




























































































O Touche Ross

2,

a) CVC Operations (comt'd)

Recommendation = The Students' Soclety is currently in the
procees of negotiating an extemsion to the CVC
contracts on food and beverage operations even
though the contracts do not expire until 1990
and 1992 respectively. The extensions are
deemed necessary by the CVC im order that they
go ahead with capital expenditures at McGill,

If the Students' Society decides to extend its
relationship with the CVC 1t should consider
changing the nature of its contracts with the
cvce. The profit sharing clauses of the
contracts have proven unfreitful for MecGill
because of the large amount of operating costs
that have been charged to ¥cGill. Since the
Students' Society has no way of verifying or
challenging these costs, they should consider
basing future profit sharing contracts with the
CVC on percentage of sales alone. The
verification of sales alone would be easier to
monitor and the Students' Soclety would not have
to worry about CVC cost gverruns and high
administration and management fees.

The report provided by Toucke Ross Management
Consultants provides the Students' Society with
an in-depth list of recommemdations related to
this point.

b) Students' Society Year End

Observation - Last year it was recommended that the Students'
Society change its year end back to May 31 in
order to have the same year end as McGill
University with which it bhas a very close
relationship. The problem of using an April 30
year end is compounded by the fact that the CVC
uses a last week in May year end to settle its
accounts with the Students® Society. This
difference has caused major accounting problems
in preparing the April 30, 1989 financial
statements and will continue to cause problems
in the future unless rectified.
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b) Students' Society Year End (comt'd)

Recommendation = In view of the problems the April 30 year end
causes for reconciliation of tramsactioms with
McGill University and the C.V.C., a May 31 year
end is strongly recommended.

c) Cash Deposits *SDD}E\S

Observation = The administration department of the Students'
Society receives cash on a regular baeis in
settlement of accounts receivable. This money
is first counted by the clerk who prepares a
deposit slip. The deposit is then forwarded to
the accounting department. The money 1is not,
however, deposited on a timely basis. During
our audit we discovered that a large deposit ’
remained in the vault for one month. “Such a
delay poses a security problem.

Recommendation - The controller should ensure cash received in
settlement of accounts receivable is deposited
on a timely basis and does not stay in the vault
for extended periods.

d) Inventory Controls

Observation = This year's ending inventory balance was $10,000
higher than the inventory balance last year.
Management has indicated that this was caused by
the purchase of more inventory than was required
near year end.

Recommendation = Management should consider {mplementing an
economic order quantity system where a stock
level point is set at which a certain amount of

merchandise 18 ordered. This would be
especially helpful for higher value items such
as calculators. If this 1is not feasible,

management should at least attempt to make sure
that a minimal amount of merchandise 1is
purchased towards the end of spring in order not
to be overstocked during the slow summer
months,
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e) Profitability of Confectiomery Products
Observation ~ The profit margin on confectionery products

remains unchanged from last year's margin of
192, In 1986 and 1987 the margin was about
25%.

Recommendation = Sadie's management should consider increasing
the prices on confectionery products in order to
attain the profit margin of 25X that it had in
past years. DBefore increases are made, however,
the prices of confectionery products in campus
vending machines should be comsidered.

f) Sadie's II - McConnell Engineering

Observation - As in the past, the Sadie's II location showed
poor financial results. This is due to added
competition from the E.U.S. CO-0P also
established in the McConnell Engineering
Building.

Despite the poor results the Students' Society
does not want to close Sadie's II because it is
the “"major lifeline" between the Students'
Society and the Engineering students.

Recommendation - In order to improve performance at Sadie's II,
costs should be reduced. Consideration should
be given to reducing the number of hours the
tabagie is open to save on non-productive labour
costs. An analysis should be done to determine
which time slots are most profitable in order to
better organize Sadie's II business hours.

We shall be pleased to discuss further any matters raised in
this letter.

Yours very truly,

e Qan

Phyllis L. Heaphy

PLH/hj
H-D12-19
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November 25, 1988

Mr. Casey Fukada,

Vice-President, Finance,

Mr. Jon Shifman,

Comptroller,

The Students' Society of McGill University,
3480 McTavish Street,

Montreal, Quebec

H3A 1X9

Dear Sirs:

In accordance with our regular practice, we are writing this letter to
bring to your attention certain matters arising from our audit of the
Students' Society for the eleven-month period ended April 30, 1988. While
none of the observations outlined below are of sufficient gravity to
require us to substantially increase or amend the scope of our audit, we
recommend that every effort should be made to remedy them.

a) C.V.C. Operatioms

Observation - By comparing gross profit on sales for C.V.C. opera-
tions for 1987 and 1988, we noticed that both the
beverage and food operations' gross profit margins have
dropped by 4.5% and 1.3%Z respectively this year. There
were no explanations given by C.V.C. as to the reasons
for these decreases. Furthermore, the comfort letter
from C.V.C.'s auditors does not provide the Students'
Society with this kind of pertinent information.

