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THE CITY OF NEW YORK
OFFICE OF THE COMPTROLLER
1 CENTRE STREET
NEW YORK, N.Y. 10007-2341

WILLIAM C. THOMPSON, JR.
COMPTROLLER '

To the Citizens of the City of New York

Ladies and Gentlemen.:

In accotdance with the responsibilities of the Comptroller contained in Chapter 3, § 93, of the
New York City Charter, my office has conducted an audit to determine whether the Business
Integrity Commuission accurately accounts for the revenues and expenses of the fiduciary
accounts, and ensures that all funds are used in accordance with the fiduciary agreement.

The results of our audit, which are presented in this report, have been discussed with officials of
the Commiission and the Law Department (the custodian of the accounts), and their comments
have been considered in preparing this report.

Audits such as this provide a means of ensuring that City agencies have adequate controls over
fiduciary accounts and that moneys in these accounts are used in accordance with applicable
rules and regulations.

[ trust that this report contains information that is of interest to you. If you have any questions
concerning this report, please confact my audit burean at 212-669-3747 or e-mail us at
qudit@ Comptrollet.nyc.oov.

Very truly yours,

Willeom C: ke

William C. Thompson, Jr.

WCT/GR

Report: FMO05-061A
Filed: April 5, 2005
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The City of New York
Office of the Comptroller
Bureau of Financial Audit

Audit Report on the Business Integrity Commission’s
Administration of the
Shipboard Gambling Fiduciary Accounts

FMO05-061A

AUDIT REPORT IN BRIEF

This audit determined whether the Business Integrity Commission (Commission)
accurately accounts for the revenues and expenses of its Shipboard Gambling fiduciary accounts
and ensures that all funds are used in accordance with the fiduciary agreement.

Fiduciary accounts are used to record financial resources held and administered in trust
by the City of New York. The principal and income of these accounts is intended to benefit
individuals, private organizations, or other non-City government entities. The Commission is
responsible for administering two fiduciary accounts that were established to receive deposits
from private parties interested in operating shipboard gambling businesses in the City, or in
providing goods and services to those businesses.! The accounts, were established in January
1998 by the Law Department in accordance with Local Law 57—a 1997 amendment to Title 20
of the Administrative Code of the City of New York.

The Law Department is the custodian of the two accounts, and it deposits and disburses
account funds when notified by the Commission or (in the past) its predecessors. For Fiscal
Year 2004, the Law Department reported a balance of $627,580 in the Business and Employees
account, and a balance of $124,301 in the Vendor License account. According to Commission
officials, shipboard gambling has been inactive since Fiscal Year 2002.

! The Commission’s predecessors were the Gambling Control Commission, established in 1997 to regulate
shipboard gambling, and the Trade Waste Commission established in 2000. In July 2002, the Gambling
Control Commission was consolidated into the Organized Crime Control Commission and was renamed the
Business Integrity Commission.

Office of New York City Comptroller William C. Thompson, Jr.




Audit Findings and Conclusions

The Commission generally expended funds from both fiduciary accounts in accordance
with the fiduciary agreement. However, the Commission did not adequately account for or
reconcile the two accounts in a timely fashion. Moreover, the Commission has not issued
refunds to entities whose investigations are complete, and who deposited into the account funds
greater than the City’s investigative costs.

Our reconciliation of the two accounts disclosed:

» The City was not reimbursed for $656,741 for the cost of investigations: $549,789
from the Business and Employees account; and $106,951 from the Vendor License
account.

> Only $629,239 in the two accounts is available to reimburse the City. The Business
and Employees Account has $627,580 on deposit. Of this amount $528,642 is
available to reimburse the City and the remaining $98,938 is to be returned to
applicants whose investigations are complete and who deposited into the account
funds greater than the City’s investigative costs. Similarly, the Vendor Account has
$124,301 on deposit; $100,597 is available to reimburse the City, $23,669 is to be
returned to the applicants.

» Sufficient funds were not collected to cover investigations in connection with 18
applicants. For three other applicants refunds were issued before the City received
appropriate reimbursement of the investigative costs incurred. Consequently, funds
on account for these applicants fall short of the investigative costs incurred by
$27,502.

