an estimate
of the cost of providing those activities, and the amount of any surplus revenues it has
carried over from the previous fiscal year. If Visit Anaheim had reported the activities
it planned to provide and the estimated costs of those activities, it would have
provided the city with another mechanism to verify the deliverables and the amount
of surplus revenues. Such reporting would have also allowed the city to establish
ongoing monitoring to ensure that Visit Anaheim delivered the services and that
those services were commensurate with the cost. However, the annual reports that
Visit Anaheim submitted to the city from fiscal years 2017-18 through 2021—22 did
not include its surplus revenues, the activities it planned to provide in that fiscal year,
or the estimated cost for providing those services.

In our review of Visit Anaheim’s annual reports, we found that Visit Anaheim
included selective information on the activities it had conducted during the previous
year and that the reports were not consistent enough to compare Visit Anaheim’s
year-to-year performance. Figure 3 shows an example of this inconsistency. In

fiscal year 2017-18, Visit Anaheim reported that it ran a sweepstakes advertisement
to 8 million people to obtain emails for its electronic newsletter, and the sweepstakes
generated more than 5,000 entries. In fiscal year 2018—19, Visit Anaheim reported
distributing the same sweepstakes to approximately 11 million people, but it did

not report how many entries it received. In fiscal year 2019—20, Visit Anaheim

only reported that it ran the sweepstakes, but it did not report the distribution
numbers or the results. Visit Anaheim believed that the reports it had provided
were acceptable, because the city never provided it with guidance or feedback to the
contrary. However, by not requiring Visit Anaheim to report consistent information
from year to year, the city limited its ability to assess the progress of Visit Anaheim’s
activities and to evaluate whether it was effectively using public funds.
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Visit Anaheim’s Reporting of an Annual Sweepstakes Promotion Was Inconsistent From Year to Year
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Source: Auditor’s analysis of Visit Anaheim’s annual reports to the city.

The city’s tourism director, who indicated that he was responsible for reviewing
and submitting Visit Anaheim’s report to the city council for consideration each
year, explained that he did not realize that Visit Anaheim’s annual reports did not
comply with the requirements set forth in the city ordinance. He did not question
the report’s lack of compliance with the ordinance and did not request additional

information or provide additional guidance to Visit Anaheim to clarify expectations.

Upon his subsequent review of the city ordinance, he acknowledged that the annual
reports did not meet the requirements and that the reports should have addressed
Visit Anaheim’s plan for using tourism district assessment funds in that fiscal year.
However, because the city did not ensure that Visit Anaheim’s reports included the
required information, the city’s ability to assess the effectiveness of Visit Anaheim’s
activities was limited. As we discussed previously, had Visit Anaheim reported the
surplus tourism district assessment revenue each year, the city might not have felt
compelled to award it an additional $6.5 million to assist with economic recovery.

Visit Anaheim’s senior vice president of operations indicated that the city requested
that Visit Anaheim include additional information in its fiscal year 2022—23 annual
report, such as its 2024 work plans, projections, and a statement of income and
expenses. In our review of this report, we found that Visit Anaheim included the
additional information that the city requested, including planned activities for 2024,
visitor projections, and revenue and expense information. However, although it
included information on its remaining unspent revenue for fiscal year 2022—23,
Visit Anaheim still did not report cumulative surplus revenue from the tourism
district assessment funds as required.
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The City’s Lack of Monitoring Also Led to Limited Oversight for the Other Visit Anaheim
and Chamber Contracts We Reviewed

Aside from the 2010 tourism district assessment contract discussed previously, the
city was also unable to demonstrate that it performed regular monitoring of three
other contracts we reviewed. For example, the 2020 economic recovery contract with
Visit Anaheim that we discussed previously states that one of its goals was to restore
meetings and convention bookings to pre-pandemic levels and that Visit Anaheim
should complete the related services in a timely and expeditious manner. However,
until we prompted its leadership to do so, the city had not compared pre-pandemic
meetings and convention bookings to the bookings at the time of Visit Anaheim’s
final report in April 2021 or anytime thereafter, and was unaware of whether

Visit Anaheim had accomplished its goals. Further, the city council intended the
funds to be allocated for services—according to certain percentages—for advertising,
co-op marketing, sales and paid advertising, content development, communications,
and other services. The contract also required Visit Anaheim to submit invoices

or other documentation providing a detailed description of the services it had
performed. However, the city never asked it to provide invoices or detailed
documentation to ensure that Visit Anaheim spent the funds as intended. According
to the assistant city manager, the city did not oversee the spending of these funds
because, at the time, the pandemic was an evolving situation and no one expected it
to continue as long as it did.

The city was also unable to demonstrate that it provided any meaningful oversight of
its 2019 sponsorship agreement or its 2020 shop-and-dine-local program contract
with the Chamber. According to the assistant city manager, the city did not monitor
these contracts on a day-to-day basis because of staff turnover. In each contract,
however, we found unmet and unsubstantiated deliverables that the city would likely
have identified with adequate monitoring and oversight. As a result, the city paid for
some services it did not receive, which may constitute a waste of public funds.

Please refer to the Recommendations section to find the recommendations that
we have made as a result of these audit findings.
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Other Areas Reviewed

To address audit objectives approved by the Joint Legislative Audit Committee (Audit
Committee), we include in this section additional information related to the city of Anaheim.

Compensation of Executives at Visit Anaheim and the Chamber

We reviewed publicly available federal tax filings

from 2017 through 2021 for Visit Anaheim and

the Chamber to determine the extent to which Examples of Reportable Compensation:
these organizations increased staff compensation

during the pandemic. Our review was limited » Salary or wages

to the executive staff included in those filings. » Bonuses or incentives

Reportable compensation includes various types of - Sick pay

compensation, some of which the text box shows. . Sick or vacation leave cashed out

We found that the reported executive compensation

at Visit Anaheim generally decreased in 2020 and

2021 during pandemic. For example, Visit Anaheim’s

former president’s reportable compensation was Source: 2022 instructions for Form 990 Return of Organization
. . Exempt From Income Tax.

nearly $500,000 in 2019, but it decreased to roughly

$400,000 in 2020 and then decreased to just more

- Retirement contributions

- Health benefits

than $300,000 in 2021. The Chamber’s former

president’s reportable compensation was $248,000 in 2018, $241,000 in 2019, and $295,000
in 2020. Current Chamber staff stated that its publicly available 2019 tax filing was incorrect,
and it provided us with an amended filing that the Chamber said it filed in December 2023.
The 2019 compensation reported above reflects this amended amount and is higher than the
amount originally reported for the Chamber’s former president of $168,000. Chamber staft
indicated that the former Chamber president resigned from his position in October 2021 and
was reported to have received $230,021 in year-to-date reportable compensation.

