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OFFICE OF THE CITY AUDITOR
Long Beach, California

LAURA L.DOUD,CPA
City Auditor

May 24,2011

HONORABLE MAYOR AND CITY COUNCIL
City of Long Beach
California

RECOMMENDATION:

Receive and file the attached Queen Mary Capital Improvements Audit Phase III.

DISCUSSION:

In November 2007, the City signed an agreement with Save the Queen (STQ) in which
STQ agreed to make $5,300,000 of capital improvements to the Queen Mary through
December 31, 2010 in exchange for the City's waiver of percentage rent under the lease.
The agreement required STQ to complete these capital improvements in minimum
increments over three years as follows:

Timeline
Benchmarks

Minimum Aggregate
Amount of Approved
Capital Expenditures

December 31,2008
December 31, 2009
December 31, 2010

$2,800,000
$4,300,000
$5,300,000

Our previous audits of the Queen Mary Capital Improvements Program, issued in June
2009 and August 2010, covered the first and second incremental periods. The attached
audit, dated May 24, 2011, addresses the agreement's final incremental period of April 1,
2010 through December 31, 2010, requiring completion of the final aggregate amount of
$5,300,000 in capital expenditures.

According to our audit, STQ completed $1,542,000 of capital improvements during the
period examined, bringing the total aggregate amount expended to $5,524,000 through
December 31,2010, thereby exceeding the required amount by $224,000.

The details of our audit can be found in the attached report, along with the response of
STQ and City Management.
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We would like to commend STQ for their efforts to enhance the guest experience and
improving the Queen Mary while maintaining its historical significance and physical
integrity. Furthermore, we appreciate the time, information, and cooperation provided to us
by STQ during the audit.

TIMING CONSIDERATIONS:

This item is not time-sensitive.

FISCAL IMPACT:

Approving this action would have no fiscal impact.

SUGGESTED ACTION:

Approve recommendation.
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In January 2010, STQ received City approval for a reallocation of funds among Budget
Categories. The reallocation of renovation amounts enabled STQ to target
improvements specifically to enhance the guest experience aboard the Queen Mary as
an attraction and hotel, while maintaining its historical significance and physical
integrity.

Objective, Scope and Methodology

The objective of our audit was to ensure capital improvements were made in
compliance with the Agreement. STQ was to complete a minimum of $5,300,000 in
approved capital expenditures by December 31, 2010. Phase I and Phase II audits
covered the period of October 22, 2007 through March 31, 2010. The scope of this
audit, Phase III, was defined as the period from April 1,2010 to December 31,2010.

While conducting the audit, we performed the following procedures:

~ Reviewed the Agreement, the Plan, and the 2010 revised budget to gain an
understanding of the requirements and expectations of the approved capital
expenditures;

~ Gained an understanding of internal controls surrounding the processing of
payments and invoices for capital improvements made in conjunction with the.
Agreement;

~ Obtained, reviewed, and scheduled copies of invoices and cancelled checks
related to capital improvements made in conjunction with the Agreement
during April 1,2010 through December 31, 2010;

~ Obtained and reviewed copies of vendor contracts related to capital
improvements during April 1, 2010 through December 31, 2010 and
confirmed the services performed and payments received;

~ Observed capital improvements completed in conjunction with the Agreement
on a sample basis;

~ Identified partial payments made to vendors for capital improvements made
as of December 31,2010, in conjunction with the Agreement; and

~ Identified whether capital improvements made as of December 31,2010, met
the required minimum aggregate amount of $5,300,000 in approved capital
expenditures as defined in the Agreement.

We conducted this performance audit in accordance with Generally Accepted
Government Auditing Standards. 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 our audit objectives. We believe that the evidence
obtained provides a reasonable basis for our findings and conclusions based on our
audit objectives.
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Appendix A

Management's Response

Save the Queen



Save the Queen, LLC
c/o Garrison Investment Group
1350 Avenue of the Americas
9th Floor New York, New York 10019
212-372-9500 Fax: 212-372-9525

April 28, 2011

Office of the City Auditor
c/o Terra Van Andel, CFE
Audit Manager

Re: Queen Mary Capital Improvements Audit Phase III

To City Auditor's Office:

Thank you for the opportunity to respond to the draft audit report. We are pleased that our continued commitment to
the Queen Mary is evident in the audit results. As your report noted, there were additional improvements that were
not reflected in the audit. Since STQ had satisfied its obligations to the City, we believe it is in the best interest of
all parties to close the audit and move forward.

STQ encourages all members of the community and elsewhere to visit the Queen Mary to see the positive changes
that have taken place. We look forward to continuing our progress and building upon our strong partnership with
the City of Long Beach.

Please feel free to contact me with any questions or concerns.

Andy, won
Vic resident
Garrison Investment Group
c/o Save the Queen, LLC



Appendix B

Management's Response

City of Long Beach



Date:

To:

From:

.Subject:

City of Long Beach
Working Together to Serve

Memorandum

April 26,2011

Laura L. Doud, City Auditor M I (); /

Michael P. Conway, Director, Department of Public Works~ (/

Response to Queen Mary Phase 3 CIP Audit Comments

Thank you for the opportunity to review the draft Queen Mary Capital
Improvements Phase III Audit. We are in general concurrence with the audit
findings and results. We greatly appreciate your efforts and that of your staff in
this regard.

We likewise look forward to working with the City's tenant, Save the Queen
(STQ), LLC on continuing additional improvements to the Queen Mary that will
further enhance the guest experience and help to preserve and restore this
important historic City asset for future generations to enjoy.

Please do not hesitate to contact Victor Grgas, Asset Management Bureau
Manager at extension 8.6705 should you have any questions.




