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 Audit Authority 
 This audit was conducted under the authority of the San Francisco Charter, Section 3.105 and 

Appendix F, which requires that CSA conduct periodic, comprehensive financial and performance 
audits of city departments, services, and activities. 
 

 Statement of Auditing Standards 
 We conducted this performance audit in accordance with generally accepted government auditing 

standards (GAGAS). 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 the findings and conclusions based on our audit objectives. The Audits Division is independent 
per the GAGAS requirements for internal auditors. 
 

About the Audits Division 
The City Services Auditor (CSA) was created in the Office of the Controller through an 
amendment to the Charter of the City and County of San Francisco (City) that voters approved in 
November 2003. Within CSA, the Audits Division ensures the City’s financial integrity and 
promotes efficient, effective, and accountable government by:  

 Conducting performance audits of city departments, contractors, and functions to assess 
efficiency and effectiveness of service delivery and business processes.  

 Investigating reports received through its whistleblower hotline of fraud, waste, and 
abuse of city resources. 

 Providing actionable recommendations to city leaders to promote and enhance 
accountability and improve the overall performance and efficiency of city government. 
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March 21, 2024 
 
Commission on Community Investment  Oversight Board 
and Infrastructure Office of Community Investment of  
Office of Community Investment and Infrastructure  and Office Infrastructure 
1 South Van Ness Avenue, 5th floor  1 South Van Ness Avenue, 5th floor  
San Francisco, CA 94103 San Francisco, CA 94103   
  
Thor Kaslofsky Andrico Penick 
Executive Director Director 
Office of Community Investment and Infrastructure Real Estate Division 
1 South Van Ness Avenue, 5th Floor 25 Van Ness Avenue, Suite 400 
San Francisco, CA 94103 San Francisco, CA 94102 
 
Dear Commissioners, Board Members, Executive Director Kaslofsky, and Director Penick: 
 
The Office of the Controller, City Services Auditor (CSA), Audits Division, presents its report on the 
audit of select agreements between the Office of Community Investment and Infrastructure (OCII) 
and the Real Estate Division (RED) and The Mexican Museum (the Museum) regarding the Museum’s 
planned move to a new location in San Francisco’s South of Market neighborhood. The audit had as 
its objectives to assess the compliance and performance outcomes of the Museum in accordance 
with its agreements with OCII and the City and County of San Francisco (City), including the grant 
agreement, grant disbursement agreements, purchase and sale agreement, and lease and facilities 
agreement (the agreements). The audit was requested by Board of Supervisors President Peskin. 
 
The audit found that the Museum: 
 

 Has not demonstrated that it has the financial or organizational expertise to complete the 
planned interior improvements at what is to be its new location at 706 Mission Street (the 
project) without extended delays.  

 Appears to have only a small fraction, an estimated 2 percent, of the funds needed to 
complete the project. 

 Has not complied with several requirements in the lease and facilities agreement.  
 Spent grant funds on ineligible and questionable activities, which were not sufficiently 

supported. 
 
The audit also found that OCII did not effectively enforce the grant agreement requirements or 
thoroughly review the documents that were intended to support the Museum’s expenditure of grant 
funds. 
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The report includes 10 recommendations for OCII and 4 recommendations for RED to improve their 
oversight and management of their agreements with the Museum. The responses of OCII and RED 
are attached as Appendix A, and the Museum’s response is attached as Appendix B. CSA’s comments 
on the Museum’s response are attached as Appendix C. CSA will work with the departments to follow 
up every six months on the status of the open recommendations made in this report. 
 
CSA appreciates the assistance and cooperation of all staff involved in this audit. For questions about 
the report, please contact me at mark.p.delarosa@sfgov.org or 415-554-7574 or CSA at 415-554-
7469.  
 
Respectfully, 
 
 
 
Mark de la Rosa 
Director of Audits 
 
 
cc:  Board of Supervisors  
 Budget Analyst  
 Citizens Audit Review Board  
 City Attorney 

Civil Grand Jury 
Mayor 
Public Library 
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Executive Summary 
 
The Office of Community Investment and Infrastructure (OCII), a state-authorized local entity, 
administers a grant agreement totaling $10.6 million with The Mexican Museum (the Museum), a 
nonprofit organization in San Francisco. Under the grant, the Museum must use the funds for 
predevelopment and interior improvements for its new space at 706 Mission Street (the premises). 
The grant agreement was established in 2010 and is set to expire in June 2024. The Museum is also 
party to two other agreements related to this space: 
 
 A purchase and sale agreement between OCII and 706 Mission Street Co LLC (Developer). 

The Museum was a third-party beneficiary of this agreement.  
 A lease and facilities agreement for the premises administered by the City’s Real Estate 

Division (RED). 
 

From 2010 through 2023, OCII disbursed $4 million of the $10.6 million through five grant 
disbursement agreements under the grant. The audit had its objectives to: 
 
 Assess the compliance and performance outcomes of the Museum in accordance with the 

agreements with OCII and the City, including the grant agreement, grant disbursement 
agreements, purchase and sale agreement, and lease and facilities agreement. 

 Determine whether the Museum spent funds and completed project activities for 
predevelopment and interior improvements in accordance with the terms of its grant 
agreement with OCII, applicable laws, and guidelines. 

 Assess OCII’s management and oversight of its agreements with the Museum. 
 

WHAT WE FOUND 
  

The Museum has not demonstrated that it can fund the 
interior improvements at the premises. 
  
In late 2022, the Museum forecast that it would need 
$49.8 million of capital funds (excluding the city grant 
funds) to complete the interior improvements but 
estimated that it had only approximately $835,000 (2 
percent of the amount needed) in available cash and 
could not document that it had raised any additional 
capital funds.  

The Museum has only a small fraction of the funds needed to complete the project.  
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The Museum has not complied with key requirements of the lease and facilities agreement.  

Did not substantially complete 
interior improvements within 24 
months after the issuance of the 

temporary certificate of occupancy. 

Did not provide 
annual financial 

reports to the Real 
Estate Division. 

INSURANCE 

Did not provide a 
compliant certificate 

of insurance. 

The Museum spent $43,616 for ineligible activities, and $930,247 for questionable activities.  

OCII has not effectively enforced the grant agreement. 

Ineligible expenses include requests for 
$21,250 in duplicate expenses, which 

OCII paid, and legal services not tied to 
the grant’s purpose. 

Approved costs submitted 
by the Museum without 

proper proof of payment. 

 

Did not review 
documentation  

from the Museum  
in a timely manner. 

Used different methods 
to disburse funds  
and to allocate 

reimbursable costs. 

Questionable expenses include requests for 
$534,187 for salaries and benefits, and 

$177,072 for accounting and auditing fees, 
all of which were not sufficiently supported. 
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WHAT WE RECOMMEND 
 
The report includes 10 recommendations for OCII and 4 recommendations for RED to improve their 
administration of the agreements.  
 
Key recommendations include that OCII should: 
 
 Require the Museum to provide specific, realistic, and achievable fundraising goals to 

demonstrate it can fund the project and open to the public without extended delays and 
work with RED to determine whether fundraising is sufficient to complete the build-out of 
the premises. 
 

 Seek reimbursement from the Museum for any grant money spent on ineligible activities. 
 

 No longer approve any requests for reimbursement of costs related to the storage of the 
collection or any other operational expense of the Museum unless OCII amends the grant 
agreement to specifically include these activities. Develop clear and specific criteria for 
reimbursement of administrative costs and costs directly related to predevelopment and 
interior improvements at the premises. 

 
Key recommendations include that RED should: 
 
 Require the Museum to provide, within 60 days of the issuance of this report, a plan 

indicating how it will complete the build-out of the premises, including a realistic schedule, 
with detailed milestones, showing when the space will open to the public. If RED determines 
that the Museum is no longer a viable project, RED should develop an alternative use for the 
space pursuant to the lease and facilities agreement. 
 

 Require the Museum to provide annual reporting packets and proof of insurance that comply 
with the lease and facilities agreement. 
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Glossary 
 
 

City City and County of San Francisco 

CCHE California Cultural and Historical Endowment 

CSA City Services Auditor, Audits Division 

Developer 706 Mission Street Co LLC, an affiliate of Millennium Partners 

Fort Mason Fort Mason Center for Arts & Culture 

GDA Grant Disbursement Agreement 

MoAD Museum of the African Diaspora 

the Museum The Mexican Museum 

OCII Office of Community Investment and Infrastructure 

Premises The museum space at 706 Mission Street 

RED Real Estate Division 

SFRA San Francisco Redevelopment Agency 
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Introduction 
 
BACKGROUND 
 
The Mexican Museum 
 
The Mexican Museum (the Museum) is a California 501(c)(3) nonprofit organization with a mission to 
“voice the complexity and richness of Latino art and culture throughout the Americas, and to engage 
and facilitate dialogue among the broadest public.” The Museum originally opened in 1975 in the 
Mission District and moved to Fort Mason Center for Arts & Culture (Fort Mason) in 1982. According 
to the Museum, it left Fort Mason in 2018 in anticipation of moving to a new space at 706 Mission 
Street. The new space would enable the Museum to be accessible, transparent, and focused on 
providing diverse communities with educational events and enjoyable experiences through art and 
culture of Latin American origin. 
 