Audit Recommendations

To address these issues, we recommended that the Commission, in conjunction with the
Law Department should:

» Transfer the $629,239 balance in the fiduciary accounts to the City’s General Fund.

> Attempt to recover the $27,502 due the City from applicants who deposited insufficient
funds to cover the cost of investigations conducted by the City.

» Reconcile both fiduciary accounts. Any remaining balance in the accounts, after
deducting expenses due the City, should be returned to the applicants.

2 Office of New York City Comptroller William C. Thompson, Jr.



INTRODUCTION

Background

Fiduciary accounts are used to record financial resources held and administered in trust
by the City of New York. The principal and income of these accounts is intended to benefit
individuals, private organizations, or other non-City government entities. The New York City
Comptroller’s Office, in conjunction with the Office of Management and Budget (OMB)
establishes fiduciary accounts at the request of various organizations, including City agencies
and public benefit corporations.

The Business Integrity Commission (Commission) is responsible for administering two
fiduciary accounts that were established to receive deposits from private parties interested in
operating shipboard gambling businesses in the City, or in providing goods and services to those
businesses.” The accounts, were established in January 1998 by the Law Department in
accordance with Local Law 57—a 1997 amendment to Title 20 of the Administrative Code of
the City of New York. The Business and Employees account is for application fees for licensing
shipboard gambling businesses and employees; the Vendor License account is for fees for
processing vendor licenses. The fees collected are to cover the costs of investigations and
processing the applications of shipboard business owners and vendors.

To obtain a license, an applicant must submit an application and a monetary deposit, and
be investigated by the Police Department. The cost of an investigation is calculated at an hourly
rate of $130. During the scope of this audit, seven vessels and 196 vendor applications were
processed to do business in shipboard gambling offshore from the City.

The Law Department is the custodian of the two accounts, and it deposits and disburses
account funds when notified by the Commission or (in the past) its predecessors. For Fiscal
Year 2004, the Law Department reported a balance of $627,580 in the Business and Employees
account, and a balance of $124,301 in the Vendor License account. According to Commission
officials, shipboard gambling has been inactive since Fiscal Year 2002.

Objectives

Our audit objectives were to determine whether the Commission:
e accurately accounts for the revenues and expenses of the fiduciary accounts; and

e ensures that all funds are used in accordance with the fiduciary agreement.

% The Commission’s predecessors were the Gambling Control Commission, established in 1997 to regulate
shipboard gambling, and the Trade Waste Commission established in 2000. In July 2002, the Gambling
Control Commission was consolidated into the Organized Crime Control Commission and was renamed the
Business Integrity Commission.

3 Office of New York City Comptroller William C. Thompson, Jr.



Scope and Methodology

The audit covered the period from January 1, 1998, to July 30, 2004. To understand how
shipboard gambling funds are managed and the internal controls over receipts and
disbursements, we interviewed officials of the Office of Management and Budget (OMB), the
Law Department, and the Commission. We documented our understanding of the internal
controls in a flowchart and through written narratives. We also evaluated the adequacy of the
internal controls to determine whether revenues and expenses in the fiduciary accounts were
accurately recorded, and whether funds were used in accordance with the fiduciary agreement.

To gain an understanding of the regulations for the reporting and accounting of funds
deposited in fiduciary accounts, we reviewed Comptroller’s Directive 27, “Fiduciary Accounts
Procedures for Requesting, Controlling and Monitoring.” In addition, to understand the
Commission’s duties and responsibilities, we reviewed Chapter 63 of the New York City
Charter. For an understanding of the regulations governing the shipboard gambling application
and licensing process, we reviewed Local Law 57 and reviewed a transcript of the Gambling
Control Commission’s first meeting.

To verify both account balances and check the accuracy of the amounts recorded on the
Law Department reconciliation spreadsheet, we recalculated the balances in the Law Department
records, and traced them to the balances in the Financial Management System (FMS).

