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HON. KEVIN R. HARDWICK

ERIE COUNTY COMPTROLLER’S OFFICE
DIVISION OF AUDIT & CONTROL

95 FRANKLIN STREET

BUFFALO, NEW YORK 14202

March 25, 2025

Erie County Legislature
92 Franklin Street, Fourth Floor
Buffalo, New York 14202

Dear Honorable Members:

In 2023, the Erie County Comptroller's Office, Division of Audit & Control initiated a regular Monitoring
Program of Erie County Cultural Funding Grants. The Erie County Cultural Funding program provides annual
grants to non-profit arts and cultural organizations operating within the County. County funds are intended to
be limited in their use to current operating expenses including salaries, program costs, fringe benefits, rents,
utilities, office supplies, and equipment. Grant funds may not be used for or applied towards capital projects
or physical improvements of buildings or facilities, nor as a revenue offset against accounts receivable. No
funds received shall be used for any services provided or activities performed outside Erie County. The
County’s Department of Environment and Planning executes contracts with organizations and is the primary
agency charged with monitoring.

Objective

The objective of the Cultural Funding Monitoring Program is to verify that the recipients have utilized County
funds according to the terms and conditions associated with the Erie County Cultural Funding grant process
and the recipient’s contract with the County. In order to verify the proper use of the grant award, a number of
agencies were selected in order to review their expenses and financial records.

Scope and Methodology _

Approximately 120 different organizations receive funding annually from Erie County. The Comptroller's
Cultural Funding Grant Monitoring Program is intended to review organizations that received a minimum of
$5,000 in funding during any of the three prior years. Approximately 80 agencies were identified as receiving
$5,000 or more in grant funding. The list of recipient organizations was split into two groups of approximately
40 agencies. The first batch of letters announcing the commencement of a review was sent to the selected
non-profit organizations during mid-February 2023, with a second batch scheduled to be sent in early October
2023. The review of all agencies is expected to be completed by July 31, 2025.

2023 Program

During the interview phase, the Auditor identifies use of funding to narrow down the expenses to be verified.
A table of agencies which meet the criteria for review along with the amount of grant awards can be found
on the following page.
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BEST PRACTICES

Over the course of the Monitoring Program, the Division of Audit found a number of problematic practices
and questionable expense categories on a recurring basis. In order to address issues pertaining to a large
number of organizations, certain generally applicable best practices and recommendations are inciuded here.

Alcohol

Several organizations used or appeared to use CGF funds to obtain alcohol. While the Division of Audit does
not recommend that CGF awards be made contingent on the absence of alcohol from events hosted by the
organization, alcohol should not be purchased with CGF funds. The Division of Audit found dozens of alcohol
purchases that appeared to be personal in nature and several more which likely violated NYS Alcoholic
Beverage Control Laws. Furthermore, the NYS Comptroller has long held that alcohol is not a “lawful county
charge”, meaning that government officials and employees may not use taxpayer funds to purchase alcohol.
The Division of Audit sees no reason that organizations receiving taxpayer funds should be treated differently.

Debit Cards

Credit cards, particularly with smaller organizations, can provide a critical layer of expense control. The
Division of Audit found a large quantity of small-dollar expenses appearing personal in nature. If a debit card
is used, the money is gone by the time statements are typically reviewed, while a credit card bill often needs
to be paid and approved by the organization's board of directors.

Alternate Funding Sources and Segregation of Accounts

Organizations may have several sources of governmental or philanthropic funding. One way to ensure that
CGF funds go farthest is to tailor awards to the needs of the organization. Such an assessment would require
applicants to provide certain financial documents covering prior years and a disclosure of current year funding
applications. Furthermore, accounts received from Erie County should not be comingled with the other funds
of the organization. Having source information upfront and requiring the segregation of accounts substantially
decreases the likelihood of wasted CGF funds.
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SPRINGVILLE CENTER FOR THE ARTS
Background
Springville Center for the Arts (SCA) is a 501(c)(3) nonprofit organization founded in 1974 as a rural multi-
arts center dedicated to fostering community engagement with the arts. lts mission is to promote appreciation
for the arts through performances, exhibitions, educational programs, and related initiatives.
Between 2020 and 2022, SCA received Cultural Grant Funding (CGF) as follows:

« $30,505 in 2020 (including $10,000 over the executive recommendation)
o $20,505in 2021
« $36,000 in 2022 (including $5,000 over the executive recommendation)

Additionally, SCA secured $500,000 in Capital Grant funding from Erie County in 2023-2024, which falls
outside the scope of this review.

Auditor’s Observations

SCA is a multi-arts community venue located in the heart of downtown Springville, originally established as
a collaborative venture between a community theater group and a network of fine artists. SCA was founded
by the Springville Players, a group that began producing live community theater in the 1960’s. SCA operates
year-round and provides access to educational programming, visual arts, after school programs, theatrical
and musical performances as well as various art related workshops.

