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Legislative Audit Division
State of Montana

Report to the Legislature

April 1999 Financial-Compliance Audit
For the Two Fiscal Years Ended June 30, 1998

Montana Historical Society

This report contains three recommendations for improving the Society’s
operations. Items addressed in the report include:

> Accommodations tax transfer.
> Asset security.
> Heritage commission rules.

Direct comments/inquiries to:
Legislative Audit Division
Room 135, State Capitol
PO Box 201705

98-25 Helena MT 59620-1705

Help eliminate fraud, waste, and abuse in state government. Call the Fraud Hotline at 1-800-222-4446
statewide or 444-4446 in Helena.
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FINANCIAL-COMPLIANCE AUDITS

Financial-compliance audits are conducted by the Legislative Audit Division to determine if an
agency's financial operations are properly conducted, the financial reports are presented fairly, and
the agency has complied with applicable laws and regulations. In performing the audit work, the
audit staff uses standards set forth by the American Institute of Certified Public Accountants and the
United States General Accounting Office. Financial-compliance audit staff members hold degrees
with an emphasis in accounting. Most staff members hold Certified Public Accountant (CPA) cer-
tificates.

Government Auditing Standards, the Single Audit Act Amendments of 1996 and OMB Circular
A-133 require the auditor to issue certain financial, internal control, and compliance reports. This
individual agency audit report is not intended to comply with these reporting requirements and is
therefore not intended for distribution to federal grantor agencies. The Legislative Audit Division
issues a statewide biennial Single Audit Report which complies with the above reporting
requirements. The Single Audit Report for the two fiscal years ended June 30, 1999, will be issued
by March 31, 2000. Copies of the Single Audit Report, when available, can be obtained by
contacting:

Single Audit Coordinator Legislative Audit Division
Office of Budget and Program Planning Room 135, State Capitol
State Capitol PO Box 201705

Helena MT 59620 Helena MT 59620-1705

Phone (406) 444-3616

MEMBERS OF THE LEGISLATIVE AUDIT COMMITTEE

Senator Linda Nelson, Chair Representative Bruce Simon, Vice Chair
Senator Sue Bartlett Representative Beverly Barnhart
Senator Reiny Jabs Representative Ernest Bergsagel

Senator Tom Keating Representative A. R. "Toni" Hagener
Senator Ken Miller Representative Robert Pavlovich

Senator Barry "Spook" Stang Vacant




LEGISLATIVE AUDIT DIVISION

EAHE S

Scott A. Seacat, Legislative Auditor
John W. Northey, Legal Counsel
Tori Hunthausen, IT & Operations Manager

Deputy Legislative Auditors:
Jim Pellegrini, Performance Audit
James Gillett, Financial-Compliance Audit

April 1999

The Legislative Audit Committee
of the Montana State Legislature:

This report is the result of our financial-compliance audit of the Montana Historical Society
for the two fiscal years ended June 30, 1998. Included in this report are three
recommendations to the society to improve fiscal operations associated with society
programs.

The written response to the audit recommendations are included at the end of the audit
report. We thank the director and society staff for their assistance and cooperation.

Respectfully submitted,
(Signature on file)

Scott A. Seacat
Legislative Auditor

Room 135, State Capitol Building, PO Box 201705 Helena MT 59620-1705
Phone (406) 444-3122 FAX (406) 444-9784 E-Mail lad@state.mt.us



Legislative Audit Division

Financial-Compliance Audit
For the Two Fiscal Years Ended June 30, 1998

Montana Historical Society

Members of the audit staff involved in this audit were John Fine,
Cindy S. Jorgenson, and Jennifer Solem.
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Report Summary

Montana Historical Society

Recommendation #1

Recommendation #2

Recommendation #3

This report contains the results of our financial-compliance audit of the
Montana Historical Society (society) for the two fiscal years ended
June 30, 1998. The previous audit report contained three
recommendations to the society. The society implemented all three
recommendations.

This report contains three recommendations. The recommendations
address areas where the society can improve compliance with state law.

We issued an unqualified opinion on the financial schedules contained in
this report. This means the reader can rely on the presented financial
information and the supporting data on the Statewide Budgeting and
Accounting System.