Recommendation — An in-depth audit of C.V.C. operations and systems
would provide the Students' Society with the necessary
information as to the profitability of C.V.C. which would,
in turn, help the Students' Society in its decision
making.

Observation - In preparing the Statement of Food and Beverage
Operations, we noticed that an error had been made by
C.V.C. in the calculation of the Students' Society share
of net profit.

Recommendation - C.V.C.'s contract system should be reviewed to ensure
that contract modifications made in the system are properly
approved and agree with the most recent contracts, and that
calculations are correct. Also, a monthly check could be
made by the Students' Society to ensure that the stipulated
profits are effectively recorded by C.V.C.

Touche Ross International
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The Students' Society of McGill University 2.
Montreal, Quebec

b) The Students' Society Year End ‘

Observation — May is a very important month for the recording of trans- |
actions as the University closes its books at May 31 and f
requires all departments to process the current year's
invoices or transactions. As a direct consequence, the
Students' Society has a high volume of transactions during
that month.

Recommendation — In view of the above observations, a May 31 year end
would be more appropriate.

c) Profitability of Confectionery Products

Observation - We noticed that the unit cost increase of confectionery
products was not compensated by a corresponding unit
sales increase.

Recommendation — To prevent a loss in profitability, a unit cost
increase should be matched with a unit sales increase on
a timely basis.

d) Sadie's Inventory Transfer

Observation — While the McConnell (Sadie's II) inventory is physically
transferred to the University Centre (Sadie's I) at year
end, the accounting entries are put through based on
estimated costs. This produces inaccurate information as
to gross profit margins for Sadie's I and II.

Recommendation - Implement proper procedures -to ensure that costs of
the transferred items are correctly recorded in the books.

e) Monthly Reporting

Observation — The Students' Society has no information as to its
operations during the year.

Recommendation - A trial balance similar to the Students' Society ’
year—-end working papers could easily be set up using a
computer spreadsheet package to obtain a summary of monthly~
operations.

We shall be pleased to discuss further any matters raised in this letter.

Yours very truly,

Yude §
uﬂ."vU"—)h-O 'J'E’ﬂ'l’)

Phyllis L. Heaphy/mcg |



THE STUDENTS' SOCIETY

STATEMENT OF FOOD AND
FOR THE YEAR ENDE

Cafeteria
Gertrude's The and
Pub Alley catering Law Arts Education
Sales - food $234,884 § 61,327 $612,733 $95,918 $197,164 $168,718

Sales — beverage 346,954 45,466 - - - “
581,838 106,793 612,733 95,918 197,164 168,718

Cost of sales - food 82,613 18,688 273,137 37,509 75,275 62,076
Cost of sales - beverage 138,269 13,379 = = = =
220,882 32,067 273,137 37,509 75275 62,076
Gross profit 360,956 74,726 339,596 58,409 121,889 106,642
Less
Operating expenses 304,825 71,943 361,913 49,755 87,054 75,637
Base income to the Society =
Food 24,663 6,439 64,337 10,071 20,702 17,715
Base income to the Socilety -
) Beverage 36,909 4,606 - < - -
Net profit (loss) per C.V.C.
Inc. ($ 5,441) ($ 8,262) ($ 86,654) ($ 1,417) $ 14,133 § 13,290

Breakdown of net profit (loss)
per C.V.C. Inc.

Food $ 9,500 ($ 4,139) ($ 86,654) ($ 1,417) $ 14,133 $ 13,290
Beverage (14,941) (4,123) - - P -
Total net profit (loss) ($ 5,441) ($ 8,262) ($ 86,654) ($ 1,417) $ 14,133 $ 13,290

Food and beverage results
for vending agreement purposes

Base income = food $ 24,663 $ 6,439 $ 64,337 410,071 $ 20,702 $ 17,715
Base income - beverage 36,909 4,606 - = - o=
Share of net profit (loss) -
food 4,750 (2,070) (43,326) (709) 7,067 6,644
Rental fees - vending
agreements - - - (9,592)" (19,716) (16,872)
66,322 8,975 21,011 (230) 8,053 7,487

Distribution of profit (50%) to
vending satellites - - - - (4,027) (3,744)
Amortization of fixed assets = = = = = =

$ 66,322 § 8,975 $ 21,011 ($ 230) $ 4,026 §$ 3,743

Unaudited.



