Durham County ABC Board
Performance Audit Report

October 4, 2013
Durham County ABC Board
Mr. Wayland H. Burton, Chairman
3620 Durham Chapel Hill Blvd.
Durham, NC 27707
Dear Chairman Burton,
We are pleased to submit this performance audit report on the Durham County
ABC Board. The objective of this audit was to examine existing policies, practices,
and controls and to provide recommendations on methods to improve operating
efficiency at the ABC Board in accordance with new legislative mandates.
The report consists of an executive summary, background information,
operational findings and recommendations along with your Board’s response to
our recommendations. This report will be posted on the Commission’s public
web site.
(919) 661-5927

Moniqua S McLean
919-779-8365

We would like to thank you, the ABC Board and your staff for the assistance and
cooperation provided to us during the audit. Additionally, we appreciate the
efforts your Board has made to comply with the new performance standards
along with the extra funding support your Board provides to promote alcohol
awareness and substance abuse education for youth in Durham County.
If we can be of assistance in the future, please advise.

Respectfully,

Michael C. Herring
Administrator
CC. North Carolina Association of ABC Boards
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EXECUTIVE SUMMARY
By state law, the ABC Commission shall ensure that all local ABC Boards comply with established
performance standards by conducting regular performance audit evaluations. Performance
standards shall include, but are not limited to, standards that address enforcement of ABC laws,
store appearance, operating efficiency, solvency, and customer service. Performance audits are
examinations of existing operating policies, practices, controls, and activities to determine those
areas in which there may be a need for improvements. This audit was conducted in accordance
with Government Auditing Standards. This report details findings and recommendations with
regard to organizational and operational issues.
To achieve the objectives of the audit, ABC Commission staff
 Reviewed applicable General Statutes, ABC Commission Rules, and administrative policies;
 Reviewed applicable reports and studies of ABC boards with similar size and geography;
 Verified compliance with Commission and Board policies;
 Reviewed organizational chart and job descriptions;
 Reviewed ABC board annual audit for the fiscal year 2011;
 Visited all store locations;
 Interviewed key ABC board personnel.
The Durham County ABC Board responded to the performance audit recommendations and is
continuing to implement steps toward becoming more profitable while reducing expenses. Policies
and procedures have been established to maintain compliance with statutes and to ensure efficient
operations.
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BACKGROUND INFORMATION
The 1937 Act authorized Durham County to hold an election by referendum. The referendum was
held on April 28, 1937 and passed 7,784 to 3,308. The first retail sale was on June 21, 1937. A
county-wide vote was held for the sale of mixed beverages on January 12, 1979 and passed 12,324
to 6,083. The date of the first mixed beverage sale was February 2, 1979.
Upon election of an ABC store, Durham County was authorized to create an ABC Board consisting of
a chairman and two members to serve for three-year terms. House Bill 906 authorized Durham
County Board of Commissioners to appoint five board members to serve for three-year terms.
During the initial audit fieldwork, current board members included Kimberly Shaw, board chair,
Erroll Reese, Dr. Deidre Guion, Michael Nelson, and Wayland Burton, board members. Since the
initial audit fieldwork, new board members have been appointed by the Durham County
Commissioners.
The Durham County ABC Board operated eight retail stores during FY2011, including four mixed
beverage outlets. The board staffs six administrative employees, three law enforcement officers,
and forty-three store employees. Key administrative staff consists of general manager, fiscal
services director, support services director, law enforcement chief, and two operations managers.
The general manager is responsible for the overall operations of the system including forecasting,
planning, and policy enforcement. The finance services director is responsible for all financial
operations and budget maintenance. The support services director is responsible for the
informational technology within the system. The law enforcement chief enforces all ABC laws
county-wide and provides training to restaurant establishments. The operations managers’
responsibilities include general oversight of retail and mixed-beverage stores consisting of routine
inventory maintenance and various payroll duties. All store managers’ and clerks’ responsibilities
include selling products, daily stocking, and floor upkeep.
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FINANCIAL ANALYSIS
Inventory Turnover
The inventory turnover rate is calculated by dividing the cost of liquor by the average inventory in
the system (Cost of Liquor/Average Inventory).
The Durham County ABC Board receives deliveries weekly: the inventory rate is 6.5 and therefore
meets the goal set by the Commission.
No recommendations.
Operating Cost
Operating costs are calculated by dividing total operating expenses less depreciation by the profit
on sales (Total operating expenses less Depreciation/Gross Profit). Below are the average cost
ratios for boards with and without mixed-beverage sales (MXB).