The Office of Community Investment and Infrastructure 
 
The Office of Community Investment and Infrastructure (OCII) is a state-authorized local entity that is 
the successor to the former San Francisco Redevelopment Agency (SFRA)1 in accordance with the 
California Community Redevelopment Law. OCII’s efforts to wind down what were SFRA’s 
redevelopment activities are overseen by two governing bodies: the Oversight Board and the 
Commission on Community Investment and Infrastructure.  
 
The Museum’s History and the City’s Role 
 
The development of the space intended for the Museum is part of a mixed-use project developed by 
706 Mission Street Co LLC, an affiliate of Millennium Partners (the Developer), at the corner of Third 
and Mission Streets. The project includes a 510-foot building with up to 190 residential 
condominium units, commercial space, and approximately 48,000 net square feet of museum space 
(the cultural component).  
  
The City’s plans to redevelop and revitalize the area in which the project is located began in 1966. 
Key milestones and events related to the Museum and the City’s role in its location are listed below 
and summarized in the timeline in Exhibit 1:  
 

 April 1966 – SFRA approves a Redevelopment Plan for the Yerba Buena Center Approved 
Redevelopment Project Area D-1 to provide for the revitalization of certain lands and future 
uses.   

 
1 The San Francisco Redevelopment Agency, along with all other redevelopment agencies in California, was dissolved 
as of February 1, 2012, as per the California Health and Safety Code, Section 34170 et seq. 
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 June 1993 – SFRA approves an agreement for the disposition of land for the development of 
a stand-alone museum located at what is now 706 Mission Street. Under the eighth 
amendment in 2004, SFRA and the Museum agree that the museum space will be part of a 
larger development. 

 July 2008 
o SFRA establishes an exclusive negotiation agreement with the Developer to develop 

a mixed-use project that will include a museum space.  
o The City’s Arts Commission acts as a fiscal agent of a memorandum of 

understanding between SFRA and the Museum to provide $820,000 in grant funds 
to develop organizational capacity for the Museum. 

 December 2010 – SFRA establishes a $10.6 million grant agreement with the Museum for 
predevelopment activities and interior improvements related to the new museum space. The 
agreement is set to expire in December 2020. 

 January 2011 – The Yerba Buena Redevelopment Plan expires.  

 January 2012 – SFRA executes the first grant disbursement agreement. 

 February 2012 – The State of California dissolves SFRA. Consequently, OCII assumed 
continuing enforceable obligations of SFRA, including the grant agreement. 

 April 2013 – OCII executes the second grant disbursement agreement. 

 July 2013 – OCII and the Developer execute a Purchase and Sale Agreement for 706 Mission 
Street. The Museum is a third-party beneficiary of the cultural component. 

 July 2014 – OCII executes the third grant disbursement agreement. 

 March 2015 – The Real Estate Division (RED) and the Museum execute a 66-year lease and 
facilities agreement for the premises. The base rent is to be $1 for the entire lease term. 

 September 2019 – OCII executes the fourth grant disbursement agreement. 

 September 2020 – The Department of Building Inspection issues a temporary certificate of 
occupancy for the premises. 

 November 2020 – The grant agreement is amended to extend the term to June 2022. 

 March 2022 – OCII executes the fifth grant disbursement agreement and the grant 
agreement is amended to extend its term to June 2024. 

 June 2023 – The Developer transfers ownership of the premises to the City. 

 July 2023 – RED provides the Museum with the keys so it can be in possession of the 
premises. 
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Exhibit 1: Summary of key events in the Museum project 

 
 
 
 
 
 
 
 
 

 

 
Source: CSA analysis 

 
Exhibit 2 summarizes the agreements related to the Museum.  
 

Exhibit 2: Agreements related to the Museum 
Agreement  

Type 
Agreement 

Parties 
Term or 

Effective Date 
Not-to-Exceed 

Amount Purpose of Agreement 

Grant  
Agreement 

SFRAa and 
the Museum 

12/14/2010-
6/14/2024b 

$10,566,000  Pay for costs associated with 
“predevelopment activities and interior 
improvements” related to museum space. 

 Funding to be disbursed through grant 
disbursement agreements detailing 
specific uses of requested disbursement 
amounts. 

Memorandum 
of 
Understanding 

SFRA and the 
Museum 

7/15/2008 $820,000  Pay for costs to develop organizational 
capacity. 

 The Arts Commission acted as SFRA’s fiscal 
agent and oversaw that the grant was 
spent in accordance with the terms and 
conditions of the memorandum of 
understanding. 

Purchase  
and Sale  
Agreement 

OCII and 706 
Mission 
Street Co LLC 

7/16/2013 N/A  Developer purchased real property (where 
706 Mission Street is now) from OCII and 
agreed to include a cultural component of 
48,000 net square feet for City to lease to 
the Museum, a third-party beneficiary. 

Lease and 
Facilities 
Agreement 

RED and  
the Museum 

3/20/2015 N/A  A 66-year lease to the Museum at a base 
rent of $1 for the lease term with an 
option to extend for 33 more years. 

Notes:  
a In February 2012 the State of California dissolved SFRA. Consequently, OCII assumed the continuing enforceable 
obligations of the grant agreement. 
b The grant agreement was amended twice to extend its term. The second amendment was a 24-month extension, 
making the agreement effective until June 14, 2024. 
Source: OCII and RED agreements. 

Jul 2023 Mar 2022 Nov 2020 Mar 2015 Dec 2010 1993-2004 

SFRA agrees to dispose 
of land for the Museum 
as a part of a larger 
development 

The Museum agrees 
to lease space at 
706 Mission Street 

SFRA executes a 
$10.6 million grant 
agreement with the 
Museum  

Term of grant 
agreement is 
extended through 
June 2022  

The Museum takes 
possession of the 
cultural component  
of 706 Mission Street 

Term of grant 
agreement is 
extended through 
June 2024  
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OBJECTIVE 
 
The main objective of this audit was to assess the compliance and performance outcomes of the 
Museum in accordance with its agreements with OCII and the City, including the grant agreement, 
grant disbursement agreements, purchase and sale agreement, and lease and facilities agreement.2 
This audit was requested by Board of Supervisors President Aaron Peskin. 
 
Specifically, the audit aimed to:  

1. Determine whether the Museum spent funds and completed project activities for 
predevelopment and interior improvements in accordance with the terms of its grant 
agreement with OCII, applicable laws, and guidelines.  

2. Assess OCII’s management and oversight of its agreements with the Museum.  
 
SCOPE AND METHODOLOGY 
 
The audit covered the period of the grant agreement so far. That is, we considered relevant 
conditions and events that occurred from the grant agreement’s effective date of December 14, 
2010, to the date we completed the fieldwork for this audit in November 2023.  
 
To achieve the objectives, we: 
 
 Assessed the Museum’s performance, including its fundraising efforts, financial statements, 

architectural designs, and board structure. 
 
 Analyzed the Museum’s compliance with key requirements regarding its planned new space. 

To do so, we: 
o Interviewed key staff at OCII, RED, and the Museum. 
o Reviewed the Museum’s agreements with OCII and the City and the Museum’s 

performance under them to determine whether the Museum has complied with 
selected requirements, including documentation requirements. The agreements are 
the: 

• Grant agreement and grant disbursement agreements with OCII. 
• Purchase and sale agreement between OCII and the Developer; the Museum 

was a third-party beneficiary. 
• Lease and facilities agreement with RED. 

o Reviewed $3 million of grant funds spent by the Museum3 and $1 million spent by 
the Developer from January 2012 through June 2022 to verify whether expenses were 
eligible under the grant and had adequate supporting documentation and proof of 
payment. 

 
2 As the landlord of the cultural component at 706 Mission Street, RED administers the lease and facilities agreement. 
3 OCII reviewed but did not reimburse $104,894 in addition to the $3 million of grant funds spent by the Museum 
because of insufficient remaining grant funds within the third grant disbursement agreement. However, OCII did not 
specify which expenses were not reimbursed so we included these expenses in our audit test. 



14 | The Mexican Museum Has Not Demonstrated That It Can Meet the City’s Contractual Obligations, and 
OCII Has Not Effectively Enforced the Museum’s Grant Agreement 

 

 

Chapter 1 
The Museum lacks the money needed to finish the 
project and has not demonstrated it has the financial 
or organizational expertise to meet the objectives 
stipulated in its agreements with OCII and the City. 
 
SUMMARY 
 
As of December 2022, the Museum had not raised any readily available funds to start the interior 
improvements of the premises, estimated to require $49.8 million, and had no plan or personnel 
dedicated to raising capital funds. Implementing such a plan and hiring such personnel is 
complicated by the fact that the Museum has not had a director since 2015. Moreover, the Museum 
has a history of mismanaging grant funds from other government organizations and a pattern of 
excessive spending, which the Museum must rein in by improving its spending strategy.  
 
Finding 1.1. Although $6.6 million of the grant funds remain unspent, the 
Museum is an estimated $49.8 million short of having the funds needed to 
complete the project and has not shown it can secure this funding, 
hindering the project’s progress. 
 