SCA has acquired several buildings and related infrastructure over time, which has allowed it to expand its
operations. The main facility for SCA is located in a former Baptist Church and features classroom space,
the Carol Mongerson Theater and a gallery area. In addition, SCA owns or is in the process of acquiring four
other buildings which house the Art's Café, The Lab, Art's Underground, and a short-term rental property
known as The Parsonage and commonly listed on the Airbnb platform.

For the years under review, grants and contributions were the primary sources of revenue for SCA,
accounting for much of the organization’s annual revenue. Programming and fundraising income accounted
for the second largest sources of revenue for the organization. The Art Crawl Afterparty is the main
fundraising event for the organization, which takes place yearly. SCA also generated income from mission-
related functions such as a summer arts festival and annual membership fees.

SCA generates additional operating revenue through the rental of real estate property owned by the
organization. Although the operation of a rental property is not an activity directly related to the organization's
mission, income generated from this activity is exempt from Unrelated Business Income (UBI) taxability
rules. IRC § 512(b)(3) allows for income generated from the rental of real property by a non-profit
organization to be excluded from taxable UBI in the event that no substantial personal service is provided
and the property is free of debt-related financing. The Auditor reviewed the organization’s records and
ascertained that income generated by SCA from rental activities qualified for UBI exclusion as property is
only rented as short-term rental, the amount charged to occupants is not based on a percentage of the
tenant's income, the rental income generated constitutes less than five percent of the organization’s total
revenue, no significant services are rendered to the occupants and the property is free of debt-financing.

The COVID-19 pandemic forced SCA to temporarily shut down, leading to a decline in revenue. Despite
limited operations, the organization adapted by implementing remote administrative functions and alternative
programming while advancing the Arts Café project. Financial losses were partially offset through pandemic-
related assistance, including foundation grants, an Economic Injury Disaster Loan (EIDL), and Payroll
Protection Program (PPP) funding.

Page |4

COMM. 7E-1
Page 4 of 5




Auditor’s Conclusion

During the grant monitoring review process, SCA was able to provide the Auditor with adequate
substantiation for its use of the CGF award for all the years under review. The Auditor was informed that the
primary operating expenses for SCA include salaries and wages, advertising, insurance, taxes, and
contracted services. CGF received by SCA for the years under review was allocated towards the cost of
salaries and wage-related expenses. Documentation provided by the organization in order to substantiate
expenses and use of grant funding includes copies of bank statements, credit card statements, tax return
documents, invoices, payroll records, and other electronic financial information. The expense incurred by the
organization for wages paid exceeded the amount of grant funding awarded by the County for each of the
years under review.

For-Profit Subsidiaries and Business Structure
SCA has a complex financial structure, incorporating multiple for-profit subsidiaries to manage activities
beyond its core mission. These subsidiaries include:

« Art's Café Springville, LLC (ACS) - Owns and manages the real estate and renovations.

« Art's Café Management, LLC (ACM) — Operates the café and other building spaces.

« Art's Café Community Owners, LLC (ACCO) — Secured startup financing for affiliated
businesses.

e SCAX, Inc. (SCAX) - Holds the mortgage.

As part of the grant review process, the Auditor verified that the unrelated business activities conducted by
the for-profit subsidiaries controlled by SCA follow the guidelines established by the Internal Revenue Service
(IRS) which require that the for-profit entities supports the nonprofit's exempt purposes, that earnings from
the for-profit entities are used to further the nonprofit's mission, and that activities do not constitute substantial
unrelated business income. The IRS also requires the for-profit subsidiaries to be a C-corporation or LLC
that opts for C-corporation taxation status. Flow-through entities such as LLCs taxed as partnerships or S-
corporations do not block revenue from being treated as unrelated income to the non-profit. The multi-layer
business structure and complex ownership configuration of SCA's for-profit subsidiaries allow them to be
taxed as flow-through entities, as direct control cannot be ascertained. The Auditor reviewed the federal tax
and payroll returns for all the for-profit subsidiaries of SCA in order to verify profit & loss distribution as well
as to verify compliance.

SCA currently has a Board of Directors consisting of nine members. Directors are limited to two 3-year terms,
which can be served consecutively. Officers must step down for a minimum of one year before being eligible
to return. The organization affirmed that the Board of Directors is part of the internal controls system for
SCA. As indicated by the organization, the Board of Directors reviews expenses incurred, large purchases
and tax form 990 prior to filing. The Auditor also reviewed a series of board minutes in order to corroborate
what matters are addressed by the Board. SCA employs additional internal control measures such as dual
signatures on checks, a procurement policy and approval levels.

At the conclusion of the grant review, the Auditor determined that SCA was fully compliant with all filing
requirements, including IRS Form 990, New York State Form CHARS00, and all necessary information return
documents.
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