The listing below serves as a means of summarizing the
recommendations contained in the report, the agency’s response thereto,
and a reference to the supporting comments.

We recommend the society request the Department of Revenue

transfer $45,000 to the historic preservation and development

account for reimbursement of the Fort Peck grant paid by the

SOCIOEY vt e Page 5
Agency Response: Concur. See page B-3.

We recommend the society establish procedures to ensure

state property is not transferred to another entity

without proper compensation to the state. . . ................. Page 7

Agency Response: Concur. See page B-3.

We recommend the society establish rules governing acquisition
of historic sites in accordance with state law. ................ Page 7

Agency Response: Concur. See page B-4.

Page iii



Introduction

General

Background

We performed a financial-compliance audit of the Montana Historical
Society (society) for fiscal years 1996-97 and 1997-98. The objectives
of the audit were to:

1. Determine if the society complied with applicable laws and regula-
tions.

2. Make recommendations, if necessary, for improvement in the
management and internal controls of the society.

3. Determine if the society's financial schedules present fairly the
results of operations for the two fiscal years ended June 30, 1998.

4.  Determine the status of the prior audit recommendations.

This report contains three recommendations to the society. Other areas
of concern deemed not to have a significant effect on the successful
operations of the society are not specifically included in the report, but
have been discussed with management. In accordance with section
5-13-307, MCA, we analyzed the cost of implementing the recom-
mendations contained in this report and determined it was not
significant.

Since its founding in 1865, the society has had as its primary goal to
preserve and interpret Montana and western American history. The
society conducts its operations in the following programs.

Administration - The administration program provides supervision and
coordination for all programs of the society. Activities include public
information, accounting and business management, financial reporting,
fund-raising, and security and building management. The program also
provides education and tours for the public.

Library - This program incorporates three functional sections: the
library, the archives, and the photograph archives. The staff is
responsible for collecting, organizing, preserving, and assisting the
public and the staff of other society programs in the use of research
material.

Museum - The museum collects fine art, and historical archeological and
ethnological artifacts that pertain to Montana and its adjoining
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Introduction

Page 2

geographic region. In addition to caring for the society's museum
collections, program staff conduct research, produce exhibits, sponsor
public programs, answer reference requests from the public and provide
technical assistance to other museums.

Publications - This program consists of three arcas: Montana, The
Magazine of Western History, the Montana Historical Society Press,
and the Montana Historical Society Museum Store. Montana, The
Magazine of Western History assists the society in fulfilling its statutory
mission of preserving Montana history and providing educational
outreach. The publications program is responsible for managing the
society's museum gift shop. The Museum Store operates in response to
public demand primarily through direct mail to a broad base of people
interested in western history. The proceeds from the store supports the
Montana Historical Society Press.

Historic Sites Preservation - This program provides assistance to people
in the state to preserve significant historic and prehistoric buildings and
sites. Society staff are available to provide advice, assistance, and
support to people with these sites in their ownership or care.

Heritage Commission - This program is responsible for managing the
state-owned properties in Virginia City and Nevada City. The purchase
of these two cities included numerous buildings, hotels, retail
operations, theaters, rental homes, one and a half miles of railroad track,
a train engine and railroad cars, many old vehicles, and thousands of
artifacts.

Lewis & Clark Commission - This program is responsible for
coordinating and promoting observance of Montana’s bicentennial
commemoration of the Lewis and Clark Expedition and the importance
of the roles played by Montana’s Indian people to the Lewis and Clark
Expedition. The commission may cooperate with national, regional,
statewide, and local events promoting the bicentennial; plan and
coordinate events; engage in fund-raising activities, and promote public
education concerning the Lewis and Clark Expedition and the history
and culture of Montana’s Indian people at the time of the Lewis and
Clark Expedition.