The Museum has not demonstrated sufficient fundraising efforts and lacks the money needed to 
complete the design of the new museum space, build out the space, and open it to the public by 
2025. The grant agreement does not specify fundraising goals for the Museum, but the $10.6 million 
in grant funds from OCII was intended to fund only a portion of the design and construction of the 
museum space. Thus, since 2010, when the grant agreement was established, it should have been 
clear to all involved parties that the Museum would have to identify and secure its own sources of 
funding to complete the project.  
 
In November 2022 the Museum forecast that it would need $49.8 million of capital funds, excluding 
the grant funds, to complete the interior improvements but in December 2022 it lacked an estimated 
$49.0 million (98 percent) of $49.8 million needed to complete the project. At that time, according to 
the Museum’s balance sheet, it had approximately $835,000 in available, unrestricted cash in its bank 
accounts, or 2 percent of the estimated $49.8 million needed to complete the project.4  

 
4 Because the $835,000 is unrestricted, thus not reserved for the space build-out or capital improvements in general, 
the Museum may spend it on operating costs. 
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From 2018 through 2022, the Museum 
reported $1.5 million in donations and 
grants and secured $5 million in 
pledges. However, the $5 million in 
pledges is restricted and will not be 
given to the Museum until 2025 when it 
projects it will open its new location. 
Further, although the Museum had 
$835,000 in available cash in December 
2022, its balance sheet also shows an 
$825,000 liability described as “Morgan 
Stanley Endowment Loan.” Despite our 
repeated requests for supporting 
documentation from the Museum, its 
management and legal counsel did not 
provide any documents or journal 
entries related to these accounts that 
would allow us to confirm the sources 
of the funds. Instead, we were provided 
with an explanation that the account 
was created internally and not linked to 
any loans, an assertion we could not 
verify.  
 
Exhibit 3 summarizes the estimated 
amount needed to complete the 
Museum’s space build-out and the 
Museum’s available funds. 
 

Exhibit 3: The Museum must raise an estimated 
$49 million to complete the design and build-out 
of the space at 706 Mission Street 

 
Source: CSA analysis of the Museum’s documentation, including estimated 
cost to complete project; amounts as of December 2022. 

The Museum has not demonstrated it has a plan beyond the use of the remaining $6.6 million in 
grant funds. Before the Museum can spend any of the grant funds, the grant agreement requires the 
Museum to enter into a grant disbursement agreement with OCII based on a budget and proposal 
for all planned uses, subject to OCII approval. The Museum’s last approved request for funds was 
made in 2022 and was for $2.5 million. Because the Museum had not spent some of the grant before 
the grant agreement was set to expire, it requested two amendments of the grant agreement to 
extend its term, in 2020 and 2022, citing the COVID-19 pandemic as a reason for delays in progress 
and raising capital funds. (The second amendment, for 24 months, makes the agreement effective 
until June 14, 2024.) In 2022 the Museum requested the remaining balance of the grant of $6.6 
million, possibly because the grant agreement would have no more extensions. As of November 
2023, $6.6 million (62 percent) of the $10.6 million grant remained unspent and not yet approved for 
disbursement.  
 
The Museum has not raised the additional $49 million needed to complete the project and 
appears to have no plan how to raise it. As stated above, the Museum has known since 2010 that it 
would need to raise money—in addition to the OCII grant—to complete the design and build-out of 
its new home at 706 Mission Street. Thus, the COVID-19 pandemic, which began affecting San 
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Francisco in 2020, does not explain the Museum’s failure to raise capital improvement funds in the 
preceding decade. Also, the Museum has not updated its business plan since 2015 but claims it has 
other identified sources of funding for the project. However, the Museum has not demonstrated this 
to OCII, RED, or the audit team. We asked the Museum for a current business plan, project funding 
sources, or any other related information more current than its 2015 business plan, but the Museum 
could not identify any such document or any specific fundraising activities, except the creation of a 
sister organization in Mexico, which would be dedicated to raising funds for the completion of the 
project.  
 
According to the Museum’s financial statements, from 2011 through 2022, it received donations and 
grants in the amount of $5.6 million,5 or an average annual amount of approximately $466,000. The 
maximum amount received by the Museum in one year was approximately $911,000. This further 
demonstrates the Museum’s inability to raise sufficient capital funds to support the interior 
improvements at 706 Mission Street. 
 
Other museums in San Francisco have raised funds successfully in recent years. In comparison, 
according to the Museum of the African Diaspora (MoAD), located in San Francisco, it was able to 
innovatively fundraise despite difficult times during the pandemic, temporary closure, and 
significantly reduced foot traffic. Further, MoAD used to host annual galas but learned that it could 
not continue to rely on them for all its fundraising, so it tried new approaches, such as hosting online 
auctions, which turned out to be successful. According to MoAD’s 2022 annual report, the 
organization spent $1.2 million on fundraising and raised $3.8 million in funds. In contrast, according 
to the Museum’s profit and loss statement for 2020, 2021, and 2022, it spent only $2,379 on 
fundraising activities. 
 
Turnover in the Museum director position since the 2010 grant agreement, having no director 
since 2015, and having no dedicated fundraising personnel may explain the Museum’s lack of 
progress on the project. According to the Museum’s tax returns, it had two directors in the five years 
of 2011 through 2015 and had two chief operating officers as paid executives but has had no paid 
executive director since 2015. As of June 2023, the Museum had six employees: a chief operating 
officer, a director of education, two assistants, a content creator, and a registrar. Although a 
fundraising position is included in its organizational chart, the Museum did not employ dedicated 
fundraising personnel as of June 2023.  
 
Staff turnover at OCII may also explain the lack of progress. Another factor that may have 
contributed to the project’s delay is the absence of a consistent OCII project manager and staff 
turnover, which, according to OCII, has persisted since the inception of the grant agreement in 2010, 
continued through the closure of Yerba Buena Center Redevelopment project area in 2011, and 
lasted long after the dissolution of SFRA in 2012. Thus, OCII’s efforts to fulfill its responsibilities to 
monitor the progress of the grantee (the Museum) and hold it accountable were uneven and 
ineffective at times. This may have contributed to the lack of coordination, communication, and 
oversight on the project, further delaying its progress. 

 
5 The $5.6 million excludes the $10.6 million OCII grant, a $10 million contribution, and a $2.1 million Public Art Fee 
from the Developer toward the façade of the premises, and a $5 million operational endowment also contributed by 
the Developer. 
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We could not assess the role or effectiveness of the Museum’s Board of Trustees. The capacity of 
grant recipients is a key issue that can affect the implementation of a program and its success. To 
assess the Museum’s organizational capacity and the oversight over the Museum’s activities and 
resources, we invited the Museum’s 16-member Board of Trustees (Board) to participate in a short 
survey, which asked about the Board’s structure and the expertise of the Board members. However, 
instead of responding to our survey, Board members opted to provide their resumes, which reflect a 
wide range of experiences, mainly in the arts, business and economics, law, government, and some 
experience with nonprofit organizations other than the Museum. Ultimately, we could not assess the 
Board’s structure or how well the Board leads or oversees the Museum because the Board members 
chose not to respond to our survey. 
 
Finding 1.2. The Museum has a history of mismanaging grant funds. 
 
The Museum has a history of poorly administering grants received from other sources. In 2012 the 
California Cultural and Historical Endowment (CCHE) awarded the Museum an $800,000 grant to be 
put toward the design and construction of the new museum building.6 At the end of the two-year 
grant period, a September 2014 interim audit report by the California Department of Finance found 
that: 
 None of the grant funds disbursed to the Museum were supported or eligible for 

reimbursement. 
 The Museum lacked necessary fiscal controls over grant funds. 
 The Museum’s accounting records did not separately identify grant-related costs.  
 The Museum used grant funds to reimburse costs incurred and paid for by a separate entity 

and reimbursed costs incurred before the grant term began. 
 The Museum did not complete the deliverables required by the grant agreement. 

 
The audit report recommended that the Museum return all disbursed funds, totaling $123,662,7 to 
CCHE.  
 
Going further into the Museum’s past, its audited financial statements8 highlight two additional 
examples of the Museum misusing grant funds, these from the California Arts Council. 
 From July 1999 through June 2002, the Museum drew funds from a California Arts Council 

educational services grant. In 2003 the California State Controller’s Office conducted a desk 
review of the grant that found the Museum had improperly spent approximately $295,000 of 
the grant funds for general operating expenditures and that the Museum had otherwise not 
fulfilled the grant agreement’s terms and conditions. The Museum unsuccessfully appealed 
this finding.  
 

 
6 We found that the Museum spent funds from its OCII grant for legal and accounting expenses it incurred to address 
the findings of the audit of the CCHE grant, as described in Finding 3. 
7 The Museum used only $137,403 of the $800,000 grant. CCHE withheld a 10 percent retention from the 
reimbursement claim; therefore, CCHE paid the Museum $123,662 ($137,403 - $13,741 = $123,662). 
8 The audit team reviewed the Museum’s audited financial statements for 2011 through 2019. The audited statements 
for 2019 were the latest available.  
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 The California Arts Council awarded a $500,000 “reimbursement contract” to the Museum for 
its capital development program, of which $125,000 was advanced to the Museum in 2002. 
However, the Museum did not spend the funds for the intended purpose within the time 
frame required by the contract.  

