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FINANCIAL-COMPLIANCE AUDITS

Financialcompliance 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. Financialcompliance audit staff members
hold degrees with an emphasis in accounting. Most staff members hold Certified Public
Accountant (CPA) certificates.

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, 2003, will be
issued by March 31, 2004. The Single Audit Report for the two fiscal years ended June 30, 2001,
was issued on March 26, 2002. 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 160, 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 John Cobb Representative Joe Balyeat

Senator Jim Elliott Representative Dee Brown

Senator John Esp Representative Hal Jacobson

Senator Dan Harrington Representative John Musgrove

Senator Corey Stapleton Representative Jeff Pattison, Vice Chair

Senator Jon Tester, Chair Representative David Wanzenried




LEGISLATIVE AUDIT DIVISION

Scott A. Seacat, Legislative Auditor
John W. Northey, Legal Counsel

Deputy Legislative Auditors:

Jim Pellegrini, Performance Audit

Tori Hunthausen, IS Audit & Operations
James Gillett, FinancialCompliance Audit

February 2003

The Legislative Audit Committee
of the Montana State Legislature:

This report is the result of our financiakcompliance audit of the Montana Historical Society, including
the Montana Heritage Preservation and Development Commission and the Montana Lewis and Clark
Bicentennial Commission, for the two fiscal years ended June 30, 2002. Included in this report are four
recommendations to the Historical Society and Heritage Commission to improve operations for
associated programs.

The written responses to the audit recommendations are included at the end of the audit report. We
thank the Historical Society, Heritage Commission, Bicentennial Commission, and their staff for the
assistance and cooperation provided during the audit.

Respectfully submitted,
(Signature on File)

Scott A. Seacat
Legislative Auditor

Room 160, State Capitol Building PO Box 201705 Helena, MT 59620-1705
Phone (406) 444-3122 FAX (406) 444-9784 E-Mail lad@state.mt.us
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FinancialF-Compliance Audit
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Montana Historical Society

Members of the audit staff involved in this audit were Cindy S.
Jorgenson and Hollie Koehler.
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Report Summary

Montana Historical
Society

Recommendation #1

Recommendation #2

This report documents the results of our financialcompliance audit
of the Montana Historical Society (Society), including the Montana
Heritage Preservation and Development Commission (Heritage
Commission) and the Montana Lewis and Clark Bicentennial
Commission for the two fiscal years ended June 30, 2002. The
previous audit report contained 11 recommendations. Of these, eight
were implemented, two were partially implemented, and one is no
longer applicable.

This report contains four recommendations. The recommendations
address areas where the Society and Heritage Commission can
improve compliance with federal and state laws and regulations and
Society policies.

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 state’s
accounting records.

The listing below serves as a means of summarizing the
recommendations contained in the report, the responses thereto, and

a reference to the supporting comments.

We recommend the Heritage Commission work with the
Society to comply with federal cash management
TEQUITEIMEIIES. .....evvvveeeeeeeeeseiarrreeeeeeeseensansreraeeessassnnsseneeeaessessansnseeees 6

Commission Response: Concur. See page B-7

We recommend the Society and the Heritage Commission
establish procedures to ensure purchasing cards are used in
accordance with State POlICY. ......ccevveeiiriiiiieeeeeeiiiiie e 6

Society and Commission Response: Concur. See pages B-3 & B-7.
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Report Summary

Recommendation #3 We recommend the Society comply with policies governing

the management of its collections and loaned items.........................

Society Response: Concur. See page B-3.

Recommendation #4 We recommend the Society establish procedures to ensure

accounting transactions are properly coded.............ccccceeeiiiiiiinen.

Society Response: Concur. See page B-4.
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Introduction

General

Montana Historical
Society Background

We performed a financialcompliance audit of the Montana
Historical Society (Society), including the Montana Heritage
Preservation and Development Commission (Heritage Commission)
and the Montana Lewis and Clark Bicentennial Commission
(Bicentennial Commission), for the two fiscal years ended June 30,
2002. The objectives of the audit were to:

1. Determine if the Society, Heritage Commission, and Bicentennial
Commission complied with applicable laws and regulations.