Boards with 3 or more stores with MXB , cost ratio .67 or less
Boards with 3 or more stores without MXB, cost ratio .94 or less
Boards with 2 stores (with and without MXB ), cost ratio .83 or less
Single store boards with MXB, cost ratio .77 or less
Single store boards without MXB, cost ratio .93 or less

The Durham County ABC Board operated nine retail stores in FY2011 but have since closed one and
relocate another bringing the total number of retail stores to eight, having an operating cost ratio of
0.71. Durham County leases three out of seven stores with one lease expiring in 2011 and others in
2012 and 2016. Rent expenses total $128,232. The board leased a vehicle until 2014. Vehicle
rental expense totals $5,149. In comparing expenses with similar size boards, except for insurance
fees, Durham ABC’s salary expenses are high. Expenses may vary from board to board due to
geographical location, number of stores, population, and percentage of MXB sales to retail. Durham
County has a policy of using local vendors whenever possible. Refer to charts in Appendix A for
analyses of expense history and common expenses of similar size boards.
Recommendations:
 Other post-employment benefits (OPEB) expenses will continue to rise. It may be beneficial to
contact CPA for advice on the benefits vs. cost implication of continuing this incentive program.


Request bids annually from various vendors to get the best rates possible on audit, utilities,
maintenance contracts, and credit card processing fees.



Because salaries are the largest segment of operating expenses, continue to analyze personnel
hours to assess efficient personnel usage by determining when the slowest hours occur and
consider adjusting the number of personnel needed for those time periods.

6

Working Capital
Working capital is total cash, investments, and inventory, less all unsecured liabilities. Gross sales
means gross receipts from the sale of alcoholic beverages less distributions as defined in G.S. 18B805 (b), (2), (3), and (4). The Commission has set efficiency goals based on the following
breakdown:




Four months for boards with gross sales less than $1.5M
Three months for boards with gross sales less than $50M and greater than or equal to
$1.5M
Two months for boards with gross sales equal to or greater than $50M

In FY2011, Durham County ABC had a working capital of $1,570,741, which is equivalent to
approximately three months gross sales and is within the limits of NCAC 02R .0902.
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Profit percentage to sales
The profit percentage to sales is calculated by dividing income from operations by the total liquor
sales (Income from Operations/Gross Sales). The Commission has set efficiency goals based on the
following breakdown:




Gross sales greater than $10M – target rate at 9%
Gross sales between $2M to $10M – target rate at 6.5%
Gross sales less than $2M – target rate at 5%

In fiscal year 2011, the Durham County ABC Board had gross sales of $23,967,592; income from
operations was $1,512,621, a 6.13% profit percentage to sales.
Below is a sales history analysis of similar size boards. The analysis shows a steady increase for the
past ten years.

Sales History
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Factors affecting sales and profitability:




US Census Bureau reports a population of 267,587 in 2010,
Surrounding counties with ABC stores include Chatham, Granville, Orange, Person and Wake;
Closing of one store and two store relocations for a total of eight retail locations.
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Distributions
G.S. 18B-805 (c) (2) requires the board to distribute quarterly at least five percent of profits for law
enforcement. The enabling act requires the board to distribute up to seven percent for alcohol
education. The remaining profits are to be distributed to the following:



10% to City of Durham General Fund
90% to County of Durham General Fund

In FY2011, Durham County ABC made the required minimum distributions to the county totaling
$675,594, plus additional distribution of $334,406. A total of $5,663,100 in Excise and other taxes
were paid to the NC Department of Revenue and Durham County. The Durham County ABC Board
distributed forty-three percent (43%) of profits for law enforcement, $344,547, and eight percent
(8%) of profits toward alcohol education, $65,101.
Below is a history of Durham County’s distributions. The analysis indicates that while law
enforcement and alcohol education distributions have increased the distributions for the city and
county have tapered off.
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Note: Durham County distributes 20% for law enforcement.