 
Finding 1.3. The Museum may have spent grant funds on excessive 
expenses. 
 
Chapter 3 highlights the Museum’s ineligible or questionable expenditures of grant funds, but we 
also found an instance in which the Museum may have spent grant funds excessively, further 
demonstrating its poor management of grant funds.  
 
The Museum director’s salary in 2012 appears to have been excessive and was paid for entirely 
with grant funds. The Museum has not had a paid director or chief executive officer since 2015, but 
over a decade ago, in 2012, the Museum used OCII grant funds to pay its chief executive officer a 
salary that was significantly higher than the average paid by other museums in its budget range.  
 
As shown in the first grant disbursement agreement (GDA), in 2012 the Museum spent $200,000 for 
the director’s salary, for which the Museum used only grant funds. According to a 2012 annual survey 
of the Association of Art Museum Directors, at that time the average salary of directors of museums 
in the United States with budgets of $1 million to $2.5 million was $147,279. Thus, the salary of the 
Museum’s director was 36 percent above that average.  
 
The Museum’s 2012 financial reports show that the organization had annual revenue of $1,168,440, 
which included $750,000 of income received through grant funds. Without the grant funds, the costs 
of the director’s salary would have been 48 percent of the Museum’s annual revenue, likely making 
the salary an unsustainable cost for the organization. Further, after the director who received this 
salary left the Museum in January 2013, the subsequent director’s annual salary was $90,000, a 
decrease of 55 percent, indicating that the preceding director was grossly overpaid.  
 
In comparison, the MoAD executive director’s salary, for its fiscal year 2011-12, was $160,000. The 
reported revenue of MoAD for that fiscal year was $2,345,432, which was twice as much as the 
Museum’s. Thus, the Museum director’s salary was 17 percent of the Museum’s annual revenue, 
compared to 7 percent of annual revenue for MoAD. Further, MoAD’s executive director salary was 9 
percent above the average in the 2012 annual survey of the Association of Art Museum Directors, 
compared to 36 percent above average for the Museum. 
 
In contrast to the first GDA, funds from which the Museum used to pay 100 percent of its director’s 
salary in 2012, the salary of the subsequent director was funded with decreasing allocations of grant 
funds in subsequent GDAs: 50 percent in the second GDA and 30 percent in the third GDA. This 
indicates that the Museum recognized the prior director’s salary was unsustainably high and that it 
should not be covered entirely by the grant funds.  
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RECOMMENDATIONS 
 
The Office of Community Investment and Infrastructure should:  
 

1. Require The Mexican Museum to provide specific, realistic, and achievable fundraising goals 
to demonstrate it can fund the project and open to the public without extended delays and 
work with the Real Estate Division to determine whether fundraising is sufficient to complete 
the build-out of the premises. 
 

2. Require The Mexican Museum to separately identify grant-related expenses in its accounting 
system to ensure expenses billed to the grant agreement are not covered by other sources. 
 

3. Require The Mexican Museum to create policies and procedures for tracking the personnel 
time that is directly connected to improving the premises at 706 Mission Street. OCII should 
also document such procedures in any subsequent grant disbursement agreements it 
executes and accurately reimburse these expenses. 
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Chapter 2 
The Museum has not fulfilled some of its obligations 
under the lease and facilities agreement or the 
purchase and sale agreement. 
 
SUMMARY 
 
As of July 2023, the Museum had failed to comply with several requirements in the purchase and sale 
agreement and lease and facilities agreement. It has not completed a substantial amount of the 
planned tenant improvements, has not provided the required annual financial packets or a compliant 
certificate of insurance for the premises, and did not pay its common area and maintenance dues.  
 
Finding 2.1. The Museum did not comply with its contractual obligation to 
substantially complete tenant improvements by September 2022, despite 
having the opportunity to do so. In fact, the interior improvements have not 
even begun.  
 
The purchase and sale agreement and the lease and facilities agreement require tenant 
improvements to be substantially completed within 24 months of the issuance of the Temporary 
Certificate of Occupancy for the Core and Shell, which was issued on September 3, 2020. Thus, the 
Museum should have substantially completed the required improvements by September 3, 2022. 
However, as of July 2023, the Museum had not even begun the planned interior improvements at 
706 Mission Street.  
 
The lease and facilities agreement states that if the Museum does not complete the improvements 
by the deadline, RED has the right to evaluate the state of the construction of the interior 
improvements and determine whether to pursue another tenant for the premises.9 As of December 
2023, RED has not notified the Museum that it will pursue another tenant for the space. 
 
The Museum did not request early access to the premises but took possession in July 2023. 
Although the lease and facilities agreement expressly provides the Museum with an opportunity to 
request early access to the premises from RED and the Developer to begin interior improvements, 
the Museum did not use that opportunity. According to RED, the Museum did not request early 
access to the premises. In July 2023 RED gave the Museum keys to the premises, which constituted 
the Museum taking full possession of the space.  
 

 
9 Before pursuing another tenant, RED must notify the Museum in writing and use a “cure period” of 30 days. A longer 
cure period could be used if the Museum requested this in writing and the City agreed to the request. 
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The Museum has made no progress on interior improvements. In July 2023 the audit team visited 
the premises and saw none of the planned interior improvements—or any visible progress toward 
them—for which the Museum is responsible. The only major completed milestone we saw is the 
façade screen on the premises’ exterior, which the Developer completed, as shown in Exhibit 4.  
 
Exhibit 4: Façade screen outside the cultural space at 706 Mission Street 

 

 
Source: CSA, July 14, 2023 
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Exhibit 5 shows two photos reflecting the state of the premises we observed in July 2023 contrasted 
with the Museum-provided renderings of how the completed exhibition spaces were expected to 
look. 
 
Exhibit 5: State of the premises in July 2023 (left) compared to design plans (right) 

 

 

 

Source: CSA, July 14, 2023 (left); the Museum (right) 

 
The Museum sued the City over an interior access issue, possibly adding to the delays. According 
to the Museum, its initial plan was to include a staircase between the second and third floor, as 
shown in Exhibit 6. However, according to the Museum, this plan had to be dropped when it found 
that access to the staircase was blocked after the Developer completed the space. Consequently, in 
May 2022 the Museum filed a lawsuit against the City related to the blocked access to the third and 
fourth floor of the premises. Instead of fully concentrating on fundraising and planning the build-out, 
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the Museum spent time and legal fees on 
the lawsuit, which yielded no results. Also, 
because it took more than a year for the 
parties to resolve the lawsuit, it may have 
further delayed the project. According to 
RED, it complied with the lease and 
facilities agreement by providing the 
Museum with at least nine months’ notice 
regarding the change order to block off the 
staircase access, but the Museum did not 
respond and later stated it did not receive 
the notice. The parties eventually entered 
into a tolling agreement, suspending the 
statute of limitations, which was approved 
by the City’s Board of Supervisors in June 
2023, and the case was dismissed without 
prejudice the following month. 

Exhibit 6: Blocked-off access to planned staircase 
 

 
 Source: CSA, July 14, 2023 

Finding 2.2. The Museum has not fulfilled reporting and insurance 
requirements in the lease and facilities agreement and has not paid nearly 
$80,000 in common area and maintenance dues.  
 
According to RED, as of August 2023 the Museum had not provided the required annual reporting 
packets or financial statements since 2018. Also, as of September 2023 the Museum had not 
provided proof of insurance for the premises, which has been required since July 2023. 
 
As indicated above, these documents have been required since either of two applicable dates: the 
effective date, which is the date the agreement was signed in March 2015, or since the 
commencement date, which is July 11, 2023, when the Museum took possession of the premises.  
 
The Museum has not submitted annual reporting packets or financial statements. According to the 
Museum’s management, the organization had no obligations under the lease and facilities 
agreement, including no obligation to provide required documents, until the Museum was in 
possession of the premises, which the agreement calls the commencement date. However, the lease 
and facilities agreement states otherwise, except for the proof of insurance, which was due upon the 
commencement date. Based on the reporting requirements in the lease and facilities agreement that 
became effective on the agreement’s March 2015 effective date, in February 2021 RED notified the 
Museum that it was not in compliance with these requirements.  
 
The Museum’s proof of insurance falls short of requirements. On September 5, 2023, RED issued a 
notice requesting proof of insurance from the Museum. On November 1, 2023, RED issued a notice 
of default to the Museum for failing to provide proof of insurance for the premises. On November 5, 
2023, the Museum provided proof of insurance for the premises. However, the insurance coverage 
the Museum obtained had commercial general liability limits of $1 million per occurrence, which falls 
short of the lease and facilities agreement’s requirement of $5 million. The Museum’s legal counsel 
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stated that as of November 3, 2023, the organization was arranging to increase the insurance policy’s 
liability limit so it will comply with the lease and facilities agreement. 
 
The Museum has not paid any common area and maintenance dues. According to RED, as of 
November 11, 2023, the Museum had not paid any of its monthly common area and maintenance 
dues for the museum space, which totaled $79,513 at that time. The first payment was due in August 
2023, after the Museum took possession of the premises. 
 