2. Make recommendations, if necessary, for improvement in the
management and internal controls of the Society, Heritage
Commission, and Bicentennial Commission.

3. Determine if the financial schedules present fairly the results of
operations for the two fiscal years ended June 30, 2002.

4. Determine the status of the prior audit recommendations.

This report contains four recommendations to the Society and
Heritage Commission. Other areas of concern deemed not to have a
significant effect on the successful operations of the Society,
Heritage Commission, and Bicentennial Commission 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 recommendations contained in
this report and determined that it was not significant.

The Historical Society of Montana was originally organized under
the provisions of an act of the Legislative Assembly of the Territory
of Montana in 1865. The Society received its first appropriation
from the state of Montana in 1891. "An act to Perpetuate the
Historical Society of the State of Montana," approved in 1949,
established the Society as an agency of state government. The
purpose of the Historical Society is to protect, preserve, and interpret
Montana and western American history for the use of the public.
The Society conducts its operations in the following programs:
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Introduction

Page 2

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.

Library: This program incorporates three functional sections: the
library, the archives, and the photograph archives. The staff is
responsible for collecting, organizing and preserving historical
photos, books, and other research materials relevant to Montana.
The staff also assists 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
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. The museum
also provides education and tours for the public.

Publications : This program consists of three areas: 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 store. 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 support the Montana Historical Society Press. The Montana
Historical Society Press publishes books on the history of Montana
and the northern plains.

Historic Sites Preservation: This program provides assistance to

people in the state to preserve significant historic and prehistoric
buildings and sites. Society staff is available to provide advice,



Introduction

Heritage Commission
Background

Lewis and Clark
Bicentennial Commission

Background

assistance, and support to people with these sites in their ownership

or carc.

The Society also performs certain administrative duties for the
Heritage Commission and Bicentennial Commission as provided by
the enabling legislation for the commissions. In this capacity, the
Society directs and supervises commission budgeting, record
keeping, reporting and related administrative and clerical functions.
The Society also collects and deposits revenue, provides staff,
submits reports and budget requests, and distributes required notices,
rules or orders on behalf of the commissions. The Director of the
Historical Society is responsible for representing the commissions in
communications with the Governor.

The 1997 Legislature established the Heritage Commission for the
purpose of acquiring properties, on behalf of the State, which possess
outstanding historical value, exceptional qualities worth preserving,
are genuinely representative of the State's culture and history, and
demonstrate the ability to become economically self-supporting. In
May 1997, the Heritage Commission finalized the purchase of
properties in Virginia City and Nevada City. The purchase included
numerous buildings, hotels, retail operations, theaters, rental homes,
one and a half miles of railroad track, a locomotive and railroad cars,
many old vehicles, and thousands of artifacts. Since the purchase,
the Heritage Commission has operated these properties as an open-
air museum. A private individual donated historic Reeder’s Alley in
Helena to the Heritage Commission in January 2002. By law, the
Heritage Commission is attached to the Historical Society for

administrative purposes.

The 1997 Legislature established the Bicentennial Commission
“...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
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Prior Audit
Recommendations

Page 4

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. By law, the
Bicentennial Commission is administratively attached to the
Historical Society. Its existence terminates December 31, 2007.

We determined the status of the 11 prior audit recommendations
directed to the Historical Society, Bicentennial Commission, and
Heritage Commission. One recommendation related to reporting and
recording exchange transactions is no longer applicable. Of the
recommendations still applicable, the Society and commissions
implemented eight and partially implemented two. The following
paragraphs discuss the recommendations that have not been fully
implemented.

The Heritage Commission has not complied with the cash
management provisions applicable to its historical preservation
federal award, but has resolved the need for repayment of interest
earned on this award. Refer to page 5 for a discussion regarding

compliance with the cash management provisions.

The Heritage Commission did not fully implement controls to ensure
federal financial and performance reports are submitted in
accordance with federal regulation. We determined that during the
audit period the Heritage Commission submitted the required
performance reports but submitted the required financial reports on
an annual rather than a quarterly basis. We discussed the need for
quarterly financial reports with Heritage Commission personnel and

make no further recommendation at this time.