Current Chamber staff also asserted that they were unaware of how the Chamber
determined the former president’s salary each year and that they were not privy to that
information. Based on our review of publicly available and amended information, we
found no indication that the Chamber used public funds to increase the Chamber’s
former president’s salary during the pandemic.

Conflicts of Interest

We also reviewed whether certain conflicts of interest existed between the city of Anaheim
and the Chamber or Visit Anaheim from 2012 through 2022. Our review did not uncover

any evidence that a sitting member of the Anaheim city council or another city official had a
personal financial interest in any contract entered into with the Chamber or Visit Anaheim
that would give rise to a violation of the conflict-of-interest laws under Government Code
section 1090 or the Political Reform Act of 1974. We note, however, that due to limited
resources and time constraints, we did not conduct a review of whether an immediate

family member of a sitting councilmember or other city official had a financial interest in the
Chamber or Visit Anaheim that would give rise to a violation of those conflict-of-interest laws.
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Recommendations

To ensure better oversight of tourism district assessment funds, the Anaheim city council
should by July 2024 designate an advisory board to make recommendations regarding how
such funds should be spent. The advisory board should include, at a minimum, some of
the owners of the assessed entities within the tourism district, legal counsel, and a person
knowledgeable in government finance.

To ensure better stewardship of public funds, Anaheim should by January 2025 develop a
contract management, monitoring, and oversight process that aligns with the practices set
forth in the corresponding provisions of the State Contracting Manual. Specifically, the
city should implement policies and procedures for its professional services contracts that
require it to track contract deadlines, deliverables, and contractors’ use of funds, and it
should perform periodic compliance audits and reviews of contractors’ financial records.

To improve Anaheim’s oversight of the tourism district assessment contract with
Visit Anaheim, the city should by January 2025 seek to renegotiate with Visit Anaheim to
revise the contract to ensure that the contract does the following:

+ Includes key performance indicators to allow the city to better gauge how effectively
Visit Anaheim is using tourism district assessment funds. These benchmarks should
include, at a minimum, hotel occupancy rates, convention center bookings, and the
number of presentations made to convention center executives.

+ Requires that Visit Anaheim separately track all expenditures related to the contract and
prohibits Visits Anaheim from comingling tourism district assessment funds with other
revenue sources.

+ Requires Visit Anaheim to annually report to the city the amount of any unspent
tourism district assessment funds and tourism district assessment fund reserve balances.

+ Prohibits Visit Anaheim from transferring tourism district assessment funds to another
entity without the city’s prior approval and full compliance with the subcontracting
provisions of the tourism district assessment contract.

+ Requires Visit Anaheim to develop a plan for oversight of any subcontractor and provide
documentation of this oversight annually to the city.

To ensure that the city of Anaheim receives adequate consideration for all of its
professional services contracts, the city should implement contract monitoring practices
sufficient to ensure that it receives all of the deliverables agreed to in any contract’s scope
of work. Further, the city should assess whether it received adequate consideration for the
2019 economic development contract or the 2020 shop-and-dine-local contract; if the
city finds that it did not receive adequate consideration, then the city should explore its
restitution mechanisms under contract law to obtain a return of those funds.
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We conducted this performance audit in accordance with generally accepted government
auditing standards and under the authority vested in the California State Auditor by
Government Code section 8543 et seq. Those standards require that we plan and perform the
audit to obtain sufficient, appropriate evidence to provide a reasonable basis for our findings
and conclusions based on the audit objectives. We believe that the evidence obtained
provides a reasonable basis for our findings and conclusions based on our audit objectives.

Respectfully submitted,

st A

GRANT PARKS
California State Auditor

January 30, 2024

Staff: Nicholas Kolitsos, CPA, Audit Principal
Aaron Fellner
Logan Blower
Karen Wells

Legal Counsel: Heather Kendrick
JudyAnne Alanis
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Appendix A
SCOPE AND METHODOLOGY

The Audit Committee directed the State Auditor to conduct an urgent audit of the

city of Anaheim to review the public funds it disbursed to Visit Anaheim and the
Chamber. This urgent audit was conducted pursuant to rule 18 of the Audit Committee
that states that the cost of urgent audit requests must not exceed $290,000, and the
approved audit request allows the State Auditor to modify or decrease the scope

of this audit to remain within the monetary limit. Table A lists the objectives that

the Audit Committee approved and the methods we used to address them. Unless
otherwise stated in the table or elsewhere in the report, all statements and conclusions
about items selected for review cannot be projected to the population.

Table A
Audit Objectives and the Methods Used to Address Them

AUDIT OBJECTIVE METHOD

1  Examine all sources of public funds that the - Identified all payments made by the city of Anaheim to Visit Anaheim and
city disbursed to the Anaheim Chamber of the Chamber from fiscal years 2012-13 through 2021-22 and identified the
Commerce and Visit Anaheim or their affiliates contracts associated with those payments.
over the past 10 years and how those funds « Determined the source of funds the city of Anaheim used to pay for contracts it

were used. entered into with Visit Anaheim and the Chamber.

Determined, to the extent possible, whether Visit Anaheim paid the Chamber
or its affiliates using public funds and whether those funds were used for
allowable services.

2 Foreach contract, initiative, project, etc., Reviewed all significant contracts by the city in which Visit Anaheim or the

approved by the city in which the Anaheim Chamber received public funds within our audit authority.

Chérr?ber of ComrT]erce orYisit Anaheim were - Determined, to the extent possible, how Visit Anaheim and the Chamber
recipients of public funds, identify the source spent the public funds they received from the city of Anaheim from fiscal years
of the money, the parameters on those funds, 2012-13 through 2021-22.

and how each dollar was ultimately spent.
This should include a review of all contracts
approved by the Anaheim city council, city
manager, and city director in the past 10 years.