To determine whether total investigation hours reported on the Commission’s billing
report summary could be relied upon, and to be reasonably assured that reported hours
corresponded to investigators’ time records, we judgmentally selected the investigator (for each
of the seven vessels), with the greatest number of reported work hours. We then compared the
number of hours on the time sheet with the hours indicated on the Commission’s billing report.

Lastly, to determine the total cost of investigations to be reimbursed to the City, we
calculated the investigation hours for each vessel and vendor, and applied the $130-per-hour rate.

This audit was conducted in accordance with generally accepted government auditing
standards (GAGAS) and included tests of records and other auditing procedures considered
necessary. This audit was performed in accordance with the audit responsibilities of the City
Comptroller as set forth in Chapter 5, 893, of the New York City Charter.

Discussion of Audit Results

The matters covered in this report were discussed with Law Department and Commission
officials during and at the conclusion of this audit. A preliminary draft report was sent to these
officials and discussed at an exit conference held on February 28, 2005. On February 18, 2005,
we submitted a draft report to these officials with a request for comments. Written responses
were received from the Law Department on March 15, 2005 and the Commission on March 17,
2005.

4 Office of New York City Comptroller William C. Thompson, Jr.



In its response, the Commission agreed with the report’s recommendations to transfer the
applicable balances from the fiduciary accounts to the general fund and recover funds from
applicants who deposited insufficient funds in the fiduciary account. However, the Commission
did not agree with the recommendation to return funds to applicants whose deposits exceeded the
costs of their investigations. The Law Department responded that it “will continue its fiduciary
responsibility in regard to these accounts, specifically depositing and disbursing account funds at
the instruction of the Business Integrity Commission and reconciling account balances with bank
records.”

The full texts of the responses from the Commission and the Law Department are
included as addenda to this report.

5 Office of New York City Comptroller William C. Thompson, Jr.



FINDINGS

Fiduciary Accounts Not Properly Reconciled

Although funds from both fiduciary accounts were generally expended in accordance
with the fiduciary agreement, the Commission did not adequately account for or reconcile the
two accounts in a timely fashion. As a result, the City was not reimbursed for its costs of
investigations. Moreover, the Commission has not issued refunds to entities whose investigations
are complete, and who deposited into the account funds greater than the City’s investigative
costs.

The shipboard gambling fiduciary agreement states that a major part of the funds
deposited into both accounts are to be transferred to the City General Fund “after the
Commission performs an accounting of expenses incurred during the processing of each
application.” The fiduciary agreement further states, “if there is a balance after the application
processing expenses are deducted, that balance would be returned to the respective applicant.”

Our reconciliation of the two accounts disclosed:

e The City was not reimbursed for $656,741 for the cost of investigations: $549,789
from the Business and Employees account; and $106,951 from the Vendor License
account.

e Only $629,239 in the two accounts is available to reimburse the City. The Business
and Employees Account has $627,580 on deposit. Of this amount $528,642 is
available to reimburse the City and the remaining $98,938 is to be returned to
applicants whose investigations are complete and who deposited into the account
funds greater than the City’s investigative costs. Similarly, the Vendor Account has
$124,301 on deposit; $100,597 is available to reimburse the City, $23,669 is to be
returned to the applicants.

e Sufficient funds were not collected to cover investigations in connection with 18
applicants. For three other applicants refunds were issued before the City received
appropriate reimbursement of the investigative costs incurred. Consequently, funds
on account for these applicants fall short of the investigative costs incurred by
$27,502.

We notified the Commission of these findings in a November 30, 2004 (See Attachment
1).® The Commission responded to our letter on January 11, 2005, stating that: “BIC will collect
from this shipboard gambling fiduciary account the cost of investigations performed on vendors
applicants.  Similarly, BIC will also collect from the Gambling Business and Employees
Account the cost of investigations performed on shipboard gambling business applicants.”

®In the letter we recommended that the Commission transfer $629,134 from both accounts to the General
Fund. However, based on additional documentation provided by the Commission the amount recommended for
transfer was adjusted to $629,239.