Prior Audit Recommendations

Prior Audit The previous audit report for the two fiscal years ended June 30, 1996,

Recommendations contained three recommendations regarding the misclassification of
grant expenditures, improper expenditure abatements, and timely
deposit of donations. The society implemented all three
recommendations.
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Findings and Recommendations

Fort Peck Center

Liquor Licenses

The Montana Historical Society purchased Virginia and Nevada Cities
in fiscal year 1996-97. Section 15-65-121, MCA, directed the deposit
of $400,000 from accommodations tax collections into the Montana
Heritage Preservation and Development Account for the restoration,
maintenance, and operation of these historic properties.

This section also required $45,000 be transferred to the Department of
Commerce for a grant to the Fort Peck interpretive center. The law
specified this one time transfer be made on July 1, 1997.

Although the law does not require distribution of accommodations tax
by the society, the society transferred the $45,000 from its historic
preservation and development account. The law directs the one time
transfer be made from the accommodations tax proceeds. Therefore, the
society should recover the amount transferred for the grant from
accommodations tax collections.

Recommendation #1

We recommend the society request the Department of Revenue
transfer $45,000 to the historic preservation and development
account for reimbursement of the Fort Peck grant paid by the
society.

In May 1997, the Montana Heritage and Preservation Development
Commission (commission) purchased real and personal property located
in Virginia City and Nevada City from Bovey Restorations, Inc. As part
of the purchase, the commission obtained a security interest in two all-
beverage liquor licenses and one on-premises consumption beer license
with a combined estimated fair market value of approximately
$150,000. The all-beverage liquor licenses were used in the operation
of the Wells Fargo Coffeehouse and the Bale of Hay Saloon. The on-
premises consumption beer license was used in the operation of the
Brewery.
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Findings and Recommendations

Page 6

Although the commission had a security interest in these licenses, it
could not meet the requirements established in section 16-4-401, MCA,
to be a legal holder. As a result, the commission had 180 days to
transfer the licenses to a legal holder. The commission chose to transfer
one all-beverage and the on-premises consumption beer license to the
Montana Historical Society Foundation (foundation). Since state law
prohibits a qualified entity from holding more than one all-beverage
license, the other all-beverage license was transferred to the Daly
Mansion Preservation Trust (trust). The trust administers the Daly
Mansion under contract with the society. The Department of Revenue
approved the transfer of the licenses to these two private nonprofit
organizations. Society personnel indicated they have a verbal agreement
with these organizations that the licenses will be returned in the event
state law is modified to allow the commission to hold these licenses.
Society personnel stated legislation to allow the commission to hold
these licenses and to transfer the licenses to the commission has been
proposed to the 1999 Legislature.

We reviewed available records related to the transfer of these licenses.
The records indicate the commission authorized the transfer of
ownership of two all-beverage licenses and one on-premises
consumption beer license to private nonprofit organizations without
compensation for the value of those assets or without a written
agreement for the return of those assets. The verbal agreements
between the commission and the foundation and the trust do not
adequately protect the state’s interest in these licenses in the event
legislation is passed allowing the commission to operate the licenses.

The commission, as a part of the society, has a fiduciary responsibility
to protect the state’s interest in properties purchased in accordance with
section 22-3-1001, MCA. We believe the commission should establish
procedures which will protect the state’s interest in any properties
purchased under authority of the legislature.



Findings and Recommendations

MT Heritage
Commission Rules

Recommendation #2

We recommend the society establish procedures to ensure state
property is not transferred to another entity without proper
compensation to the state.

Section 22-3-1003, MCA, requires the Montana Heritage Preservation
and Development Commission (commission) of the society to adopt
rules for making acquisitions. The rules shall consider whether the
property represents the state’s culture and history, can become self-
supporting, contributes to the economic and social enrichment of the
state, lends itself to programs to interpret Montana history, and creates
significant social and economic impacts to affected local governments
and the state. The commission can consider any other matters they
deem necessary and appropriate.

Society personnel stated the purchase of Virginia City and Nevada City
have taken a lot of time and attention. Additionally, since the society
had not purchased any properties previously and has no immediate plans
to do so, the society delayed establishing rules for acquisitions. We
believe the society should establish these rules for use when the need

arises as required by law.