3 Examine the city’s policies regarding projects,

Reviewed the city of Anaheim’s policies and procedures for awarding contracts

grants, contracts, etc., and identify what and its council meeting minutes when evaluating whether the city complied
went into their decision-making process for with its policies and procedures when awarding contracts to Visit Anaheim and
awarding funds to the Anaheim Chamber the Chamber. We found that the city of Anaheim complied with its policies and
of Commerce and Visit Anaheim and their procedures when awarding contracts to Visit Anaheim for the tourism district
affiliates. Additionally, review the city’s process assessment contract in 2010, a 2017 contract to promote and retain Anaheim
for monitoring its projects, grants, contracts, as the official host city for national volleyball teams (volleyball retention

etc. with the Anaheim Chamber of Commerce contract), and the economic recovery contract in 2020. Similarly, we found that
and Visit Anaheim to ensure compliance and the city complied with its policies and procedures when awarding contracts
recommend ways it can improve its oversight. to the Chamber for a sponsorship agreement in 2019 and the shop-and-dine-

local contract in 2020. We did not review how the city awarded two other
contracts it had with the Chamber, because these contracts were outside of
our review authority.

Determined whether the city adequately monitored contracts with
Visit Anaheim and the Chamber and whether the two entities met their
contractual requirements.

continued on next page ...
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AUDIT OBJECTIVE METHOD

4

10

Identify COVID-19 funds, such as the
Coronavirus Aid, Relief, and Economic Security
Act (CARES Act), awarded to the city and then
given to the Anaheim Chamber of Commerce
and Visit Anaheim. For any COVID-19 funds
allocated to these entities by the city, identify
the amount of money given, the parameters
of those funds, and how the dollars were
ultimately spent.

Identify the number of no-bid contracts the
city awarded to the Anaheim Chamber of
Commerce and Visit Anaheim, and determine
whether the lack of competitively bid contracts
were justified and/or complied with the city’s
policies and practices.

Determine whether any public dollars allocated
to the Anaheim Chamber of Commerce or

Visit Anaheim by the city of Anaheim were used
for increases in staff salaries or compensation

for professional services (consultants, lobbyists,
contractors, etc.) during the COVID-19 shutdown.

Identify the public funds the city has spent on
negotiations surrounding the sale of the Angel
Stadium and resolving the Surplus Land Act issue.

So long as it does not interfere with litigation
or criminal indictment, identify and report any
corruption that took place.

For the last 10 years, identify any conflicts of
interest among the City of Anaheim, Anaheim
Chamber of Commerce, and Visit Anaheim.

Determine whether the City has adequate
practices and policies in place to ensure that
staff, councilmembers, Anaheim Chamber of
Commerce, and Visit Anaheim comply with
the Brown Act. Identify any violations of the
Brown Act.

Source: Audit workpapers.

Determined the sources of funds the city used to pay Visit Anaheim and the
Chamber from fiscal years 2012-13 through 2021-22 and did not identify any
COVID-19 funds, such as CARES Act funds awarded to the city of Anaheim, used to
pay those contracts. Table 1 shows the sources of funds for those contracts.

Reviewed five no-bid contracts that the city of Anaheim entered into with

Visit Anaheim and the Chamber. We found that the city complied with its policies
and procedures when awarding no-bid contracts to Visit Anaheim for the tourism
assessment district contract in 2010, the volleyball retention contract in 2017, and
the economic recovery contract in 2020. Similarly, we found that the city complied
with its policies and procedures when awarding no-bid contracts to the Chamber
for a sponsorship agreement in 2019 and the shop-and-dine-local contract in
2020. We did not review how the city awarded two other contracts it had with the
Chamber, because these contracts were outside of our review authority.

Determined whether executive reportable compensation at Visit Anaheim and
the Chamber increased during the pandemic by reviewing executive reportable
compensation information disclosed annually in publicly available tax documents.
Because this was an urgent audit, our budget and expedited timeframe did not
allow us to conduct work on whether Visit Anaheim or the Chamber used public
funds to increase salaries for consultants, lobbyists, or contractors.

Because this was an urgent audit, our budget and expedited reporting timeframe
did not allow for us to conduct work on this objective.

Because this was an urgent audit, our budget and expedited audit release
timeframe did not allow us to conduct work on this objective. Additionally, had
we attempted to conduct the work, we might not have been able to proceed or
report under audit standards, as we are not to interfere with ongoing litigation
or investigations.

Analyzed whether any sitting member of the Anaheim city council or other city
official, in the prior 10 years, had a personal financial interest in any contract
entered into by the city with the Chamber or Visit Anaheim. However, because this
was an urgent audit, our budget and expedited reporting timeframe did not allow
us to review whether an immediate family member of a sitting member of the
Anaheim city council or other city official had a financial interest that would give
rise to a violation of conflicts-of-interests laws.

Because this was an urgent audit, our budget and expedited reporting timeframe
did not allow us to conduct work on this objective.
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Assessment of Data Reliability

The U.S. Government Accountability Office, whose standards we are statutorily
obligated to follow, requires us to assess the sufficiency and appropriateness of
computer-processed information that we use to support our findings, conclusions,
or recommendations. In performing this audit, we relied on financial records

from the city of Anaheim and on the records of Visit Anaheim. To evaluate the
completeness of the city’s financial reports, we searched its accounting records by
vendor for Visit Anaheim and the Chamber and the transactions for those entities
from fiscal years 2012—13 through 2021-22. We also compared the total amounts the
city disbursed to Visit Anaheim and the Chamber from fiscal years 2012—13 through
2021-22 to the amounts in the related contracts, and we found that the totals
materially matched. Thus, we were able to gain some assurance that we captured

the complete population of payments made by the city to Visit Anaheim and the
Chamber. We also relied upon records obtained from Visit Anaheim during calendar
years 2012 through 2021. To gain assurance that we obtained all expenditures

from Visit Anaheim to the Chamber related to the tourism district assessment
contract, we compared the total expenditures in its records to its audited financial
statements. We found that the total expenditure amounts materially matched. In
both instances, we found the data to be sufficiently reliable for our audit purposes.
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Appendix B

VISIT ANAHEIM’S EXPENDITURES

CALIFORNIA STATE AUDITOR

January 2024

The tourism district assessment contract between Anaheim and Visit Anaheim
requires that Visit Anaheim maintain financial and performance records sufficient
to conform with generally accepted accounting principles to allow for an audit of
the expenditure of tourism district assessment funds. However, Visit Anaheim did
not discretely account for expenditures related to the tourism district assessment
funds that it received. To present an estimate of Visit Anaheim’s expenditures and
unspent tourism district assessment funds, we used the revenue and expenditures
that Visit Anaheim reported in its annual audited financial statements and applied
the percentage of total revenue that Visit Anaheim received from tourism district
assessment funds to its total annual expenditures by category, as Tables B.1 and
B.2 show. This methodology is similar to the one proposed by the city in 2011 for

estimating tourism district assessment reserves.