6 Office of New York City Comptroller William C. Thompson, Jr.



Moreover, the Commission stated that although, “it is true that no applications are being
processed at this time, we believe it would be prudent to keep these accounts open. Two
companies have expressed interest in keeping their subaccounts open in anticipation of resuming
operations under shipboard gambling authorizations they obtained pursuant to the provisions of
Local Law 57.” Finally, in regard to recouping outstanding investigative costs from the
applicants, the Commission stated that it “will request that businesses owing such costs provide
the necessary additional funds for the shipboard gambling fiduciary accounts”. (See Attachment
Il for a copy of the Commission’s January 11, 2005 letter.)

RECOMMENDATIONS
The Commission, in conjunction with the Law Department, should:
1. Transfer the $629,239 balance in the fiduciary accounts to the City’s General Fund.

Commission’s Response: “BIC agrees with the recommendation to transfer the applicable
balances from the escrow accounts to the City’s General Fund. BIC will collect from the
Vendor License Account and the Gambling Business and Employees Account the cost of
investigations performed on the applicants. BIC is taking preparatory steps for the
reconciliation of the accounts so that the collection and transference into the General Fund
can take place.”

2. Attempt to recover the $27,502 due the City from applicants who deposited insufficient
funds to cover the cost of investigations conducted by the City.

Commission’s Response: “BIC agrees with the recommendation to attempt to recoup
investigative costs from applicants who have insufficient funds in the escrow accounts. BIC
is taking preparatory steps for the reconciliation of the accounts so to begin the recovery
process.”

3. Reconcile both fiduciary accounts. Any remaining balance in the accounts, after
deducting expenses due the City, should be returned to the applicants.

Commission’s Response: “BIC is working to reconcile the accounts; however, BIC
respectfully disagrees with the recommendation to return remaining balances to applicants,
after reconciling the fiduciary accounts and deducting expenses due to the City, for reasons
set forth in BIC’s letter dated January 11, 2005 . . . which responds to the City Comptroller’s
office November 30, 2004 correspondence. However, BIC will continue to evaluate this
matter in light of the Comptroller’s recommendation.”

7 Office of New York City Comptroller William C. Thompson, Jr.
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THE CITY OF NEW YORK TELEPHONE: (212)689-8492

OFFICE OF THE COMPTROLLER FAX NUMBER; (212)815-8780
EXECUTIVE OFFICES : WWW COMPTROLLER NYC GGV

1 CENTRE STREET
NEW YORK, N.Y, 10007-2341 EMAL GBRCOKSECONPTROMER NYC GOV
G
DERULY SOMPTROLLER WILLIAM C. THOMPSON, JR.
BOLICY, AUDITS, ACCOUNTANCY K CONTRACTS COMPTROLLER

November 30, 2004

The Honorable Gretchen Dykstra
Commissioner

Department of Consumer Aftairs
41?2 Broadway. 8" Floor

New York, NY 10004

The Honorable Michael A. Cardozo
Corporation Counsel

Law Department

100 Church Street

New York, NY 10007-2601

Dear Commissioner Dykstra and Mr. Cardozo:

As you are aware, on August 2, 2004, my office began an audit of the two
Shipboard Gambling fiduciary accounts. These accounts were established to deposit
funds from private parties interested in operating shipboard gambling businesses or
providing goods ot services to shipboard gambling busincsses operating in New York
City. These funds are to be used to reimburse the City for its costs of conducting
investigations and 1ssuing licenses.

Although the audit is not complete, | wish to bring a matter t¢ your attention so
that you may take appropriate action now, rather than waiting for the completion of the
audit process. Specifically, the City has generally not been reimbursed for the cost of its
investigations as is provided for in the legislation that created the accounts. Our analysis
revealed that as of November 23, 2004, the City is due 5656,5371 (sec Attachment [} —
5349789 from the Gaming Business and Employees account (Gaming Account) and
$106.782 from the Vendor License account {Vendor Account). However. our analysis
also revealed that there is not enough money in these accounts te retmburse the total

amount due the City. as follows:

e The Gaming Account has $627,580 on deposil. Of this amount S528.642 is
availablc to reimburse the City and the remaining $98,938 is to be retumned to the
entities whose investigations are complete and who deposited into the account

more than the City's investigative costs.
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¢ The Vendor Account has $124,301 on deposit; $100,495 of the $106.782 due 1s
available to reimburse the City, $23,773 is to be retumed to the entities whose
investigations are complete and deposited into the account moere than the City's
investigative ¢osts tnto the account,