Recommendation #3
We recommend the society establish rules governing acquisition of
historic sites in accordance with state law.
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Scott A. Seacat, Legislative Auditor
John W. Northey, Legal Counsel
Tori Hunthausen, IT & Operations Manager

Deputy Legislative Auditors:
Jim Pellegrini, Performance Audit
James Gillett, Financial-Compliance Audit

INDEPENDENT AUDITOR'S REPORT

The Legislative Audit Committee
of the Montana State Legislature:

We have audited the accompanying Schedules of Changes in Fund Balances, Schedules of Total Revenues &
Transfers-In, and Schedules of Total Expenditures & Transfers-Out of the Montana Historical Society for
each of the fiscal years ended June 30, 1997 and 1998. The information contained in these financial
schedules is the responsibility of the society's management. Our responsibility is to express an opinion on
these financial schedules based on our audit.

We conducted our audit in accordance with generally accepted auditing standards. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial schedules are
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosure in the financial schedules. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial schedule presentation.
We believe that our audit provides a reasonable basis for our opinion.

As described in note 1, the financial schedules are presented on a comprehensive basis of accounting other
than generally accepted accounting principles. The schedules are not intended to be a complete presentation
and disclosure of the society’s assets, and liabilities and cash flows.

In our opinion, the financial schedules referred to above present fairly, in all material respects, the results of
operations and changes in fund balances of the Montana Historical Society for each of the fiscal years ended
June 30, 1997 and 1998, in conformity with the basis of accounting described in note 1.

Respectfully submitted,
(Signature on file)

James Gillett, CPA
Deputy Legislative Auditor

January 22, 1999

Room 135, State Capitol Building, PO Box 201705 Helena MT 59620-1705
Phone (406) 444-3122 FAX (406) 444-9784 E-Mail lad@state.mt.us Page A-3
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Notes to the Financial Schedules
For the Two Fiscal Years Ended June 30, 1998

1. Summary of Significant

Accounting Policies

Basis of Accounting

Basis of Presentation

Governmental Funds

The society uses the modified accrual basis of accounting, as defined by
state accounting policy, for its Governmental and Expendable Trust
Funds. In applying the modified accrual basis, the society records:

Revenues when it receives cash or when receipts are measurable
and available to pay current period liabilities.

Expenditures for valid obligations when the society incurs the
related liability and it is measurable, with the exception of the cost
of employees' annual and sick leave. State accounting policy
requires the society to record the cost of employees' annual leave
and sick leave when used or paid.

The society uses accrual basis accounting for Proprietary and
Nonexpendable Trust Funds. Under the accrual basis, as defined by
state accounting policy, the society records revenues in the accounting
period earned when measurable and records expenses in the period
incurred when measurable.

Expenditures and expenses may include entire budgeted service
contracts even though the society receives the services in a subsequent
fiscal year, goods ordered with a purchase order before fiscal year-end,
but not received as of fiscal year-end, and equipment ordered with a

purchase order before fiscal year-end.

The financial schedule format is in accordance with the policy of the
Legislative Audit Committee. The financial schedules are prepared
from the transactions posted to the Statewide Budgeting and Accounting
System (SBAS) without adjustment.

Accounts are organized in funds according to state law. The society
uses the following funds:

General Fund - to account for all financial resources except those

required to be accounted for in another fund.
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2.

Notes to the Financial Schedules

Proprietary Funds

Fiduciary Funds

General Fund Balance

Page A-12

Special Revenue Fund - to account for proceeds of specific revenue
sources legally restricted to expenditures for specific purposes. Society
Special Revenue Funds include federal assistance programs, historic

sites and signs programs, and donations.

Enterprise Fund - to account for operations (a) financed and operated
in a manner similar to private business enterprises, where the
Legislature intends that the agency finance or recover costs primarily
through user charges; or (b) where the Legislature has decided that
periodic determination of revenues earned, expenses incurred or net
income is appropriate. The society Enterprise Fund includes the
publication program which includes merchandise and magazine sales,
Historical Society Press operations, and library and museum photocopy

revenue.

Trust Funds - to account for assets held by the state in a trustee
capacity or as an agent for individuals, private organizations, other
governments or other funds. The society records private donations
established as trusts which permit spending of the principal in the
Expendable Trust Fund. The society records private donations which
permit spending only earnings from investments in the Nonexpendable
Trust Fund.