Findings and Recommendations

Heritage Commission
Cash Management

During fiscal year 1999-00, the Heritage Commission received a
federal award of $1 million for historic preservation activities at
Virginia City including construction, improvement, and repair or
replacement of physical facilities. Federal regulations and the grant
agreement signed by the Heritage Commission require the Heritage
Commission to ensure minimal time elapses between the request for
and use of federal funds. Disbursement of federal cash should occur
within days of the related cash receipts.

In the prior audit, we reported that the Heritage Commission was not
complying with federal cash management requirements applicable to
the federal award. During the current audit, we determined the
Heritage Commission continued to not comply with the federal cash
management regulations. The Heritage Commission received the
entire $1 million in October 1999. The Heritage Commission
incurred expenditures of $173,782 in fiscal year 1999-00, $313,448
in fiscal year 2000-01, and $318,554 in fiscal year 2001-02. At June
30,2002, $194,216 of the federal award was not yet expended.
Disbursement of federal cash has not occurred within days of the
related cash receipts.

The Heritage Commission has applied for additional federal funding.
Continued non-compliance with federal cash management
requirements can result in additional restrictions being placed on the
Heritage Commission. Federal regulations indicate that when the
award recipient does not demonstrate a willingness and ability to
maintain procedures for minimizing the time elapsing between the
receipt and disbursement of federal cash, the federal grantor agency
may require cash draws be made on a reimbursement rather than an
advance basis. We believe restrictions of this nature will
significantly impact the Heritage Commission’s ability to conduct
historic preservation activities at Virginia City. The Heritage
Commission should work with the Historical Society to minimize the
amount of federal cash on hand for this award and future awards in
order to prevent additional restrictions from being placed on their
operations.
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Findings and Recommendations

Recommendation #1

We recommend the Heritage Commission work with the

Society to comply with federal cash management requirements.

Purchasing Card

The Historical Society and the Heritage Commission utilize the
state’s purchasing card program. The purchasing card allows an
agency to efficiently purchase small dollar items. State policy
establishes guidelines state employees must follow when utilizing
the card. State employees are prohibited from using the card for any
state-related lodging in excess of the authorized limits or for any
meals.

We reviewed employee use of purchasing cards in fiscal year
2001-02. We noted employees used the cards to purchase meals
costing $9,051 during the fiscal year. In addition, we identified six
instances where hotel payments exceeded the authorized limits by a
total of $147. Employees weren’t aware of the limitations
established through state policy. The Society and the Heritage
Commission should provide the purchasing card policies to
employees for their reference and review purchasing card
transactions to ensure compliance with state policy.

Recommendation #2

We recommend the Society and the Heritage Commission
establish procedures to ensure purchasing cards are used in

accordance with state policy.

Historical Treasures

Page 6

The Society collects fine art and historical archeological and
ethnological artifacts pertaining to Montana and its adjoining
geographic region. Currently, the museum’s collection contains over
47,000 items. In addition, the Society administers a loan program
whereby private citizens loan historical treasures to the Society for
exhibit or research. The Society has established policy to ensure
historical treasures owned by or on loan to the state of Montana are
secured and properly managed. The following paragraphs describe
instances where the Society is not complying with its policy.



Findings and Recommendations

Loans

Accession Cards

Society policy requires agreements be established when private
citizens loan historical treasures to the state of Montana on a
temporary basis. The loan agreements must be signed by the lender,
specify the period of the loan, establish the insured value of the item
on loan, and document other pertinent information relative to the use
and care of the item. The loan period may not exceed one year
unless both parties renew the agreement.

We reviewed a sample of 30 loan agreements and noted that Society
personnel are not consistently following the loan policy. Of the
agreements reviewed, six were expired by as many as six years, two
did not contan the lender’s signature, and two did not identify an
insured value for the item on loan. The Society assumes the liability
of loss for all items on loan, up to the value documented on the loan
agreement. When loan agreements are not properly documented or
renewed, there is confusion over who is financially responsible for
the items. As long as the Society has the items in its possession, it
may be held liable for damage or loss regardless of the status of the
loan agreement. Society personnel should ensure all loan
agreements are current in order to clearly establish responsibility for
the items.