I recommend that $629.134, (328,642 from the Garning Account and $100,493
from the Vendors Account) be transferred to the City Treasury. Further, your agencies
should determine whether it is possible to recoup the remaining 327.437 from the boating
entities and vendors whose accounts do not contain sufficient funds to reimburse the City
for the investigations performed (any money collected should also be transferred to the
City Treasury). Finally, since it is my understanding that applications are no longer being
processed, the accounts should be reconciled, any amounts due to outsidz parties should
be returned, and the accounts should be closed.

Please advise me of the actions you plan to take with regard to this matter. Should
additional matters arise during the course of this audit that [ think warrant vour attention, I

will advise you accordingly.

Greg Brooks

o Kristen Lasky. Deputy Commissioner of Finance and Administration.
Department of Congumer Atfairs
Anna Bacchia, Director of Audit Services, Department of Consumer Affairs
Thomas MecCormack, Chairman, Business Integrity Commission
[lene Chin. Deputy Comrmissioner of Administration and Operations.
Business [ntegrity Commussion
Anthony Johnson, Deputy Chief of Administration, Law Depantment
Paul [nselmann, Director of Audit. Law Depantment
Susan Kupferman, Director, Mayor's Oftice
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BUSINESS INTEGRITY COMMISSION
100 Church Street - 20th Floor

]/' : New York - New York 10007
WBW 01‘](_, Tel. (212) 676-6219 - Fax (212) 676-6204

Jﬁnuary 11, 2003

Greg Brooks

Deputy Comptroller

Policy, Audits, Accountancy & Contracts
The City of New York

Office of the Comptroller

1 Centre Street

New York, New York 10007-2341

Dear Mr. Brooks:

[ write in response to your letter of November 30, 2004, which i3 addrassed to
Comrnissioner Gretchen Dykstra and to Corporation Counsel Michael A. Cardozo.

First, lat me note that correspondence regarding this matter should be sent to th: Business
Integrity Commission (“BIC™) rather than the Department of Consumer Affairs.

Because, as your letter notes, the audit 1s not complete, I am not providing a
comprehensive response at this time. Instead, I simply want to provide some preliminary

comments that T trust you will take into account before making the final recommendartion.

Your preliminary findings and recommaendations address three areas of the audir, and I
will address each.

1. Reimbursement to the City for the Cost of Backeround Investieations

As for the Vendor License Account, BIC will coliect fiom this shipboard gambling
hiduciary account the cost of investigations performed on vendors applicants. Similarly, BIC
will also collect from the Gambling Business and Employees Account the cost of investigations
performed on shipboard gambling business applicants,
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2 Closing of the Shipboard Gambling Fidugiary Accounts

Your letter recommends that the shipboard gambling fiduciary accounts ba closed. with
any amounts due to outside parties returned atter the City is reimbursed for the cost of s
investigations.

Wheteas it is true that no applications are being processed at this time. we believe it
would be prudent to keep these accounts open. Two companies have expressed imterest in
Keeping their subaccounts open in anticipation of resuming operations under shipboard gambling
awthorizations thev obtained pursuant to the provisions of Local Law 37 of 1997, which
established the City's regulation of the shipboard gambling industry. In addition, within the past
vear BIC was approached by another company sesking to obtain a license to operate a shipboard -
gambling business. Since funds are necessary to regulate shipboard vambling operations, we
believe the City should retain such funds until such time as companies indicate that they would
like to withdraw their applications or otherwise terminate their licenses.

These same considerations apply to vendor businesses that are not seeking the retum of
their application fees. :

3. Becoupment of Costs

With respect to the recoupment of investigative costs, BIC will request that businesses
owing such costs provide the necessary additional funds for the shipboard gambling fiduciary
accounts. If a company fails to do so, the matter will be referred to the New York City Law
Department for appropriate action.,

Of course, BIC also has the authority to withhold licenses and other necessary approvals
from any company that wishes to engage in shipboard gambling or vendor activities but has
failed to provide the required fees.