9

Law Enforcement
Alcohol Education
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OPERATIONAL OBSERVATIONS, FINDINGS, AND
RECOMMENDATIONS
On May 22, 2012, ABC Commission Board Auditor, Moniqua S. McLean visited the Durham County
ABC board office and interviewed Emily Page, general manager, Lee Keatts, fiscal services director,
Jackie Woody, accountant, Perlie Davis, support services director, Terence Wright, warehouse
manager, and Mike Gilmer, operations manager. The following are the findings, observations, and
recommendations relating to the performance audit.

Store Appearance and Customer Service Observations
The Durham County ABC Board closed two older stores and relocated them for a current total of
seven retail stores, plus one mixed beverage only. The stores range from approximately 700 to
1,100 linear feet of shelf space and carry an average of 700 product codes in each store.






The required Fetal Alcohol Syndrome poster was displayed in all locations.
The price book and monthly sales list are available to customers via website and in each store.
A consistent and easily understood shelf management system was present in all locations,
conforming to the latest industry and marketing strategies.
All locations were clean and well-maintained. Bottles were dusted and fronted.
Upon entering each store, employees greeted customers in a professional manner and were
attentive to customer needs exhibiting good customer service.

No Recommendations.

Personnel and Training


All board members, general manager, and finance officer have attended the mandatory ethics
class. Since the initial audit fieldwork, a new board member has been appointed to fill the seat
of a board member whose term expired. The board member has not taken the mandatory
ethics class.



Training is provided as new information becomes available to current staff. Management has
implemented monthly store managers’ meetings for product knowledge, policy
implementation, and other information. Law enforcement provide training opportunities to
mixed beverage permit holders.

Recommendations:
 Have all new board members take the mandatory ethics class as required by G.S. 18B-706(b).
Refer to Appendix C (1) for statute.
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ABC Board Policies


Policies adopted and submitted to the Commission include:
o Code of Ethics
o Durham County Travel Policy FY2011 (Approval Submitted from Durham County)
o FY2011 Annual Audit
o FY2012 Budget (Proposed and Adopted)
o Employee Handbook
o Price Discrepancy Policy
o Mixed Beverage Policy

No Recommendations.

Internal Control Procedures


Thirteen credit cards are issued to the board. When a board member/employee needs a credit
card, it is common practice to have the credit card user sign out a card and return when the
transaction is completed. However, not all credit cards are returned when not in use. Many
cardholders make similar transactions. A written credit card usage policy has not been adopted
detailing usage and current practices.



Cash drawers are counted daily. All clerks are responsible for their own cash drawer.
Management has implemented procedures and guidelines for safeguarding assets.



Bank deposits are made regularly as required by the ABC Commission rule. Bank notification is
received and matched with corresponding daily register and store reports. Bank reconciliations
are completed monthly by the accountant.



Physical inventory counts are performed monthly by the store manager and scheduled clerks.
Once completed, the counts are forwarded to the warehouse manager for comparison with the
main inventory system and then to the main office. After the warehouse and main office polls
the sales and imports the counts into the master system, a variance report is created for each
store detailing discrepancies. The discrepancy list is forwarded to the particular store for a recount.

Recommendations:
 To eliminate potential misuse and to minimize similar transactions, consider reducing the
number of credit cards in circulation by consolidating purchases/spending.


To implement consistent internal controls, adopt a written credit card usage policy that states
current practices of signing in/out credit cards. Document procedures for the usage including:
o Who has authority to use the card,
o What types of items the card may be used for,
o Personal usage is prohibited,
o An itemized receipt for every transaction is required indicating purposes of purchase if
not readily evident,
o Receipts are to be submitted within a reasonable time period before credit card
reconciliation.
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Administrative Compliance Findings and Observations


Board meeting minutes were viewed, followed the order of proceedings for conducting a
business meeting, and referenced the conflict of interest statement.