Table B.1

Estimated Tourism District Assessment Expenditures by Category

2012 Through 2021 (nearest thousand)

CATEGORY

Salaries and wages

Convention advertising, promotion, research
Solicitation—travel and promotion
Insurance

Tourism travel and promotion

Anaheim Chamber of Commerce

Payroll taxes

Rent

Computer contingency

Miscellaneous

Enterprise Anaheim, LLC

Client assistant commitments

Convention associations, meetings, exhibitions
Media and community relations

Employer’s pension contribution

TID reimbursable expenses

Professional services and public relations

Membership expense

Source: Auditor’s analysis of Visit Anaheim’s annual financial statements.

EXPENDITURES

$40,174,000
10,252,000

7,482,000
7,055,000
6,120,000
2,738,000
2,859,000
2,774,000
2,662,000
2,605,000
2,178,000
2,080,000
1,840,000
1,373,000
1,303,000

954,000

946,000

922,000

Report 2023-133

EXPENDITURES

CATEGORY

Industry events $576,000
Client materials, services, and housing 509,000
Passkey user fees 414,000
Community assistance 403,000
Supplies and other office expenses 383,000
Legal fees 346,000
Telephone 318,000
Equipment rental 297,000
Pension administration fees 261,000
Partnership development 251,000
Payroll administrative fees 221,000
General travel and promotion 206,000
Mailing cost 171,000
Events—sports development 171,000
Depreciation 146,000
Employee—auto and mileage expenses 115,000
Other 309,000
Total $101,414,000
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Table B.2
Visit Anaheim’s Estimated Unspent Tourism District Assessment Funds in Reserve
2012 Through 2021 (nearest thousand)

DIFFERENCE IN

ANAHEIM TOURISM TOURISM DISTRICT TOURISM REVENUE

YEAR ASSESSMENT REVENUE EXPENDITURES AND EXPENDITURES
2012 $8,635,000 $8,150,000 $485,000
2013 9,444,000 8,416,000 1,028,000
2014 10,260,000 9,709,000 551,000
2015 11,613,000 10,375,000 1,238,000
2016 12,690,000 11,014,000 1,676,000
2017 13,480,000 13,857,000 (377,000)
2018 14,167,000 13,934,000 233,000
2019 15,018,000 15,079,000 (61,000)
2020* 4,833,000 6,188,000 (1,355,000)
2021 7,822,000 4,690,000 3,132,000
Total estimated tourism assessment funds in reserve $6,550,000

Source: Auditor’s analysis of Visit Anaheim’s annual financial statements.
Note: Total tourism district expenditures differ slightly from total expenditures in Table B.1 due to rounding.

* From 2012 through 2020, Visit Anaheim had accumulated an estimated $3.4 million in unspent surplus tourism district
assessment funds.
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ANAHEIM R

CHAMBER u

OF COMMERCE

January 11, 2024

Mr. Grant Parks*

California State Auditor

621 Capitol Mall, Suite 1200
Sacramento, California 95814

Dear Mr. Parks:

The Anaheim Chamber of Commerce would like to express its gratitude to the State Auditor for
affording us the opportunity to respond to the audit report, despite the absence of specific
recommendations directed towards the Chamber.

We understand that in accordance with State law, the State Auditor’s office could not provide an
unredacted copy of the entire report as other aspects of the audit pertain to the City of Anaheim
and Visit Anaheim. Consequently, our response is based on approximately 1/3 of the audit report
that we were able to review, with about 2/3 of the report remaining redacted. It is essential to note
that all recommendations within the audit report were redacted, given that none were specifically
directed towards the Chamber. The redactions varied in scope, ranging from entire pages,
paragraphs, sentences to individual words within sentences.

The examination conducted by the State Auditor’s office included a scrutiny of several Chamber
contracts. For the majority of those contracts the Chamber was able to provide evidence to the
audit staff demonstrating the numerous activities that the Chamber engaged in for the benefit of
Anaheim.

In the tourism improvement district (TID) agreement workplans with Visit Anaheim, of the 10
activities selected for review, the State Auditor’s office found the Chamber able to substantiate 7.
While 3 items were singled out, it is crucial to understand that an unsubstantiated deliverable
does not imply the work did not occur. It is not a statement by the Auditor’s office suggesting the
absence of the work.

Furthermore, we believe it is imperative for readers of the audit report to have proper context
regarding the items shown in Table 3:

For the first two items in Table 3, the State Auditor’s table acknowledges that the Chamber
provided evidence of calendared meetings where deliverables were meetings or visits but
indicated that the Chamber could not provide documentation showing the purpose of the meetings
and actual discussions held, which in our view is unreasonable, given that the meetings occurred
three to five years ago.

The third item in Table 3 from the TID agreement with Visit Anaheim was the 2021 workplan. The
2021 workplan was supposed to be adopted in late 2020; however, this was during the height of
the COVID-19 pandemic when the Governor imposed the strictest lockdown of the entire
pandemic with the regional stay-at-home orders. Consequently, as described in the mid-year
update for 2021, the Chamber continued to operate under the 2020 workplan.

2099 S. State College Blvd., Suite 650 Anaheim, CA 92806 T (714)758-0222 AnaheimChamber.org

*  (California State Auditor’s comments begin on page 33.
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Since 2015, the Chamber has engaged in various activities, including advocacy and policy work
impacting the tourism industry, such as tracking, supporting, or opposing legislation, meetings
with policymakers, and discussions on government affairs.

We concur with the State Auditor's acknowledgment that there was nothing in the Chamber’s
agreement with Visit Anaheim that prohibited these activities.