RECOMMENDATIONS 
 
The Real Estate Division should: 
 

4. Require The Mexican Museum to provide, within 60 days of the issuance of this report, a plan 
indicating how it will complete the build-out of the premises, including a realistic schedule, 
with detailed milestones, showing when the space will open to the public. If the Real Estate 
Division determines that The Mexican Museum is no longer a viable project, the Real Estate 
Division should develop an alternative use for the space pursuant to the lease and facilities 
agreement. 
 

5. Require The Mexican Museum to provide proof of insurance that complies with the lease and 
facilities agreement, Section 20, covering the period after the agreement commenced on July 
11, 2023. 
 

6. Require The Mexican Museum to provide for its most recent fiscal year audited financial 
statements and the annual financial information packet as described in the lease and facilities 
agreement. 
 

7. Require The Mexican Museum to promptly pay its common area and maintenance dues.  
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Chapter 3 
The Museum submitted $43,616 of ineligible costs, 
$930,247 of questionable costs, and $562,579 of 
operational costs, all of which OCII approved. 
SUMMARY 

OCII approved $43,616 of the Museum’s 
expenses for ineligible activities, $21,250 of 
which were for costs approved twice. Also, it 
approved $930,247 of questionable expenses, 
which were not sufficiently supported, and 
$562,579 of operational costs related to the 
Museum’s Fort Mason exhibition space and 
the storage of the Museum’s collection. 
 
The Museum Spent $43,616 in Costs for Ineligible Activities 
 
The Museum spent $43,616 for costs that are ineligible for reimbursement under the grant 
agreement with OCII. Most of the ineligible costs are related to expenses the Museum submitted 
twice and legal costs related to activities for other Museum grants. Exhibit 7 summarizes the 
ineligible costs, and Exhibits 8 and 9 show the Museum’s supporting documentation for some of 
these examples. 
 
Exhibit 7: Summary of ineligible costs for which OCII reimbursed the Museum 
Ineligible Cost Ineligible Amount 
Duplicate paymentsa $21,250 
Legal services not directly connected with grant’s purpose. Services described relate to 
addressing findings of CCHE grant audit, “visa requirements” for the Museum’s new 
director, and Board meetings, among others.b 

17,200 

Workers compensation insurance for a period when no salaries were reimbursed. 1,388 
Other miscellaneous costs, such as groceries, parking, bridge tolls, utility cart. 1,353 
Working dinner and breakfast with architects.c 921 
Expense for the Museum director’s health insurance for December 2012 was approved 
twice, once via personal insurance, paid by the Museum ($766.64) and once through 
the Museum’s group insurance ($1,012.59). 

767 

Benefits of an employee whose salary was not reimbursed under the grant agreement 567 
Payroll related to the Museum director 170 

Total $43,616 
Notes: 
a Refer to Exhibit 10, 11, and 12 for details and supporting documents. 
b Refer to Exhibit 9 for supporting documents. 
c Refer to Exhibit 8 for supporting documents. 
Source: CSA analysis  

Ineligible Activities
1%

Operational Activities
18%

Questionable Activities
30%

Eligible Activities
51%
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Exhibit 8: Support for $921 working dinner and breakfast incurred by the Museum. 
 

 

 
Source: OCII  
 
Exhibit 9: Support for legal services related to CCHE grant (discussed in Finding 1.2) 
and employment labor visa incurred by the Museum, totaling $5,000. 

 

 

Source: OCII 
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The audit also found four instances in which the Museum submitted—and OCII approved and 
reimbursed—the same expenses twice. These duplicate reimbursements total $21,250. Details are 
shown in Exhibits 10, 11, and 12. 
 
Exhibit 10: Summary of OCII’s duplicate reimbursements to the Museum. 

Description  Ineligible Amount 

Same invoice from Linda Waterfield for space planning was attached to check 1694, 
dated 8/31/2012, and check 1717, dated 9/15/2012. Expense was approved in same 
GDA. 

$3,125 

Same invoice from Linda Waterfield for space planning was attached to check 1782, 
dated 11/30/2012, and check 1794, dated 12/11/2012. Expense was approved in 
same GDA. 

3,125 

Same invoice from The Marquez Law Group for legal services was attached to check 
1812, dated 12/27/2012, and check 1843, dated 1/15/2013. Expense was approved 
in same GDA.  

7,500 

Check 1873, dated 3/1/2013, to The Marquez Law Group for legal services was 
approved once in first GDA with only a copy of the check as support and then again 
in second GDA with both an invoice and the check as support. 

7,500 

Total $21,250 

Source: CSA analysis 
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Exhibit 11: Duplicate reimbursement to the Museum for Linda Waterfield invoice. 
 

Supporting Documents: 

  

Issues Identified: 
 The Museum submitted the same invoice twice. The second time, a note was added: 

“resubmitted September 11, 2012.” 

 OCII reimbursed the Museum for both, thus potentially paying for the same expense 
twice.  

 We cannot determine whether both checks were cashed because the Museum provided 
copies of checks instead of cancelled checks. 

 

Source: OCII; CSA analysis 
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Exhibit 12: Duplicate reimbursement to the Museum for The Marquez Law Group invoice. 
 

Supporting Documents: 

  

Issues Identified: 
 The Museum submitted the same invoice twice. 
 OCII reimbursed the Museum for both expenses, thus potentially paying for the same 

expense twice.  
 We cannot determine whether both checks were cashed because the Museum provided 

copies of checks instead of cancelled checks. 
 

Source: OCII; CSA analysis 

 
The Museum Requested $930,247 in Grant Money for Questionable Costs, Which OCII Approved 
 
The Museum spent $930,247 on questionable costs, most of which were for goods or services that 
we could not confirm were directly tied to the grant’s purposes, as stated in the grant agreement. For 
example, it is not always clear from the documentation whether an expense relates to the 706 
Mission Street space or the Museum’s former space at Fort Mason, which was still operational during 
the periods covered by some of the GDAs. The questionable costs, all of which OCII approved, were 
mainly of the following types:  
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 Salaries of the Museum’s administration staff and director, sometimes fully reimbursed from 
the grant, were not supported by timesheets to show that the work performed by these 
employees was directly related to predevelopment of the 706 Mission Street space or 
another purpose covered by the grant agreement.  

 Phone and internet costs were reimbursed at 75 and 90 percent without evidence to confirm 
that they were related to predevelopment activities.  

 Accounting services were not itemized, so it is unclear if they were related to 
predevelopment activities. Further, we found five invoices for accounting and consulting 
services that list activities connected to the CCHE grant discussed in Finding 1.2. We could 
not verify the exact amount of the ineligible portion of these expenses because the expenses 
were not itemized, so we categorized these expenses as questionable.  

 Miscellaneous expenses were reimbursed without sufficient documentary evidence to 
determine whether they were related to predevelopment activities or activities related to the 
706 Mission Street space or the Museum’s former space at Fort Mason. 

 
Exhibit 13 summarizes the most recognizable categories of questionable expenses. Exhibit 14 is an 
example of the accounting and consulting invoices related to the CCHE grant discussed in Finding 
1.2. Exhibit 15 is an example of insufficient documentary evidence submitted by the Museum.  
 
Exhibit 13: Summary of questionable costs incurred by the Museum 

Questionable Costs Amount 

Salaries of administrative employees and director $383,419 

Accounting/Auditing Fees 177,072 

Salary of fund development director 110,000 

Architects 84,315 

Employee benefits 40,768 

Phone/Internet 10,292 

Other 124,381 

Total $930,247 

Source: CSA analysis 
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Exhibit 14: The Museum’s accounting and consulting expenses regarding CCHE 
grant, discussed in Finding 1.2  

 

Descriptions Taken From Reimbursed Invoices: 

Invoice 2014-2808 

 
Invoice 2014-2851 

 
Invoice 2015-2936 

 
Invoice 2015-3102 

 
Invoice 2015-3126 

Issues Identified: 
 Includes ineligible expenses regarding the CCHE grant. 
 We cannot determine the exact amount of the ineligible portion of the expenses because 

the expenses are not itemized and are commingled with other activities. 
 

Source: OCII; CSA analysis 
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Exhibit 15: The Museum’s payments for architectural services with inadequate 
invoice support  

 

Supporting Documents: 

  

Issues Identified: 
 The Museum submitted the same invoice four times. 
 The Museum attached the same four checks (with consecutive check numbers) to the invoice it 

submitted four times. 
 Check amount (individually or total of four) does not match invoice amount. 
 Insufficient proof of payment: the Museum provided copies of checks instead of cancelled 

checks. 
 

Source: OCII; CSA analysis 
 
We could not determine whether the Museum has additional documentation to explain the 
questionable expenses because, according to the Museum, it has not retained documents for more 
than five years, consistent with its record retention policy. Although the grant agreement and grant 
disbursement agreements require the grantee to have documentation related to expenses available 
upon request, the language in the agreements does not specify the duration for which the Museum 
should retain documents related to the grant agreement. Current city guidance requires that 
recipients of city grants retain documentation related to a grant agreement for the duration of the 
agreement and up to five years after the conclusion of the grant agreement.  
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The Museum Requested $562,579 for Operational Expenses and Storage of Its Collection, Which 
OCII approved 
 
The Museum spent $562,579 on operational expenses related to an active exhibition space, such as 
rent at its Fort Mason location, and rent for storage of its collection, which we deem as not allowable 
under the grant agreement. According to OCII, it approved these costs under its broad authority 
stipulated in the Community Redevelopment Law, allowing it to determine eligible reimbursements 
for redevelopment activities that primarily benefit a project area. Although we recognize this 
authority of OCII, the audit focused on the contractual obligations under the grant agreement, and 
the agreement states that the grantee agrees to use the grant funds to pay for costs associated with 
“predevelopment activities” and “interior improvements” related to the Museum’s new space, and for 
no other purpose. The grant agreement goes on to define “predevelopment activities” and “interior 
improvements,” and these definitions do not include the Museum’s operational expenses. 
 