While reviewing the minutes, management accepted gifts from a vendor in order to make plans
for an employee event.



Board member appointment dates and compensation amounts are current on the Commission
website.



Board members receive a higher level of compensation approved by the appointing authority as
required by GS 18B-700(g). The general manager compensation is in compliance with G.S. 18B700 (g1).



Nepotism – The board is in compliance with G.S. 18B-700 (k).



Law enforcement activity reports have been submitted to the Commission.



Travel expenses do not conform to the current travel policy. In reviewing a sample of travel
expenses, unauthorized travel expenses were reimbursed. Various instances occurred in which
receipts were not submitted.



All liquor orders and purchase orders bear the pre-audit certificate and are signed by the
finance officer.



All checks bear the approved certificate and are signed by the fiscal services director and
general manager and/or the board chairperson. In the event the fiscal services director is
unable to approve and sign checks, the accountant will sign in his absence. An approval from
the appointing authority has been submitted to the Commission allowing the remaining board
members to sign checks in the event the general manager or board chairperson is unavailable.



Out of an average of 700 product codes in each store, approximately 1,153 were sampled and
two product codes did not reflect the correct price set by the Commission.

Recommendations:
 Comply with the law prohibiting accepting any gifts from business vendors. Refer to Appendix C
(2) for statute.


Adhere to the current adopted travel policy when issuing travel expense reimbursements.



Audit all shelf tags on a rotating schedule to ensure accuracy. Incorporate a shelf tag audit (by
section) into the weekly inventory count.
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Other


Durham County provides funding for alcohol education programs with North Carolina Central
University, Durham Public Schools, and John Avery Boys Club to promote education for alcohol
awareness and substance abuse to youth while providing training to counselors and teachers.

Recommendations:
 Ask all recipients of alcohol education funding to provide annual reports detailing how the
funds were spent. Refer to Appendix C (3) for statute.
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APPENDIX A

Expense History
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The expense history data indicates that Durham County ABC’s expenses have increased approximately
38% over the past five years. Comparing expenses of similar size boards, Durham County’s expenses
are higher.

Expense Amounts

Common Expenses
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The comparison of common expenses of similar size boards indicates that some expenses are slightly
higher for Durham County than other boards.
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APPENDIX B

Durham County Administrative Office Building

Interior view of Hillsborough Road location.
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Interior view of N. Roxboro Road location.

Interior view of Hwy 55 location.
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APPENDIX C
(1) G.S. 18B-706(b) states, “Each member of a local board shall receive a minimum of two hours of
ethics education within 12 months after initial appointment to the office and again within 12
months after each subsequent appointment to the office.”
(2) G.S. 133-32 states, “It is unlawful for any officer or employee of a governmental agency willfully to
receive or accept any such gift or favor.”
G.S. 18B-201 (d) states, “The provisions of G.S. 133-32 shall apply to the Commission and local
boards.”
(3) G.S. 18B-805(h) states, ”Any agency or person receiving funds from the county commissioners or
local board under this subsection shall submit an annual report to the board of county
commissioners or local board from which funds were received, describing how the funds were
spent.”
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DURHAM COUNTY ALCOHOL BEVERAGE CONTROL BOARD
RECOMMENDATION

Recommendation Follow-Up
REQUIRED
BY
STATUTE

Policies and Procedures:

 Yes

Adopt a written credit card policy.

 No

IMPLEMENTATION
STATUS
(Please provide documentation supporting
implementation status.)
 Fully Implemented
 Partially implemented ____% complete.
(Explain below.)
 Not implemented (Explain below.)
The board is investigating various measures on
reducing credit cards issued. However, a credit card
policy is currently being drafted for consideration by
the board.

Administrative Compliance Findings and Observations:

 Yes

Adhere to the adopted travel policy.

 No

(Please provide documentation supporting
implementation status.)
 Fully Implemented
 Partially implemented ______%
complete.
(Explain below.)
 Not implemented (Explain below.)
The board has implemented procedures to ensure
policies are enforced and mirrors current policies.
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