[f you or your staff would like to discuss these issues further, please contact Deputy
Commissioner llene Chin at (212) 676-0308

Very truly vours,

Voot oms”

Thomas McCormack
Chair .

ce: Michael A. Cardozo, Esq.
Gretchen Dykstra
Anthony Johnson
Paul Inselmann
Susan Kupferman
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BUSINESS INTEGRITY COMMISSION
100 Church Street - 20th Floor

New York + New York 10007

Tel. (212) 676-6219 - Fax (212) 676-6204

March 17, 2005

Greg Brooks

Deputy Comptroller

Policy, Audits, Accountaney & Contracts
Office of the Comptroller

1 Centre Street

New York, New York 10007-2341

Dear Mr, Brooks:

I write in response to your letter of March 2, 2005, which forwards a draft of the
Audit Report on the Business Integrity Commission’s Administration of the Shipboard
Gambling Fiduciary Accounts #FM05-061A (“Audit Report’™). In general, the Business
Integtity Commission (“BIC™) agrees with the audit’s recommendations, except as nioted.

1‘. - Recommendation 1 Transfer the $629,239 balance in the fiduciary accounts
to the City's General Fund.

BIC agrees with the recommendation to transfer the applicable balances from the
escrow accounts to the City’s General Fund. BIC will collect from the Vendor License
Account and the Gambling Business and Employees Account the cost of investigations
performed on the applicants, BIC is taking preparatory steps for the reconciliation of the
accounts so that the collection and transference into the General Fund can take place.

9 Recommendation 2 Attempt to recover the $27.502 due the City from
applicants who deposited insufficient funds to cover the cost of investigations
conducted by the City.

BIC agrees with the recommendation to atternpt {o recoup investigative costs
from applicants who have insufficient funds in the escrow accounts. BIC is taking
preparatory steps for the reconciliation of the accounts so to being the recovery process.
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3 Recommendation 3 Reconcile both fiduciary accounts._Any reraaining
balances in the accounts. after deducting expenses due the City should be
returned to the applicants,

As previously stated, BIC is working to reconcile the accounts; however, BIC
respectfully disagrees with the recommendation fo retun remaining balances 1o
applicants, after reconciling the fiduciary accounts and deducting expenses due to the
City, for reasons set forth in BIC's letter dated January 11, 2005 (Attachment 1} which
responds to the City Comptrolier’s office November 30, 2004 correspondence. However,
BIC will continue to evaluate this matter in light of the Comptroller’s recormmendation.

Thank you for the opportunity to respond to the draft audit.

Very truly yours,

Y WS

Thomas McCormack
Chairman

cc: Anthony Johnson, Deputy Chief of Administration, Law Department
Paul Inselman, Director of Audit, Law Department
Susan Kupferman, Director, Mayor’s Office of Operations
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THE CITY OF NEW YORK

MICHAEL A. CARDOZO LAW DEPARTMENT

Corporatton Coungel 100 CHURCH STREET
NEW YORK, t.Y. 10007-2601

March 15, 2005

Greg Brooks

Deputy Comptroller

Policy, Audits, Accountancy & Contracts
The City of New York

Office of the Comptrolier

1 Centre Strect

New York, NY 10007-2341

Dear Mr. Brooks:

1 write in response to your draft audit report on the “Business Integrity Commission’s
Administration of the Shipboard Gambling Fiduciary Accounts’ dated March 2, 2005.

The Law Department will continue its fiduciary responsibility in regard to these accounts,
specifically depositing and disbursing account funds at the instruction of the Business Integrity
Commission and reconciling account balances with bark records.

In regards to your recornmendations, we take no position in their merits but rather will
perform our function as instructed by the Business Integrity Commission.

Thank vou.

Paul Inselmann

cc: - Q. Foster Mills
Malachy Higgins
Anthony Johnson

WWW.NYC.gov