Exhibit 16 summarizes the types of operational costs OCII approved. 
 
Exhibit 16: Summary of the Museum’s operational costs approved by OCII 
Operational Costs Amount 

Rent, utilities, and common area maintenance fees at Fort Mason exhibition space $285,831 

Rent for storage outside Fort Mason exhibition space 247,028 

General, fire, and art insurance 14,135 

Consultant fees related to space planning at Fort Mason exhibition space 5,516 

Web hosting and membership fees 5,082 

Pest control and security alarm at Fort Mason exhibition space 2,578 

Other 2,409 

Total $562,579 

Source: CSA analysis  

 
RECOMMENDATIONS 
 
The Office of Community Investment and Infrastructure should: 
 

8. Seek reimbursement from The Mexican Museum for any grant funds spent on ineligible 
activities. 

 
9. Develop clear and specific criteria for reimbursing expenses directly related to 

predevelopment activities and interior improvements at the premises and document them in 
subsequent grant disbursement agreements. 
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10. No longer approve any reimbursement requests for The Mexican Museum’s operational 
costs, including costs to store The Mexican Museum’s collection unless it amends the grant 
agreement to specifically allow these activities. 
 

11. Follow the City’s record retention policy by amending the grant agreement to require The 
Mexican Museum to retain all reimbursement-related documents under the agreement in a 
readily accessible location and condition for a period of not less than five years after the final 
payment under the agreement. Also, include similar language in any subsequent grant 
disbursement agreements it executes. 
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Chapter 4 
OCII has not effectively enforced the Museum’s 
grant agreement or grant disbursement agreements. 
 
SUMMARY 
 
OCII approved expenses without adequate proof of payment from the Museum. Also, OCII approved 
costs that the Museum incurred before the GDA effective dates and used different methods to 
disburse grant funds.  
 
Finding 4.1. OCII approved $445,816 in expenditure requests without 
adequate proof of payment from the Museum. 
 
OCII approved the Museum’s requests for reimbursement for $445,81610 of expenses with missing or 
insufficient proof of payment, such as copies of checks. Of this amount, $262,709 of expenses have 
no proof of payment. Further, not until the second payment of the third GDA did OCII receive copies 
of cancelled checks from the Museum to confirm that it had paid the requested expenses. For the 
expenses within the fifth GDA, OCII did not provide us with proof of payment, except for the costs 
reimbursed for the storage of the collection of the Museum from November 2018 to March 2022. It 
is important that any grantor sees proof of payment by its grantee seeking reimbursement to ensure 
that the liability—represented by an invoice, for example—was actually paid, not just incurred, by the 
grantee. 
 
Of the reimbursement requests for expenses with insufficient proof of payment, OCII approved 
expenses in the amount of $183,107, which was less than the total cost the Museum incurred. In 
some cases of insufficient proof of payment, the Museum provided OCII with proof of payment for 
an amount equal to the amount OCII approved for reimbursement, and not for the total amount of 
the invoice. For example, Invoice 012157 from Fort Mason Center for the Museum’s February 2014 
rent, shown in Exhibit 17, is $7,357, but the proof of payment the Museum provided was $5,517.75, 
which equals the amount OCII approved for this expense. 
  

 
10 The audit team did not use missing or insufficient proof of payment as a criterion to determine cost eligibility under 
the grant. 
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Exhibit 17: Invoice and proof of payment for the Museum’s February 2014 rent 
 

 
 

Source: OCII 
 
Finding 4.2. OCII approved costs that the Museum incurred before the GDA 
effective dates. 
 
The Museum spent $464,31611 in grant funds for costs it incurred before the effective dates of the 
respective GDAs12. Other than the fifth GDA, which expressly allows reimbursement of costs incurred 
before the effective date of the grant disbursement agreement, the other agreements did not. Thus, 
under the first four GDAs, the Museum should have included—and OCII should have approved and 

 
11 The audit team did not use incurred costs before the GDA effective dates as a criterion to determine cost eligibility 
under the grant. 
12 All costs were incurred within the term of the grant agreement. 
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reimbursed—only costs incurred during the periods covered by the GDAs. Costs incurred outside the 
effective period of the first four GDAs should not have been approved. 
 
Finding 4.3. OCII did not always promptly review the Museum’s 
expenditures, did not create the required detailed disbursement procedures, 
and used different methods to disburse the grant funds. 
 
OCII reviewed supporting documentation four years after making a payment. We found one 
instance in which it took OCII four years after paying grant funds to the Museum to obtain and 
review the supporting documents. This occurred for the second payment of the third GDA, which 
OCII made in December 2014 as an advance. The Museum did not provide documents to OCII 
substantiating the expenses covered by this payment until December 2018. OCII finally completed its 
review and approval for this payment in March 2019, more than four years after it made the 
payment. According to OCII, the dissolution of SFRA severely limited OCII’s operations, and significantly 
reduced the staffing levels of the successor agency. 
 
OCII did not create the detailed disbursement procedures required by the grant agreement. The 
grant agreement states that the Museum must use the grant funds only for predevelopment 
activities and interior improvements related to the Museum’s new space and adds that the funds 
would be disbursed through additional grant disbursement agreements that should describe 
detailed disbursement procedures. However, the grant disbursement agreements use vague 
language stating that the Museum must submit a “budget” and a “funding request” or a 
“reimbursement request” to receive grant funds but do not describe what these budgets and funding 
requests must include or be supported by.  
 
OCII used different disbursement procedures. Over the five GDAs, authorized by resolutions of the 
SFRA and the Commission on Community Investment and Infrastructure, OCII disbursed funds using 
three different approaches:  
 
 Before costs were incurred and documentation was submitted by the Museum. OCII used this 

approach of advancing funds to the Museum for the first, second, and third GDA.  
 

 After costs were incurred and documentation was submitted by the Developer. OCII used this 
approach for the fourth GDA.  
 

 For costs incurred before approval of the GDA and budget and after documentation was 
submitted by the Museum. OCII used this approach for the fifth GDA.  

 
Because OCII’s disbursement to the Museum for the first and second GDA was made before costs 
were incurred and the Museum did not provide expenses for the whole disbursed amount, the 
Museum allocated the remaining balance to activities in the second and third GDA, respectively. 
 
Also, OCII and the Museum used different allocation rates among the grant disbursement 
agreements for the same types of costs without properly documenting the reasons behind each rate. 
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The allocation rates used for five types of expenses included in the first three GDAs are shown in 
Exhibit 18.  
 
Exhibit 18: Expenses with different allocation rates 

GDA 

Expense Type and Allocation Rate 

Fort Mason 
Exhibition Space 

Insurance 
Premiums 

Accounting 
and Auditing 

Director 
Salary 

Administrative 
Staff Salaries 

First 100% 90% 90% 100% 85% 

Second 75% 75% 100% 50% 100% 

Third (First Payment) 94% N/A 100% 30% 75% 

Third (Second Payment) 100% N/A 100% 30% 75% 
Source: CSA analysis 

 
OCII consistently proportioned the benefits for the administrative staff and director only within the 
first GDA. In the second and third GDA, OCII did not proportion the benefits based on the 
reimbursement allocations of the salaries, but rather assigned a different allocation rate, as shown in 
Exhibit 19. 
 
Exhibit 19: Comparison of allocation rates for salaries and benefits 

GDA 
Reimbursement Rate for Salaries  
of Director/Administrative Staff 

Reimbursement Rate for Benefits  
of Director/Administrative Staff 

First 100%/85% 100%/85% 

Second 50%/100% 75% 

Third 30%/75% 20% 
Source: CSA analysis 

 
RECOMMENDATIONS 
 
The Office of Community Investment and Infrastructure should: 
 

12. Require proof of payment, such as bank statements and cancelled checks, for all expenses 
submitted for reimbursement, and reject any expenses submitted without sufficient evidence 
to show that payment was made. 
 

13. Only use the reimbursement method when disbursing grant funds to The Mexican Museum, 
and not before costs are incurred or sufficiently documented. Also, OCII should document 
these procedures and follow them consistently in any subsequent grant disbursement 
agreements with The Mexican Museum. 

 
14. Develop and include in any subsequent grant disbursement agreements specific language 

related to deadlines by which The Mexican Museum must submit documents.  
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Appendix A: 
Department Responses  
 
Office of Community Investment and Infrastructure Response 
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Real Estate Division 
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* Status Determination based on audit team’s review of the agency’s response and proposed corrective action. 
 