Nevertheless, the State Auditor’s office contends that these were deemed unallowable activities
under the City’s agreement with Visit Anaheim because they should be considered political
activity. We respectfully disagree with this assessment, as these services and activities have
demonstrably benefited the tourism and convention industries in Anaheim.

We would like to emphasize that under the Funding Agreement, the primary purpose was for the
Chamber to provide services that will benefit the Assessed Facilities and the tourism and
convention industry. Legislative advocacy is a valuable service that significantly benefits the
Assessed Facilities. Furthermore, as required by the subcontract with Visit Anaheim, the
Chamber provided annual workplans outlining the multitude of activities the Chamber would
conduct each year. Both Visit Anaheim and the Chamber mutually agreed upon these workplans,
which consistently included legislative advocacy as an integral activity or service that directly
benefits the Assessed Facilities and the tourism industry.

Moreover, such activities align with standard operating procedures for tourism improvement
districts across the state. Many cities, counties, and special districts throughout the state regularly
engage in these types of activities, and some even have dedicated employees solely responsible
for such endeavors.

In addition, many entities, such as the Internal Revenue Service on its website when providing
guidance to non-profit organizations, make clear that there is a distinct difference between political
activity and legislative activity.

We appreciate and agree with the State Auditor's statement that “found no indication that the
Chamber used public funds to increase the Chamber’'s former president’s salary during the
pandemic.”

For years, the Anaheim Chamber of Commerce has worked on activities that have benefitted the
Anaheim business community and the people of Anaheim. We remain committed to working in
partnership with the City of Anaheim and Visit Anaheim in promoting our city and to advance
economic opportunities for the Anaheim business community.

Sincerely,

Laura Cunningham
President and CEO
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Comments

CALIFORNIA STATE AUDITOR’S COMMENTS ON THE RESPONSE FROM THE
ANAHEIM CHAMBER OF COMMERCE

To provide clarity and perspective, we are commenting on the Anaheim Chamber of
Commerce’s response to our audit. The numbers below correspond to the numbers we
have placed in the margin of its response.

In accordance with audit standards, we provided the Chamber with a redacted draft
report that included information pertinent only to the Chamber. Pursuant to state law,
we did not provide the Chamber with our findings and conclusions related to the other
entities we reviewed.

The Chamber mischaracterizes our conclusion. As we describe on pages 9 and 10, the
Chamber could not demonstrate that it delivered most services between 2012 through
2017, stating that many of the documents we requested were beyond their record
retention period. Although it was able to substantiate some of the services it provided
from 2018 through 2022, we found that the Chamber could not substantiate that it
delivered three out of 10 of the tourism-related activities we reviewed under the tourism
district assessment subcontract with Visit Anaheim, nor could it substantiate that it
delivered two other services under its contracts with the city, as Table 3 on page 10 shows.

We disagree that it is unreasonable to expect the Chamber to provide evidence of its
contracted deliverables, including the purpose and content of meetings. The Chamber
was able to provide support, such as agendas and other supporting documentation,

for other contracted activities we reviewed for this same period. As Table 3 on page 10
shows, the documentation the Chamber provided did not clearly indicate the purpose of
these meetings and how they aligned with the agreed-upon deliverables. Thus, we stand
by our recommendation that the city adopt best practices for contract monitoring,
including compliance audits, and ensuring satisfactory delivery of contracted services.

Although the Chamber was unable to provide us with a 2021 work plan that described
the services and activities it was to perform that year, Visit Anaheim’s accounting
records show that it still provided the Chamber with roughly $275,000 in tourism
district assessment funds, as we discuss on page 10. As a result, the city’s and

Visit Anaheim’s lack of oversight of the subcontract necessitates our recommendation
that Visit Anaheim develop a plan for oversight of any subcontractor and provide
documentation of this oversight to the city annually.

The Chamber misstates the length of time it violated the city’s tourism district assessment
contract and the authorizing ordinance of the tourism district, as it also delivered these
unallowable services prior to 2015. As we state on page 8, the Chamber also reported
engaging in unallowable services, including advocating for or against proposed federal,
state, and local legislation; meeting with elected officials; and supporting resort-friendly
candidates through the Chamber’s political action committee since at least 2012. These
activities are not consistent with the city’s intended use of the funds as the text box on
page 4 shows.
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The Chamber mischaracterizes the provisions of the subcontract. As we describe
on page 8, the Chamber’s subcontract work plans and deliverable reports indicate
that the Chamber used these funds for numerous services that involved political
advocacy and influence, none of which fall within the allowable services described
in the tourism district assessment contract. The tourism district assessment contract
prohibited Visit Anaheim and, by extension, its subcontractors, from using these
funds for services unrelated to specified tourism-related programs, improvements,
and activities. The Chamber reported engaging in these unallowable services
annually as part of the subcontract since at least 2012. The Chamber’s justification
that its activities may benefit the assessed facilities or align with other tourism
districts across the state is irrelevant, as the political activities were unallowable
under the tourism district assessment contract.

We are perplexed as to why the Chamber mentions in its response the U.S. Internal
Revenue Service guidance, which pertains to those activities a nonprofit organization
may engage in while still maintaining its tax-exempt status. That guidance is not
relevant to the scope of services that were contracted for and are allowed under the
tourism district assessment contract. As we describe on page 8, the tourism district
assessment contract prohibited Visit Anaheim and, by extension, its subcontractors,
from using these funds for services unrelated to specified tourism-related programs,
improvements, and activities. As we also describe on page 8, the Chamber’s subcontract
work plans and deliverable reports indicate that the Chamber used these funds for
numerous services that involved political advocacy and influence, none of which fall
within the allowable services described in the tourism district assessment contract.

As we describe on page 21, our conclusion was based solely on publicly available and
amended salary information.
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CITY OF ANAHEIM
OFFICE OF THE CITY MANAGER

January 11, 2024

Grant Parks

California State Auditor

621 Capitol Mall, STE 1200
Sacramento, CA 95814

Dear Mr. Parks:

The City of Anaheim has received the State Auditor’s draft report regarding tourism-
related contracts in the City of Anaheim and we appreciate the efforts of the State
Auditor’s Office in exploring this important issue.