Society policy directs its employees to prepare an accession card for
each historical treasure that is either owned by or on loan to the state
of Montana. The accession cards contain a detailed description of
each item and its location. The cards are required to be accurate and
complete.

We reviewed the accession cards for eight historical treasures. We
noted that two of these cards did not list the current location of the
related item. The risk of undetected loss or theft increases when
supporting documentation is not accurate and complete. Society
personnel indicated they are in the process of converting from a
manual to an automated system for maintaining data on each
historical treasure. Society personnel also indicated that due to a
lack of resources, volunteers are being utilized to complete the
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Findings and Recommendations

conversion. The Society should ensure the information maintained
on each item in its collections is accurate and complete.

Recommendation #3

We recommend the Society comply with policies governing the
management of its collections and loaned items.

Accounting Errors

Page 8

During the audit, we identified several accounting transactions on the
Statewide Accounting, Budgeting, and Human Resources System
(SABHRS) that are not in accordance with generally accepted
accounting principles (GAAP). State law requires the department to
input all necessary transactions before the end of the fiscal year to
present the receipt, use, and disposition of all money and property,
for which it is accountable, in accordance with GAAP. The
Department of Administration establishes state accounting policy to
implement this law. The following paragraphs describe the instances
noted.

» At June 30, 2000, the Society deferred the portion of the
Heritage Commission’s federal funds that were not yet earned.
In fiscal year 2000-01, the Society reduced the deferred revenue
balance for the amount of revenue earned during the fiscal year.
Society personnel coded the transaction as a prior year revenue
adjustment. This type of transaction should not be used to record
current activity. Prior year revenue adjustments are overstated
by $826,218 and non-budgeted revenues are understated by
$826,218 in the Special Revenue Fund on the Schedules of Total
Revenues & Transfers-In and Changes in Fund Balances for the
fiscal year ended June 30, 2001. Society personnel indicated that
the SABHRS reports available to them do not provide for easy
review of transactions.

» Visitors to Virginia and Nevada Cities pay fees to enjoy the
music machines, railroad, and the open air-museum. The
Heritage Commission records these revenues on SABHRS as
Rentals, Leases, and Royalties rather than Charges for Services.
Under state accounting policy, revenues should be recorded as
Charges for Services when a service is provided to individuals.
The Rentals, Leases, and Royalties revenue class is used for
revenues derived from renting or leasing state property, such as
buildings or equipment, to others. On the Schedule of Total



Findings and Recommendations

Revenues & Transfers-In, Charges for Services revenue is
understated and Rentals, Leases, and Royalties revenue is
overstated in the Special Revenue Fund by $107,584 in fiscal
year 2000-01 and $109,429 in fiscal year 2001-02. Society
personnel agreed that this revenue should be recorded as Charges
for Services.

During fiscal year 2001-02, the Society used a revenue subclass
rather than an expenditure subclass to record three expenditure
abatement transactions totaling $(55,630). The effect of the three
transactions is shown on the fiscal year 2001-02 Schedule of
Total Expenditures & Transfers-Out under the column title ROS.
In SABHRS, each transaction must contain a subclass. While
some subclasses are tied to appropriations, others represent non-
budgeted activity. Society personnel relied on SABHRS edits to
prevent the revenue subclass errors from occurring. However, no
edit exists within SABHRS to ensure the subclass is appropriate
when the activity is non-budgeted.

Society personnel should establish procedures to more thoroughly
review accounting transactions prior to submitting them for
processing. This may involve reviewing summary reports available
within SABHRS on a routine basis to assist in identifying activity
that was not recorded as intended.

Recommendation #4
We recommend the Society establish procedures to ensure

accounting transactions are properly coded.
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LEGISLATIVE AUDIT DIVISION

T3

Scott A. Seacat, Legislative Auditor - " Deputy Legislative Auditors:
John W. Northey, Legal Counsel (B < Q'i Jim Pellegrini, Performance Audit
5 : ;;;‘ Tori Hunthausen, IS Audit & Operations

James Gillett, FinancialCompliance 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, 2002 and 2001. The information contained
in these financial schedules is the responsibility of the Montana Historical 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 auditing standards generally accepted in the United States of
America. 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 accounting princples generally accepted in the United States of America. The schedules are
not intended to be a complete presentation and disclosure of the Society’s assets, 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, 2002 and 2001, in conformity with the basis of accounting described in note 1.