  

Recommendations and Responses 
 
For each recommendation, the responsible agency should indicate in the column labeled Agency Response whether it concurs, does not concur, 
or partially concurs and provide a brief explanation. If it concurs with the recommendation, it should indicate the expected implementation date 
and implementation plan. If the responsible agency does not concur or partially concurs, it should provide an explanation and an alternate plan 
of action to address the identified issue. 
 

Recommendation Agency Response CSA Use Only  
Status Determination* 

The Office of Community Investment and Infrastructure should: 

1. Require The Mexican Museum to provide specific, 
realistic, and achievable fundraising goals to demonstrate 
it can fund the project and open to the public without 
extended delays and work with the Real Estate Division to 
determine whether fundraising is sufficient to complete 
the build-out of the premises. 

☐ Concur ☐ Do Not Concur ☒ Partially Concur 
 
Subject to approval by the OCII Commission and in 
consultation with the Real Estate Division, any future grant 
disbursement agreements will include these goals. Currently, 
there are no grant disbursement agreements in effect. The 
Fifth Grant Disbursement Agreement expired June 14, 2022; 
the Grant Agreement expires on June 14, 2024. 

☒ Open 
☐ Closed 
☐ Contested 

2. Require The Mexican Museum to separately identify 
grant-related expenses in its accounting system to ensure 
expenses billed to the grant agreement are not covered 
by other sources. 

☒ Concur ☐ Do Not Concur ☐ Partially Concur 
 
OCII will direct the Mexican Museum to separately identify 
grant-related expenses in its accounting system. Subject to 
OCII Commission approval, any future grant disbursement 
agreement will require the Mexican Museum to implement 
these accounting practices. 

☒ Open 
☐ Closed 
☐ Contested 

3. Require The Mexican Museum to create policies and 
procedures for tracking the personnel time that is directly 
connected to improving the premises at 706 Mission 
Street. OCII should also document such procedures in any 
subsequent grant disbursement agreements it executes 
and accurately reimburse these expenses. 

☒ Concur ☐ Do Not Concur ☐ Partially Concur 
 
Subject to OCII Commission approval, any future grant 
disbursement agreement will require the Mexican 
Museum to create such policies and procedures. 

☒ Open 
☐ Closed 
☐ Contested 
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* Status Determination based on audit team’s review of the agency’s response and proposed corrective action. 
 
  

Recommendation Agency Response CSA Use Only  
Status Determination* 

The Real Estate Division should:   

4. Require The Mexican Museum to provide, within 60 days 
of the issuance of this report, a plan indicating how it will 
complete the build-out of the premises, including a 
realistic schedule, with detailed milestones, showing when 
the space will open to the public. If the Real Estate 
Division determines that The Mexican Museum is no 
longer a viable project, the Real Estate Division should 
develop an alternative use for the space pursuant to the 
lease and facilities agreement. 

☒ Concur ☐ Do Not Concur ☐ Partially Concur 
 
In addition to determining whether the Museum has issued 
a realistic plan, Real Estate Division (RED) will work with OCII 
to determine whether the plan is financially feasible based 
on the fundraising plan the Mexican Museum submits. RED 
anticipates completion of this task within 60 days of receipt 
of the Mexican Museum plan. 

☒ Open 
☐ Closed 
☐ Contested 

5. Require The Mexican Museum to provide proof of 
insurance that complies with the lease and facilities 
agreement, Section 20, covering the period after the 
agreement commenced on July 11, 2023. 

☒ Concur ☐ Do Not Concur ☐ Partially Concur 
 
The Mexican Museum has not cured this default as of the 
date of this response. Within 5 business days, RED will 
inform the Mexican Museum in writing again that they have 
30 days to meet this requirement. 

☒ Open 
☐ Closed 
☐ Contested 

6. Require The Mexican Museum to provide for its most 
recent fiscal year audited financial statements and the 
annual financial information packet as described in the 
lease and facilities agreement. 

☒ Concur ☐ Do Not Concur ☐ Partially Concur 
 
The Mexican Museum has not cured this default as of the 
date of this response. Within 5 business days, RED will 
inform them in writing that they have 30 days to meet this 
requirement. 

☒ Open 
☐ Closed 
☐ Contested 

7. Require The Mexican Museum to promptly pay its 
common area and maintenance dues. 

☒ Concur ☐ Do Not Concur ☐ Partially Concur 
 
The Mexican Museum has not cured this default as of the 
date of this response. Within 5 business days, RED will 
inform them in writing again that they have 30 days to meet 
this requirement. 

☒ Open 
☐ Closed 
☐ Contested 
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* Status Determination based on audit team’s review of the agency’s response and proposed corrective action. 
 
  

Recommendation Agency Response 
CSA Use Only 

Status Determination* 

The Office of Community Investment and Infrastructure should:   

8. Seek reimbursement from The Mexican Museum for any 
grant funds spent on ineligible activities. 

☒ Concur ☐ Do Not Concur ☐ Partially Concur 
 
Within 60 days and subject to consultation with the OCII 
Commission, OCII will begin the process for seeking 
reimbursement from the Mexican Museum for any grant 
funds spent on ineligible activities. 

☒ Open 
☐ Closed 
☐ Contested 

9. Develop clear and specific criteria for reimbursing 
expenses directly related to predevelopment activities 
and interior improvements at the premises and document 
them in subsequent grant disbursement agreements. 

☒ Concur ☐ Do Not Concur ☐ Partially Concur 
 
Subject to OCII Commission approval, any future grant 
disbursement agreement will include clear and specific 
criteria for grant reimbursements directly related to 
predevelopment activities and interior improvements. 

☒ Open 
☐ Closed 
☐ Contested 

10. No longer approve any reimbursement requests for The 
Mexican Museum’s operational costs, including costs to 
store The Mexican Museum’s collection unless it amends 
the grant agreement to specifically allow these activities. 

☐ Concur ☐ Do Not Concur ☒ Partially Concur 
 
Subject to OCII Commission approval, any future grant 
disbursement agreement will identify reasonable operational 
costs related to predevelopment activities as eligible 
expenses. Amendment of the grant is not required for this 
purpose. 

☒ Open 
☐ Closed 
☐ Contested 
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* Status Determination based on audit team’s review of the agency’s response and proposed corrective action. 
 
  

Recommendation Agency Response 
CSA Use Only 

Status Determination* 

The Office of Community Investment and Infrastructure should:   

11. Follow the City’s record retention policy by amending the 
grant agreement to require The Mexican Museum to 
retain all reimbursement-related documents under the 
agreement in a readily accessible location and condition 
for a period of not less than five years after the final 
payment under the agreement. Also, include similar 
language in any subsequent grant disbursement 
agreements it executes. 

☐ Concur ☐ Do Not Concur ☒ Partially Concur 
 
OCII will direct the Mexican Museum to retain, until further 
notice, all records required under Section 7.1 of the grant 
agreement. Subject to approval by the OCII Commission, 
OCII will insert in any future grant disbursement agreement 
OCII’s current standard contract records retention 
requirements which states that “records shall be maintained 
for a period of four years from the date of the termination of 
the Contract; except that records that are the subject of 
audit findings shall be retained for four years or until such 
audit findings have been resolved, whichever is later.” 

☒ Open 
☐ Closed 
☐ Contested 

12. Require proof of payment, such as bank statements and 
cancelled checks, for all expenses submitted for 
reimbursement, and reject any expenses submitted 
without sufficient evidence to show that payment was 
made. 

☒ Concur ☐ Do Not Concur ☐ Partially Concur 
 
In reviewing requests for payment under any grant 
disbursement agreement, OCII will require the Mexican 
Museum to provide proof of payment, such as bank 
statements and cancelled checks, for grant reimbursements 
and will reject any expenses submitted without sufficient 
evidence to show that payment was made. 

☒ Open 
☐ Closed 
☐ Contested 

13. Only use the reimbursement method when disbursing 
grant funds to The Mexican Museum, and not before 
costs are incurred or sufficiently documented. Also, OCII 
should document these procedures and follow them 
consistently in any subsequent grant disbursement 
agreements with The Mexican Museum. 

☐ Concur ☐ Do Not Concur ☒ Partially Concur 
 
Subject to approval of the OCII Commission, any future 
grant disbursement agreement will use the reimbursement 
method when disbursing grant funds. OCII has followed this 
practice with the Mexican Museum grant disbursement 
agreements since 2019. 

☒ Open 
☐ Closed 
☐ Contested 
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* Status Determination based on audit team’s review of the agency’s response and proposed corrective action. 
 
  

Recommendation Agency Response 
CSA Use Only 

Status Determination* 

The Office of Community Investment and Infrastructure should:   

14. Develop and include in any subsequent grant 
disbursement agreements specific language related to 
deadlines by which The Mexican Museum must submit 
documents. 

☒ Concur ☐ Do Not Concur ☐ Partially Concur 
 
Subject to approval of the OCII Commission, any future 
grant agreements will include specific language regarding 
deadlines for the Mexican Museum to submit documents 
under the grant disbursement agreements. 

☒ Open 
☐ Closed 
☐ Contested 
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Appendix B: 
The Mexican Museum Response* 
  

 
* The Museum’s full response includes 184 pages. CSA retains the documentation that the Museum attached to 
its response, which is available upon request. 
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Appendix C: 
Auditor’s Comments on The Mexican Museum’s Response 
 
To provide clarity and perspective, the Controller’s Office, City Services Auditor (CSA), Audits Division, 
is commenting on the written response of The Mexican Museum (the Museum) to the audit report, 
which the Museum provided to us on March 7, 2024. CSA maintains that the findings in the report 
are complete and accurate based on the documentation provided by the Office of Community 
Investment and Infrastructure (OCII), Real Estate Division (RED), and the Museum during the audit.  
 