I have read the report and shared its draft findings and recommendations with our City
Council. While the City leadership team continues to review, clarify and validate all the
draft findings contained within the report with the State Auditor team, the City of
Anaheim has no objection to and welcomes the recommendations put forward by the
State Auditor. The following responses address each of the four recommendations below:

Recommendation 1: The Anaheim City Council should designate an advisory board by
July 2024 to make recommendations regarding how such funds should be expended. The
board should include, at a minimum, some of the owners of the assessed properties
within the tourism district, legal counsel, and a person knowledgeable in government
finance.

City Response: The City of Anaheim will begin exploring the process for establishing an
independent advisory board to assist the City in the oversight of ATID expenditures and
activities.

Recommendation 2: Anaheim should develop a contract management, monitoring, and
oversight process that aligns with the practices set forth in the corresponding provision of
the State Contracting Manual by January 2025. The city should implement policies and
procedures for its professional service contracts that require it to track contract deadlines,
deliverables, and contractors’ use of funds, as well as perform periodic compliance audits
and reviews of contractors’ financial records.

City Response: The City of Anaheim supports the conclusion that there is always room
for improvement in our existing contract oversight procedures and will begin work on
adopting a set of policies and procedures specifically for professional service contracts.
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Recommendation 3: The city should renegotiate the contract with Visit Anaheim by January

2025 to improve oversight and to ensure that it does the following:

¢ Include key performance indicators to allow the city to better gauge how effectively Visit
Anaheim is using tourism assessment funds. These benchmarks should include, at a
minimum, hotel occupancy rates, convention center bookings, and the number of
presentations made to convention center executives.

e Require Visit Anaheim to track all expenditures related to the contract and prohibit from
commingling tourism district assessment funds with other revenue sources.

e Prohibit Visit Anaheim from transferring tourism district assessment funds to another entity
without the city’s prior approval and full compliance with the subcontracting provisions of
the tourism district assessment contract.

e Require Visit Anaheim to develop a plan for oversight of any subcontractor and provide
documentation of this oversight annually to the city.

City Response: The City of Anaheim supports this recommendation and has already started the
dialogue with Visit Anaheim in order to improve the management of these funds and the
reporting that is necessary to ensure that performance indicators and benchmarks are being
properly established and met annually. The City will begin discussions with Visit Anaheim about
specific changes to the contract that could be considered in a timely fashion.

Recommendation 4: The city should assess whether it received adequate consideration for the
2019 economic development contract or the 2020 shop and dine local contract. If the city finds
that it did not receive adequate consideration, then the city should explore its restitution
mechanisms under contract law to obtain a return of those funds.

City Response: The City of Anaheim and our Audit Division will begin exploring the audit
provisions within these two agreements to further assess whether restitution is appropriate.

As indicated in the responses above, the City is now preparing an action plan to implement the
four recommendations well within the timeframes identified. We appreciate the work of your
team on this matter and look forward to continued collaboration as we enhance our existing
contract oversight procedures and embrace best practices going forward.

Sincerely,

City Manager
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LA RSO N Larson LLP 555 South Flower Street, 301" Floor P 213.436.4888
larsonllp.com Los Angeles, CA 90071 F 213.623.2000
Hilary Potashner R.C. Harlan
Direct: 213.205.2750 Direct: 213.924.6321
hpotashner@larsonllp.com rharlan@larsonllp.com

January 11, 2024

VIA EMAIL

Grant Parks*

California State Auditor

Auditor of the State of California
621 Capitol Mall

Suite 1200

Sacramento, California 95814

Re:  2023-133—Confidential Draft Audit Report for Review

Dear Mr. Parks:

We have completed our review of the California State Auditor’s Draft Report excerpt
pertaining to Visit Anaheim (“Draft Report”). We have identified the following concerns and
corrections for your consideration.

. Page 3: “Visit Anaheim subcontracted with the Chamber to provide work related to its
tourism district assessment contract with the City without written permission from the
city as required.”

The Draft Report’s emphasis on the lack of documentation of written permission from the
City for Visit Anaheim to enter into a subcontract with the Anaheim Chamber of Commerce
(“ACOC”) ignores both the context surrounding that particular subcontract and the City’s
express knowledge and approval of that subcontract.

Visit Anaheim entered into a subcontract with ACOC in 2010, a mere two months after
the ATID’s inception and the City’s execution of the Visit Anaheim Funding Agreement. Not
only was the City aware of that subcontract from its start, it also chose not to object to its
formation. Thereafter, Visit Anaheim reminded the City of its contractual relationship with
ACOC on a yearly basis through Visit Anaheim’s annual budgeting process. Every year, Visit
Anaheim provides to its Board of Directors—which is required to include two City Employees
designated by the City Manager—its proposed budget, which from 2012 to 2022 contained a
designated line item for Visit Anaheim’s subcontract with ACOC. Thus, every year at the Visit

*

California State Auditor’s comments begin on page 43.
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Anaheim Board meetings, the City Designees on the Board reviewed and approved the budget
with a delineated payment to ACOC from the inception of the ATID through the cancellation of
the ACOC subcontract.

. Page 4: “To better attract tourists and conventions, the city of Anaheim established the
Anaheim Tourism Improvement District (tourism district) in 2010 and determined it
would be funded by assessing a tax of 2 percent of hotel room rates at Anaheim resorts,
hotels, and motels within a designated geographic area, with limited exceptions.”

The Draft Report mischaracterizes the 2% levy placed on hotel rooms within the
Anaheim Tourism Improvement District as a tax. This is legally incorrect. Pursuant to
Resolution No. 2010-151 of the Anaheim City Council, as well as City Ordinance No. 6174, the
City of Anaheim created the Anaheim Tourism Improvement District and thereafter
implemented a 2% assessment “of the hotel room ‘rent,”” as defined by Anaheim Municipal
Code Section 2.12.005.080. Under California law, there is a quantifiable difference between a
tax and an assessment; here, the City Council of Anaheim implemented an assessment—not a

tax.
& % k
. Page 25: “However, a city ordinance, which the tourism district assessment contract
incorporates by reference, requires Visit Anaheim to submit an annual report that
describes surplus revenues it carried over from a previous fiscal year.”
. Page 34: “However, the annual reports that Visit Anaheim submitted to the city from

fiscal years 2017-18 through 2021-22 did not include its surplus revenues, the activities it
planned to provide in the upcoming year, or the estimated cost for providing those
services.”