Respectfully submitted,
(Signature on File)

James Gillett, CPA
December 10, 2002 Deputy Legislative Auditor
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Montana Historical Society

Notes to the Financial Schedules
For the Two Fiscal Years Ended June 30, 2002

Summary of Significant
Accounting Policies

Basis of Accounting

Basis of Presentation

The Montana Historical Society (Society) uses the modified accrual
basis of accounting, as defined by state accounting policy, for its
Governmental fund category (General, Special Revenue, and
Permanent). 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 its Proprietary
(Enterprise) fund category. 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 state's accounting system without
adjustment.
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Notes to the Financial Schedules

Governmental Fund
Category

Proprietary Fund Category
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The 2001 Legislature modified the fund structure established in
section 17-2-102, MCA, to implement the changes made to generally
accepted accounting principks (GAAP) by Governmental
Accounting Standards Board (GASB) Statement 34. These changes
were effective July 1, 2001. Society accounts are organized in funds
according to state law applicable at the time transactions were
recorded. The Society uses the following funds:

General Fund - to account for all financial resources except those
required to be accounted for in another fund.

Special Revenue Fund - to account for proceeds of specific revenue
sources (other than private purpose trusts or major capital projects)
that are legally restricted to expenditures for specific purposes. In
fiscal year 2000-01, some of this activity was reported in an
Expendable Trust Fund. Society Special Revenue Funds include
federal programs, the historic sites and signs program, and donations.
The Montana Heritage Preservation and Development Commission
(Heritage Commission) and Montana Lewis and Clark Bicentennial
Commission (Bicentennial Commission) operations are also
accounted for in the Special Revenue Fund.

Permanent Fund - to account for financial resources that are legally
restricted to the extent that only earnings, and not principal, may be
used for purposes that support the Society’s programs. In fiscal year
2000-01 this activity was reported in the Nonexpendable Trust Fund.
The Society uses this fund for private donations for which the donor
permitted the use of investment earnings on the donation, but
prohibited the use of the donation itself.

Enterprise Fund - to account for operations (a) financed and
operated in a manner similar to private business enterprises, where
the Legislature intends that the department 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 for capital maintenance, public
policy, management control, accountability, or other purposes.



Notes to the Financial Schedules

2. General Fund Balance

3. Expenditure Program
(Subclass)

Non-Budgeted Activity
(Subclass)

Expenditures With R05
(Subclass)

Society Enterprise Funds include the publications program, which
includes merchandise and magazine sales; Historical Society Press
operations; and library and museum photocopy revenue.

The negative fund balance in the General Fund does not indicate
overspent appropriation authority. Each agency has authority to pay
obligations from the statewide General Fund within its appropriation
limits. Each agency expends 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, 2002 and 2001.

As part of the implementation of a new accounting system in fiscal
year 1999-00, state officials determined that a subclass designation
would identify the program to which expenditures should be
charged. State officials did not require non-budgeted expenditure
transactions to be identified to a subclass. The program designations
in the Schedules of Total Expenditures & Transfers-Out are based on
the sub-class designation used when the expenditures were recorded.
The accounting system did not require agencies to code non-
budgeted accounts with a subclass code identifying the expenditure
program in which the activity occurred until September 2000. This
new edit requires that all expenditure transactions entered through
the general ledger include a subclass value. This non-budgeted
activity is included in the column titled Program (Subclass) Not
Specified on the Schedule of Total Expenditures & Transfers-Out for
the fiscal year ended June 30, 2001.

During fiscal year 2001-02, there were three expenditure abatement
transactions recorded using a revenue subclass rather than an
expenditure subclass. The effect of the three transactions is shown
on the fiscal year 2001-02 Schedule of Total Expenditures &
Transfers-Out under the column title ROS. Of the operating expenses
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Notes to the Financial Schedules

4. Direct Entries to Fund
Balance

5. Related Party
Transactions
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recorded through the three transactions, $(55,124) and $(506) should
have been charged to the Publications and Administration subclasses,
respectively.