The negative fund balance in the General Fund does not indicate
overspent appropriation authority. Each agency does not have a
separate General Fund since its only authority is to pay obligations from
the statewide General Fund within its appropriation limits. Each agency
records cash or other assets from the statewide fund when it pays
General Fund obligations. The society’s outstanding liabilities exceed
the assets the agency has placed in the fund, resulting in negative ending
General Fund balances for each of the two fiscal years ended June 30,
1997 and June 30, 1998.



3.

Notes to the Financial Schedules

Cash Transfers In

Virginia and Nevada Cities
Purchase

Revenue Estimate

The society spends its General Fund appropriation throughout the year.
At year end the Department of Administration makes a cash transfer to
the society’s general fund to cover these expenditures. These cash
transfers were $1,459,839 and $1,478,552 in fiscal years 1996-97 and
1997-98, respectively. The society also received a Cash Transfer In of
$3,912,500 in the Special Revenue Fund from the Cultural and
Aesthetic Trust in fiscal year 1996-97 for the purchase of Virginia City
and Nevada City.

In May of 1997, the society purchased Virginia City and Nevada City.
The total purchase price was $6,493,237 and was financed through the
issuance of general obligation bonds and a transfer from the Cultural
and Aesthetic Trust. The transfer from the trust was received in fiscal
year 1996-97 and amounted to $3,912,500. The transfer appears on the
fiscal year 1996-97 Schedule of Changes in Fund Balance as a Cash
Transfer In. The proceeds of the bonds were received in fiscal year
1997-98 in the amount of $3,912,500. The bond proceed revenue
appears on the fiscal year 1997-98 Schedule of Total Revenues and
Transfers-In as “Other Financing Sources” in the Special Revenue Fund
and on the Schedule of Changes in Fund Balances as “Budgeted
Revenues and Transfers-In.” The purchase occurred in fiscal year
1996-97 and appears as Capital Outlay and Equipment and Intangible
Assets expenditures in the Administration Program on the fiscal year
1996-97 Schedule of Total Expenditures and Transfers-Out.

The $3,912,500 transfer from the Cultural and Aesthetic Trust for the
purchase of Virginia City and Nevada City was estimated as an “Other
Financing Source.” The society did not record the funds as revenue, but
as a cash transfer to more accurately reflect the transaction. The cash
transfer shows up on the fiscal year 1996-97 Schedule of Changes in
Fund Balance as a “Cash Transfer-In” in the Special Revenue Fund. It
is not included as revenue on the Schedule of Total Revenues and
Transfers-In. As a result, on the fiscal year 1996-97 Schedule of Total
Revenues and Transfers-In, in the Special Revenue Fund, the “Other
Financing Sources” revenue class is under the estimate by $3,914,932.
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6.

7.

8.

Notes to the Financial Schedules

Restatement of Investments

Program Additions

Negative Expenditures

Page A-14

As a result of implementation of the Governmental Accounting
Standards Board (GASB) Statement No. 31 - Accounting and Financial
Reporting for Certain Investment and External Investment Pools,
effective July 1, 1997, the investments held by the society for their trust
funds had to be restated to fair value as of June 30,1997. This resulted
in direct entries to fund balances on the fiscal year 1997-98 Schedule of
Changes in Fund Balance in the Expendable and Nonexpendable Trust
Funds of $159,821 and $544,782, respectfully.

In fiscal year 1997-1998, there were two program additions to the
Schedule of Total Expenditures and Transfers-Out. A Heritage
Commission Program was added to account for the activity associated
with the purchase, restoration, and maintenance of Virginia City and
Nevada City. The other addition is the Lewis and Clark Commission
Program which was added to coordinate and promote observance of
Montana’s bicentennial commemoration of the Lewis and Clark
Expedition.