There are two key points to consider when reviewing these statements about Visit
Anaheim’s Annual Reports to the City. First, not only does Visit Anaheim provide an Annual
Report to the City through the City Designees serving on the Visit Anaheim Board of Directors,
but Visit Anaheim also provides its annual budgets and its audited financial statements to the
City through the same City Designee Board Members. Taken together, Visit Anaheim provides
the City with far more information than is required by Municipal Code Section 2.14.150, which
is indicative of the level of ongoing communication and transparency that it maintains with the
City.

Additionally, the undersigned were unable to find any requirement in the Municipal Code
that Visit Anaheim’s Annual Reports must discuss planned activities for upcoming years.
According to our review, Municipal Code 2.14.150.030 requires that the Annual Reports only
provide specific information pertaining to the “fiscal year to which the report applies.” Visit
Anaheim’s Annual Reports comply with this code by routinely identifying the fiscal year to
which the reports apply, describing the services provided during that year, and sharing

LARSON
larsonllp.com
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significant financial information from that fiscal year. Visit Anaheim is, however, amenable to
providing an upcoming year forecast in its future Annual Reports if that is requested or
suggested. Yet it should be noted that its failure to provide such information in its Annual
Reports thus far was not in violation of its funding agreement with the City or the Municipal
Code referenced therein.

. Page 48: “Visit Anaheim did not discretely account for expenditures related to the
tourism district assessment funds that it received.”

This statement is not accurate. As was reported to your team, Visit Anaheim’s
independent CPA and Auditor has maintained documentation tracking and verifying TID-eligible
expenditures since the start of Visit Anaheim’s TID Funding Agreement. In fact, his annual
reconciliation was performed in a manner that was expressly agreed to by the City. Moreover,
his annual reconciliations and supporting documentation were provided to the City upon request.

* * *

. Page 11: “The city of Anaheim paid Visit Anaheim $6.5 million for an economic
recovery contract during the COVID-19 pandemic even though Visit Anaheim already
had more than an estimated $6 million in unspent tourism district assessment funds.”

. Page 48: “To present an estimate of Visit Anaheim’s expenditures and unspent funds
related to the tourism district, we used the revenue and expenditures that Visit Anaheim
reported in its annual audited financial statements and applied the percentage of total
revenue that Visit Anaheim received from tourism district assessment funds to its total
annual expenditures by category, as Tables B.1 and B.2 show. This methodology is
similar to the one proposed by the city in 2011 for estimating tourism district assessment
reserves.”

LARSON
larsonllp.com
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Table B.2
Visit Anaheim’s Estimated Unspent Tourlsm District Assessment Funds In Reserve from 2012
Through 2021
ANAHEIMTOURISM | TOURISMDISTRICT OURISM REVENL
L3I ASSESSMENT REVENUE EXPENDITURES AND EXPEMDITURI
2013 48,635 000 58,150,000 5484,000
2013 O Naaaso00 8,416,000 1,028,000
Iy 4 10,260000 9,709,000 551,000
wis 11612000 10,375,000 1,238,000
2016 12.590000 11,014,000 1,676,000
017 13,480,000 13857000 E77,000)
e Siszooodl 3034000 233,000
2019 15018000 15,078,000 (61,000)
2020 23000 6,188,000 1,354,000)
2001 S 7B22000 | 4802000 3,131,000
Total estimated tourism assessment funds in reserve 56,549,000
|

We continue to take issue with the Draft Report’s calculation of the TID funds
maintained in Visit Anaheim’s reserves. As an initial matter, the Draft Report does not
distinguish between restricted and unrestricted reserves, which is critical here. Restricted
reserves are funds that have already been earmarked for TID expenditure in an upcoming year;
such reserves should not be taken into account when determining how much cash Visit Anaheim
had available when it received the COVID-19 Recovery Funds from the City.

Moreover, the Draft Report’s assumption that the percentage of annual revenue that are
TID funds would be equal to the percentage of annual expenditures that are TID expenses is
faulty. This assumption ignores the actual business practices of Visit Anaheim. As previously
explained to you by Visit Anaheim’s independent CPA and Auditor, TID funds are expended for
all allowable TID expenses. Visit Anaheim does not use any preconceived percentage to set a
limit on use of those funds. Rather, if TID Funds are available, they are used to cover TID
allowable expenses. If there are more TID allowable expenses than TID funds received in a
given year, Visit Anaheim will allocate all TID funds available to cover as much TID allowable
expenses as possible, before turning to non-TID funds to cover the balance.

Such was the case in the Spring of 2020. According to Visit Anaheim’s CPA and
independent auditor, because Visit Anaheim had expended more for TID allowable expenses
than it had received in TID funding at that time, there were no TID funds in Visit Anaheim’s
reserves in early 2020. Thus, we dispute your conclusion that Visit Anaheim had more than $6
million in TID funds at the time that the City provided COVID-19 Recovery Funds.

LARSON
larsonllp.com
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Additionally, the Draft Report’s methodology is flawed for a second reason. It fails to
take into account the expenditures not listed as expenses on Visit Anaheim’s Statements of
Financial Position (commonly referred to as balance sheets), such as capital expenditures. By
failing to include these TID eligible expenditures, the Draft Report’s calculation of Visit
Anaheim’s annual TID expenditures is further reduced, resulting in an even greater
overestimation of the TID funds in reserve.

Lastly, even if your methodology and calculations are accepted—which they should not
be—Table B.2 makes clear that Visit Anaheim did not have over $6 million in reserve when it
received the COVID-19 Recovery Funds from the City in 2020. Indeed, the statement on page
11 that “[t]he city of Anaheim paid Visit Anaheim $6.5 million for an economic recovery
contract during the COVID-19 pandemic even though Visit Anaheim already had more than an
estimated $6 million in unspent tourism district assessment funds” is incorrect. Per your
calculations in Table B.2, Visit Anaheim only achieved a hypothetical TID reserve amount in
excess of $6 million after the close of fiscal year 2021, which was nearly two years after the
COVID-19 Recovery Funds were provided to Visit Anaheim. Thus, even assuming use of your
methodology, it would be more appropriate to calculate the reserves as of the close of fiscal year
2019 when assessing the provision of COVID-19 Recovery Funds.

* * *

We are available to answer any and all questions regarding the above concerns and
corrections. On behalf of Visit Anaheim, we again would like to express our gratitude for the
opportunity to provide this information, and we respectfully request that this information be
incorporated into the California State Auditor’s Final Report.