In response to pages 2 and 3 of the Museum’s response: 
 
The Museum states that the work of the audit team far overreached the scope and objectives of the 
audit and that we did not provide a fair and balanced report. We disagree. We maintain that the 
evidence obtained during the audit provides a reasonable basis for the findings and conclusions 
based on the audit objectives. Information in the report that refers to the period before December 
14, 2010, the effective date of the grant agreement, is based on information in the Museum’s audited 
financial statements of 2011 through 2019 and a corresponding current liability in its balance sheet 
for that period, which makes the information relevant. 
 
In May 2023, during the entrance meeting, the audit team discussed the preliminary audit objectives 
with the Museum. In accordance with generally accepted government auditing standards and as 
discussed during the entrance meeting, audit objectives are preliminary until after the conclusion of 
the audit survey phase. Consistent with that fact, in July 2023 we provided the Museum with updated 
audit objectives in writing. The Museum’s letter also only refers to parts of the final audit objectives. 
Page 13 of the audit report states the audit objectives in their entirety. 
 
The Museum states it is prepared to move forward and complete the construction of the tenant 
improvements of the cultural component. Despite this statement, the Museum does not deny it lacks 
the funding to move forward with the project. It also has not submitted a design plan to the City. The 
Museum cannot move forward given its financial situation and lack of an approved and permitted 
design plan.  
 
In response to Section A (pages 3-9) of the Museum’s response:  
 
The Museum states that it should be credited with raising matching funds of at least $30 million and 
that the City is obligated to provide $7.5 million toward the project under a now-terminated Land 
Disposition Agreement (LDA). Despite our multiple efforts to obtain documents from the Museum to 
support the pledges and amounts it independently raised, the Museum did not provide documents 
to support the fundraised amounts. We reviewed the Museum’s audited financial statements for 
information on pledged amounts but found none, other than OCII’s grant and the endowment fund. 
Further, the City has no further obligation to pay the Museum $7.5 million under the terminated LDA.  
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In response to Section B (pages 9-12) of the Museum’s response: 
 
The Museum states that the audit team chose not to interview the Board of Trustees (Board). This is 
correct. Instead of interviewing board members, we asked them to respond to a written survey so we 
would obtain from each board member responses to the same set of questions asked in the same 
way. However, as noted on page 17 of the audit report, we could not assess the role or effectiveness 
of the Museum’s Board because Board members declined to respond to our survey questionnaire, 
which we distributed to them on August 23, 2023. The questionnaire asked about the Board’s 
structure and the members’ areas of expertise. Instead, Board members opted to provide their 
resumes to the audit team.  
 
In response to Section C (pages 13-16) of the Museum’s response: 
 
The Museum states that we did not give it enough time to provide responsive information and 
documentation. We disagree. Consistent with generally accepted government auditing standards, we 
allowed the Museum at least six months, from May through November 2023, to provide the 
information we requested during the audit’s survey and fieldwork phases. During our audit exit 
meetings with the Museum, in December 2023 and January 2024, we gave the Museum an additional 
month to provide information. Further, during the audit, the Museum informed us that it could not 
provide us with many of the documents we had requested because, due to its document retention 
policy of five years, it no longer had them.  
 
Finding 1.1: 
The Museum states that the $49.8 million budget forecast noted in the audit report was incorrect, 
that the Museum has additional funding in pledges that the audit report does not acknowledge, and 
that the amount remaining to fund the project could be reduced by: a) $7.5 million due to a claim 
that the City is obligated to fund this amount pursuant to the terminated LDA and; b) $5 million, 
which is Millennium Partners’ endowment contribution, as stipulated in the purchase and sale 
agreement. We disagree. Specifically: 

 
 As the report notes, the $49.8 million budget forecast is taken from Museum documents, 

dated November 2022 and provided to us in June 2023. The Museum did not provide us with 
a new—and considerably reduced—budget for the design and construction project until 
March 4, 2024, three days before the Museum provided its response letter to the audit 
report. Consistent with generally accepted government auditing standards, we cannot 
include information in our audit report that we did not review as part of the audit. The new 
budget, which totals $38 million, is dated February 16, 2024, approximately three months 
after we completed the audit fieldwork in November 2023 and after our exit meetings of 
December 2023 and January 2024. The Museum had ample opportunity to provide a new 
budget to us before the end of fieldwork and did not do so. Further, the new budget refers 
to three phases of construction but only includes forecasted expenditures for the first phase. 
(It is unclear whether the Museum would be able to open to the public after only the first 
phase of construction.) Moreover, the Museum did not provide a detailed basis for its 
proposed $38 million budget and the Museum has not submitted design plans to the City for 
approval, a critical first step in budgeting for the project.  
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 During the audit’s survey phase, the Museum stated that it had $6.7 million in pledges, so we 
later asked it for documentation of its confirmed pledges. However, the Museum provided us 
only one document in response, which supports a $5 million pledge to be effective after 
2025. Due to the timing of this pledge, we could not count it toward the capital funds the 
Museum secured for the interior improvements. 

 The endowment contribution cannot be counted toward the capital funds needed for interior 
improvements because, according to the purchase and sale agreement, the endowment may 
only be used toward the Museum’s operations once the Museum has opened to the public.  

 
Finding 1.2: 
The Museum states that the audit team “dug” into activities that occurred over 20 years ago. This 
statement is misleading as it implies that going back so far in time was unnecessary or excessive. On 
the contrary, we needed to review information more than a decade old to achieve the audit objective 
of assessing the Museum’s performance outcomes. The information we needed was found in the 
Museum’s audited financial statements of 2011 through 2019, which indicate a current liability that 
still exists in the Museum’s balance sheet.  

 
Finding 2.1:  
The Museum refutes the audit report’s statement that the Museum could have entered the premises 
before July 11, 2023, (when RED gave keys to the premises to the Museum). Also, the Museum states 
that the developer could have transferred ownership of the cultural component space to the 
Museum. We respond as follows: 
 

 Under the lease, Section 5.1, the Museum had the right to request early access to the 
premises at 706 Mission Street to begin construction. However, according to RED, the 
Museum never exercised this right. 

 The purchase and sale agreement states that the developer was to transfer the cultural 
component to the City, which in turn would lease the space to the Museum. Stating that the 
developer had the option to transfer the space to the Museum is false and misleading. 

 Our finding compares the terms of the lease and facilities agreement with the state of the 
premises that we saw and photographed during our visit of July 14, 2023. We verified that 
the Department of Building Inspection issued a temporary certificate of occupancy for the 
core and shell of 706 Mission Street in September 2020. 
 

Finding 2.2: 
The Museum states that it was notified of the need to increase its insurance coverage limit to $5 
million after it received the keys to the premises in July 2023. This may be true, but the lease, Section 
20, requires the Museum to have $5 million of insurance coverage on or before the commencement 
date of the lease, which was July 11, 2023. The Museum provided the updated insurance documents 
to us on March 4, 2024, months after we had completed the audit fieldwork and after our exit 
meetings with the Museum. We agree that, as of December 6, 2023, the Museum’s insurance policy 
appears to comply with the lease and facilities agreement. However, we stand by our finding because 
the lease requires the Museum to provide proof of the required insurance to RED, which is the 
Museum’s landlord under the lease. As of February 15, 2024, RED had not received proof of the 
updated insurance from the Museum. Also, the City’s risk manager must assess the updated 
insurance to confirm that it complies with the lease and facilities agreement. 



69 | The Mexican Museum Has Not Demonstrated That It Can Meet the City’s Contractual Obligations, and 
OCII Has Not Effectively Enforced the Museum’s Grant Agreement 

 

 
  

Chapter 3: 
The Museum notes that it disagrees with the audit report’s description of questionable costs, as all 
the budgets were approved by OCII staff and the OCII Commission, and states that the report is 
incorrect in its characterization of certain expenditures as duplicate payments. We respond as 
follows: 
 

 Although we agree with the Museum that all expenditures were approved by OCII, as noted 
in the report, one of the audit objectives was to determine whether the funds spent were in 
compliance with allowable uses stipulated by the grant agreement. Thus, we assessed all 
expenditures for which the Museum used grant funds based on supporting documentation 
provided to us by OCII. (This represents all documentation the Museum gave to OCII at the 
time of submission and that OCII approved). The expenses we characterize as questionable 
are largely due to a lack of supporting documentation that would help verify the expenses 
listed in that category. As noted earlier, due to its five-year record retention policy, the 
Museum could not provide most of the older documentation we requested. Because we did 
not have access to older supporting documents, we could not verify whether these expenses 
were eligible under the grant. 

 The instances we report as duplicate payments are examples of the Museum double-billing 
OCII and receiving reimbursement twice under the grant agreement, not examples of the 
Museum paying its vendors twice for the same expense.  

 
We look forward to working with OCII and RED to follow up on the status of the recommendations 
made in this report. 
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