Direct entries to fund balances in the General, Special Revenue,
Enterprise, and Expendable Trust Funds include entries generated by
SABHRS to reflect the flow of resources within individual funds
shared by separate agencies. During both fiscal years 2000-01 and
2001-02, the Society received support for certain programs from
other agencies. In the General Fund, the Society receives support for
its operations. In the Special Revenue Fund, the Society receives an
allocation of the accommodations tax for the historic sites and signs
program as well as for Heritage Commission operations. During
fiscal year 2000-01, the Society established a new trust fund in the
Expendable Trust Fund using moneys previously recorded in the
Special Revenue Fund. The Board of Trustees also approved a gift
from the Expendable Trust Fund to the Enterprise Fund for the
purchase of the bookstore’s new retail sales and accounting system.

The Montana History Foundation (Foundation) exists to promote,
assist, and benefit the operations of the 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. The
Bicentennial and Heritage Commissions have entered into separate
agreements with the Foundation for assistance in fundraising and
related activities. Members of the Board of Directors of the
Foundation are to include the current president of the Historical
Society Board of Trustees (Board) or a designated representative
from the Board. The Board of Directors of the Foundation may
authorize an agent from the Society to enter into contracts on behalf
of the Foundation. Certain checks, orders for payments, or other
notices of indebtedness of the Foundation require two signatories,
one of whom may be the Director of the Montana Historical Society.

The Society and the Bicentennial and Heritage Commissions
received a combined total of $111,471 and $67,490 from the



Notes to the Financial Schedules

6. Volunteers

Foundation in fiscal years 2000-01 and 2001-02, respectively, for
support of programs. In exchange for these services, the Society and
the Bicentennial and Heritage Commissions paid the Foundation
$34,035 in fiscal year 2000-01 and $164,632 in fiscal year 2001-02.

The Society and the Heritage Commission personnel rely on a wide
range of volunteers in accomplishing the purposes assigned to them
in state law. The Society uses volunteers in various capacities,
including but not limited to, operating the museum store, giving
tours, conducting research, creating exhibits, working in the
archives, and providing administrative office assistance. Volunteers
contributed 8,328 and 9,556 hours to the Society in calendar years
2000 and 2001, respectively. The Heritage Commission uses
volunteers primarily for providing tours and carpentry and
maintenance work. Volunteers contributed 4,941 and 4,744 hours to
the Heritage Commission in calendar years 2001 and 2002,
respectively.
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225 North Roberts + BQ. Box 201201 ¢ Helena, MT 59620-1201
+{406) 444-2694 +» FAX (406) 444-2696 + www . montanahistoricalsociety. org

RECE|VED February 13, 2003
FEB 1 4 2003
LEGISLATIVE AUDIT DiV.

Scott A. Seacat, Legislative Auditor
Legislative Audit Division

PO Box 201705

Helena, Mt 59620-1705

RE: Montana Historical Society Audit

Dear Scott:

The response to the audit recommendations for the Montana Historical Society are as follows:

Recommendation #2 We recommend the Society and the Heritage Commission establish
procedures to ensure purchasing cards are used in accordance with state policy.

The Society concurs with this recommendation.

Although Society employees have read and signed the Purchasing “Cardholder Agreement”, we
have provided the Cardholder responsibilities to the employees again, We will be requiring an
updated signature on the “Cardholder Agreement”. In addition, we will be establishing internal
policies and guidelines. These “Basic Purchasing Methods and Issues” will be posted on the
Society’s shared agency computer drive. We will establish a more thorough review process to
ensure the cards are being used according to state policy. We will also work with Department of
Administration to provide clarification on certain uses of the card, such as conference meals.

Recommendation #3  We recommend the Society comply with policies governing the
management of its collections and loaned items.

The Society concurs with this recommendation.