Sincerely. ,

Hilary Potashner

//ék>22§4__%\

R.C. Harlan

cc: Christina Dawson (via email)
Email: cdawson@yvisitanaheim.org

LARSON
larsonllp.com
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Comments

CALIFORNIA STATE AUDITOR’S COMMENTS ON THE RESPONSE FROM
LARSON LLP ON BEHALF OF VISIT ANAHEIM

To provide clarity and perspective, we are commenting on the response from
Larson LLP on behalf of Visit Anaheim (Visit Anaheim) to our audit. The numbers
below correspond to the numbers we have placed in the margin of its response.

Visit Anaheim provides incorrect context and makes unsupported claims in its @
response that are irrelevant to its contractual obligation with the city. Although

Visit Anaheim implies that the city was aware of and approved its subcontract with
the Chamber, it was unable to support this claim. As we state on page 7, the tourism
district assessment contract requires Visit Anaheim to obtain prior written approval
from the city before subcontracting for convention and tourism marketing services.
Despite this requirement, Visit Anaheim could not demonstrate that it obtained the
necessary written approval from the city in 2010 to subcontract with the Chamber
or any other evidence to demonstrate the city’s express knowledge and approval of
the subcontract. Further, Visit Anaheim makes unsubstantiated claims that the city
was aware of the subcontract from its start. On the contrary, as we explain on page 8,
the city’s tourism director, who was primarily responsible for overseeing the tourism
district assessment contract, indicated that he has only been aware since 2018 that
the Chamber was a subcontractor. Visit Anaheim could have avoided this confusion
surrounding the circumstances of the subcontract had it obtained written approval
from the city as required.

Visit Anaheim overstates and mischaracterizes the information shared at its board @
meetings. In fact, Visit Anaheim was unable to provide evidence of any board

meeting prior to 2018 that discussed its subcontract with the Chamber. The budget

documents that Visit Anaheim was able to provide only showed broad expense

categories, such as administration and general/finance, and do not indicate that the

payments were related to the subcontract. Thus, we stand by our recommendation

on page 23 that Visit Anaheim develop a plan for oversight of any subcontractor and

provide documentation of this oversight annually to the city.

As part of our quality control process, our standard practice is to provide agencies five ®
working days—the agency review period—to review and comment on a draft copy of

the report. During this time, we encourage agencies to discuss with us any concerns

with the report, including any factual issues or word choices they may identify. In

keeping with this practice, we edited this phrase to say, “imposing an assessment”

Visit Anaheim’s interpretation of the city ordinance is incorrect, and its assertion that ©)
it provided the city with the required information is disingenuous. The ordinance

requires Visit Anaheim to submit an annual report that describes, among other things,

the activities it will provide that fiscal year, an estimate of the cost of providing those

activities, and the amount of any surplus revenues it has carried over from the previous

fiscal year. However, as we describe on page 18, the annual reports we reviewed only

included selective information on the activities it had conducted during the previous

fiscal year and did not include the elements required under the city ordinance.
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Visit Anaheim acknowledges that it has not included information in its annual reports related
to services it will provide for that fiscal year, but it is amenable to doing so. This information
is required under the city ordinance and would allow the city to establish ongoing monitoring
and accountability measures to ensure that Visit Anaheim delivers planned services.

Visit Anaheim’s assertion that it maintained and tracked tourism district expenditures is
misleading and misrepresentative of documentation it provided to us during the audit.
Specifically, Visit Anaheim’s accounting system does not distinctly identify, such as by using a
unique expense code, expenditures that are paid for using tourism district assessment funds.
As a result, it could not accurately or demonstrably track and verify those expenditures that
were related to the tourism district assessment contract. Visit Anaheim’s CPA provided
spreadsheets displaying broad spending categories, such as cash disbursements and payroll,
but was unable to support that these expenditures were paid for by revenues from the tourism
district assessment contract. Thus, we stand by our recommendation on page 23 that the city
require Visit Anaheim to separately track all expenditures related to the contract and prohibit
Visit Anaheim from comingling tourism district assessment funds with other revenue sources.

During the agency review period, we edited this report text to clarify that Visit Anaheim had
millions in estimated unspent public funds intended to fund similar services.

Visit Anaheim’s response incorporates a prior draft version of Table B.2. At the time

of Visit Anaheim’s response, this table was still undergoing our internal review process and
was slightly modified to the version we present on page 30. Nevertheless, the substance

of our report’s conclusions and findings—as originally communicated to Visit Anaheim—
remain unchanged and we estimate that Visit Anaheim accumulated millions in unspent
Tourism District Assessment Funds from 2012 through 2020.

Visit Anaheim does not identify restricted funds that are earmarked for tourism district
assessment expenditures in their audited financial statements, annual budgets, or annual
reports to the city. As a result, we used a methodology proposed by the city that we describe
in Appendix B.

Further, as we discuss on page 18, Visit Anaheim did not include the estimated costs of
activities it planned to provide or its surplus revenues in its annual reports as required by the
city ordinance. Had the city ensured that Visit Anaheim had done so, the city would have been
able to make a more informed decision about how much economic recovery funds it should
have provided to Visit Anaheim, given the size of their reserves (restricted and unrestricted).

Our methodology is consistent with that proposed by the city for estimating reserves. As we
describe on page 29, Visit Anaheim did not discretely account for expenditures related to

the tourism district assessment funds that it received. Absent this information, we used

a methodology proposed by the city to estimate tourism district assessment reserves.
Additionally, the city expressed concern in its proposed methodology that tourism district
assessment funds are commingled with other funding sources and that potential underspending
could result in a buildup of reserves. Thus, we stand by our recommendation that the city
require Visit Anaheim to separately track all expenditures related to the contract, prohibit the
comingling of these funds with other revenue sources, and report related reserve balances.
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Visit Anaheim is incorrect in asserting that our methodology does not take into an
account capitalized expenditures. Capitalized expenditures are incurred when an asset

is purchased, such as equipment. In its response, Visit Anaheim fails to explain that

capitalized expenditures are depreciated annually over a specified time, such as five

years, and recognized as expenses each year. Our methodology captures all capitalized

costs that were depreciated during our 10 year audit period; thus, Visit Anaheim’s

concern that we excluded capital expenditures from our estimates is incorrect.
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