The purchase of Virginia City and Nevada City occurred in fiscal year
1996-97. At this time there was not a separate program set up to
account for the activity. The purchase was recorded in the
Administration Program on the fiscal year 1996-97 Schedule of Total
Expenditures and Transfers-Out. In fiscal year 1997-98, after a
separate program was set up specifically for the Virginia City and
Nevada City activity, society personnel moved the activity from the
Administration Program to the Heritage Commission Program. The
negative expenditures recorded in the Administration Program for
Equipment and Capital Outlay of $3,492,165 and $3,000,572,
respectively, on the fiscal year 1997-98 Schedule of Total Expenditures
and Transfers-Out, reflects the movement of prior year expenditures.
Likewise, these Equipment and Capital Outlay expenditures show up in
the Heritage Commission Program. The transaction was recorded on
SBAS in fiscal year 1997-98, but does not reflect current year
expenditures. They are the movement of prior year expenditures.



9.

Notes to the Financial Schedules

Related Party Transactions

The Montana Historical Society Foundation (foundation), exists to
promote, assist, and benefit the operations of the Montana Historical
Society and the library, museums, art galleries, and other facilities
operated and maintained by the society. The foundation may also advise
and assist the trustees of the society regarding fund-raising activities.

Members of the Board of Directors of the foundation are to include the
current president of the Board of Trustees (board) of the Montana
Historical Society or a designated representative from the board. The
Board of Directors may authorize an agent from the society to enter into
contracts on behalf of the foundation and the director of the Montana
Historical Society may be one of the two signatures required on certain
checks, orders for payment, or other notices of indebtedness of the
foundation.

During the audit period, the society entered into two contracts with the
foundation for the lease of two buildings in Virginia City. Under the
agreements, the foundation leased these two buildings in order to
operate the liquor licenses transferred to it by the society after purchase
of the historical properties. The foundation agreed to pay the Montana
Heritage and Preservation Commission of the society fifty percent of the
net revenues from operating the licenses as payment for the lease, use,
and operation of the premises.
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‘Montana HisToricaL SocIETY

225 No. ROBEKIS ¢ POB0x201201 ¢ HELENA, Mr 59620-1201- % (406) 444-2694 % FAX'(406) 444-2696 ¢ WWW . HIST . MT. GOV

© March23,1999 -

- Scott A. Sedcat . .
Legislative - Audit Division
~P.O. Box 201705
"Helena, MT 59620-1705

Dear Mr. Séacat:
L The followmg isa response to the recommendatlons in the Financial Compllance Audit for the
two'years ending Fiscal Year 1998. o ' . o

Recommendaion#1 e o

' We recommend the Society requests that the Department of Revenue transfer $45,000 to the
historic preservatlon and development account for reimbursement of the Fort Peck grant paid by
~ the Society. - : ;

The Soclety concurs w1th thls recommendatlon and has requested the transfer of $45 OOO from-
the Department of Revenue
Recommendation #2 N .

‘ We recommend the Soc1ety estabhsh procedures to ensure state property is not transferred to

\ another entlty without proper compensatlon to the state.

The Socwty concurs with this recommendatlon When the state purchased Virginia City and
Nevada City, the state was unable to own the three liquor licenses according to state law. At this
time, the Society had no alternative but to transfer the licenses from Bovey. Enterprises to the
‘Montana Historical Society Foundation and the Daly Mansion Preservation Trust. The Society

- was performing their fiduciary responsrblhty to protect these state assets until a time when the

- state could own them.- If this-was not done the licenses would have been lost to the state.

- Currently Senate B111 386 has passed both houses of the leglslature. ThlS bill will transfer the
) ownership of the three licenses to the Montana heritage preservation and development
commission. The Society has done all within its power to safeguard these assets.

The Society follows established procedures to insure state property is not transferred to another
entity without proper compensation to the state ‘These 11censes could never be owned by the

' state to mak a transfer.
¢ Page B-3



- March 23, 1999 ’ C -
- Pagez ‘ . . 3 . - ) Lo- -

We recommend the Soc1ety estabhsh rules govermng acqms1t10ns of hlstonc sites in accordance
‘with state law : :

~ The Soc1ety concurs with this recommendatxon and w111 begm the process of estabhshmg rules.

Slncerely, | : ‘ . ‘ L

Soneon €. W&w BT
Sharon C. McCabe o '

‘Interim Diréctor .

© SM/rc

!
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