The Society Museum is in the process of converting from a manual system of records
management using accession cards, location files, document files, photo files, loan files and
subject files to a computerized database for the collections. The Museum Registrar position was
vacant from December 2001 through April 2002; the current Registrar is working on backlog,
assessing procedures, and systematically implementing the computerized collections database.
Because of the vacancy in the Registrar position, a backlog in loan renewals was created.
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Once the backlog is entered into the new system, we can ensure the accession cards are current
and contain all of the information required. The control for locating artifacts has not been
Accession Cards. The controls we employed were location cards, which had to be changed
manually each time an artifact moved. Because we are in the midst of changing collections
management systems, the two items not found by the Aunditors were more difficult to find, but
not impossible. One of the items was on exhibit. We use an exhibit inventory to document
movement from storage to an exhibit, and this then is transferred to the location file, or with the
complete implementation of the new system, inputted into the collections database. The item on
exhibit was on the exhibit inventory, but not yet inputted into the new collections database. The
other artifact had a location card, but the location given was general; the Registrar found the
exact location within five minutes,

All of those lapsed loans cited by the Auditors have since been renewed. In some of the
instances cited loans were not renewed. In other cases, loan documentation was not complete
due to unresponsiveness of some lenders. Despite repeated attempts at gaining signatures and
loan insurance values, some of the lenders just do not respond in a timely manner. To remedy
this, we are developing a procedure to follow in those instances. Currently, we are working with
the Attorney General’s office to help us craft new language to add to the loan forms. These new
loan procedures will be able to handle these cases more effectively.

In another case, the auditors identified a loan as not renewed, but it was in fact a returned loan. A
signed Returned Loan Receipt was in the same file, but it was not viewed. Another loan
identified as not renewed was also returned to the lender, but no documentation for this was in
the file. In that instance, the loan was to another Program in the Society, and because they had
no procedures, we completed the records. However, the other Program returned the materials
without procuring a Returned Loan Receipt. We are reviewing our policies and procedures in
regard to internal loan services.

The Museum has been working towards a better method of records management for many years.
First, we instituted a number of improvements to our existing manual system — adding tickler
files, document files, and location cards where there were none. Only within the last few years
have we been able to prepare for and purchase a computerized museum collection database
useable for museum collections — this was made possible because the Museum obtained a
Federal grant to do so; state funds have not been available. We have only recently begun
inputting data on museum artifacts. Artifacts now coming in are catalogued directly into the
database, and we are entering the backlogged catalogued items as funds and staff allow.

Recommendation #4 We recommend the Society establish procedures to ensure accounting
transactions are properly coded.

The Society concurs with this recommendation,

The revenue accounts for the music machines, railroad, and the open air-museum have been
corrected. The revenue accounts are now properly classified.
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The other instances do not require correction since they involve prior year revenues and
expenditures. The deferred revenue instance occurred at year-end, a time when the Society’s
limited staff is working numerous hours of comp time to make all the adjusting entries to close
the fiscal year. Even though review time is at a premium during this period, we will implement a
more thorough review process at year-end. The other accounting transaction involving a revenue
subclass by an expenditures transaction occurred as a result of the Society employees relying on
SABHRS edits to not allow these types of transactions. As a result of this finding, we will be
running queries periodically to ensure these types of transactions do not occur and to ensure all
transactions are recorded accurately.

The Society will strengthen its review procedures involving SABHRS queries to ensure errors do
not occur in the future.

Sincerelys.
L } |

Arnold QOlsen
Director

AQ:rha
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MONTANA HERITAGE
ﬂederual‘ion & :Z)euegnpment
COMMISSI O N RECEVED

LEGISLATIVE AUDIT DIV.
14" February 2003

Cindy S. Jorgenson, Senior Auditor
Room 160, State Capitol B
P.O.B. 201705 R E T
Helena, Montana 596;2_'

left in the federal gr :
end of Aprll 200 3

will be accomphshed by_ 15 Aprll 2003

Thank you for brmgmg these'matters to our attentlon and suggestmg ways to correct
them. We appreciate the role of the audltors as necessary to' improve the way we conduct
state business. It was a pleasure working with you and Hollie Koehler.

Executive Director

Helena Office: P.O. Box 201204 ¥ Helena, MT 59620-1204 S/ 406-841-4014 % ax 406-841-4004
Virginia City Office: P.O. Box 338 % Virginia City, MT 59755 1 I 406-843-5247 ¥ T 4(;6—84}5468
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