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To the Citizens of the City of New York |
Ladies and Gentlemen:

In accordance with the Comptroller’s responsibilities contained in Chapter 5, § 93, of the
New York City Charter, my office has examined the financial practices of the New York
City Economic Development Corporation (Corporation) for its “Other General
Expenses.” The results of our audit, which are presented in this report, have been
discussed with Corporation officials, and their comments have been considered in
preparing this report. '

Audits such as this provide a means of ensuring that public benefit corporations adhere to
the applicable procurement gudelines, and that expenses incurred are reasonable, necessary,
Jjustified, properly recorded, and in the interest of the public.

I trust that this report contains information that is of interest to you. If you have any
questions concerning this report, please contact my audit burean at 212-669-3747 or e-mail
us at audit@Comptroller.nye.gov.

Very truly yours,

@ .

William C. Thompson, Jr.
WCT/GR.
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The City of New York
Office of the Comptroller
Bureau of Financial Audit

Audit on the
Financial Practicesof the
Economic Development Cor por ation
For “ Other General Expenses’
Fiscal Years 2001 and 2002

FRO3-120A

AUDIT REPORT IN BRIEF

The Economic Development Corporation (Corporation) is a loca development
corporation organized in accordance with the not-for-profit corporation law of the State of New
York. The City and the Corporation have entered into two contracts under which the Corporation
administers economic development programs relating to the attraction, retention, acquisition,
rehabilitation, and improvement of commercial and industrial enterprises within the City.

The audit assessed whether reimbursements to Corporation employees for “travel and
out-of-pocket expenses’ and other charges to the “Other General Expenses’ account were in
accordance with the Corporation’s contracts with the City. In that regard, we determined whether
the expenses were reasonable, justified, and properly documented.

Audit Findings and Conclusions

The Corporation complied with some of its policies for processing payments. Apart from
the exceptions noted in this report, we found that: payments were dated and included the required
taxpayer identification numbers; vouchers were marked “paid’; vouchers were assigned
individual general ledger accounting codes, check requests and reimbursement forms were
submitted within the stipulated 60-day period; and payment requests contained the approval of
the Department head.

However, there were instances in which the Corporation did not: maintain appropriate
documentation to support expenses; justify that the expenses were business-related; follow its
guidelines for awarding sole source contracts; obtain bids for procurements; and ensure that all
payments to consultants were documented.

We questioned $288,405, or 38 percent, of the expenses reviewed because the Corporation
was unable to provide documentation showing that the items or services paid for were
reasonable, justified, and supported with adequate documentation. In addition, the Corporation
awarded three sole source contracts totaling $40,624 without maintaining documentation to show
that reasonable efforts were made to obtain offers from other possible responsible persons or entities
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or obtaining the Deputy Mayor’s approval. In at least four instances, the Corporation did not comply
with the competitive bidding requirements for procuring goods and services in excess of $25,000.
Moreover, the Corporation made payments totaling $124,082 to one of its consultants for expenses
that lacked the required supporting documentation.

Also, our review of the Corporation's “Other General Expenses’ disclosed instances in
which the Corporation did not follow its reimbursement and purchasing guidelines, such as.
payments based on photocopies of invoices, registration forms, and flyers; approvals for meals
and travel either not obtained or obtained after the expense was incurred; consultant contract files
that did not including the Deputy Mayor’'s approval; and purchases, each for more than $2,500,
made without soliciting three bids.

Moreover, the Corporation provided no records or documentation to support the validity of a
$1,368,304 write-off from its Bad Debts Account in Fisca Year 2002; improperly paid
approximately $2,950 in sales and occupancy taxes for which it is exempt for purchases and lodging
in New York; and misstated its Miscellaneous Expense Account and its Section 208 Planning
account.

Audit Recommendations

We make 14 recommendations to the Corporation, including that it: ensure that al expenses
are reasonable, necessary, and in accordance with its contractual agreements with the City;
ensure that sole source agreements are awarded in accordance with the Master and Maritime
Contracts; obtain bids and enter into formal contracts for purchases of goods and services exceeding
$25,000; obtain al appropriate documentation, such as invoices, timesheets, receipts, and canceled
checks, before approving payments to consultants; submit appropriate documentation for
consulting contracts to the Deputy Mayor for approval; solicit bids for al purchases that exceed
$2,500; ensure that its does not pay sales tax; and ensure that employee use of car services is in
compliance with Travel and Meal Policy 8.4.

INTRODUCTION

Background

The Economic Development Corporation (Corporation) is a loca development
corporation organized in 1966 in accordance with the not-for-profit corporation law of the State
of New York. The City and the Corporation have entered into two contracts—the Amended and
Restated Contract between The City of New York and New York City Economic Development
Corporation (Master Contract), and the Amended and Restated Maritime Contract between The
City of New York and New York City Economic Development Corporation (Maritime Contract).
Under the Master Contract, the Corporation administers economic development programs
relating to the attraction, retention, and expansion of commerce and industry in the City. Under
the Maritime Contract, the Corporation administers programs that encourage construction,
acquisition, rehabilitation, and improvement of commercial and industrial enterprises within the
City, and provide loan guarantees or grants to qualifying business enterprises as a means of
helping to create and retain employment.
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The City provides the Corporation grants to administer and operate certain programs and
at the request of the Mayor, the Corporation remits to the City any amounts of its net assets that
exceed $2.5 million. Thus, any amount of unauthorized expenses or inappropriate expenses
incurred and reimbursed to employees from the unrestricted operating fund reduces the
Corporation’s surplus that should be paid to the City. According to its certified financial
statements, the Corporation made transfers to the City in the amount of $38,164,891 for Fiscal
Year 2001 and $59,919,300 for Fisca Y ear 2002.

Corporation Response: “The ‘Introduction’ section of the Draft Report incorrectly states
on page 3 that transfers made to the City by EDC [Corporation] for fiscal years 2002 and
2001 were $59,919,300 and $38,164,891 respectively. This understates EDC's transfers to
the City by $14,390,015 and $16,728,905 for fiscal years 2002 and 2001 respectively.
Your office was advised of this at the exit conference. Therefore, the amounts in the Draft
Report should be increased to read $74,309,315 and $54,893,796 for fiscal years 2002 and
2001, respectively as reflected on page 7 of our Certified Financial Statements.”

Auditor Comment: The numbers cited in the report were extracted from the Corporation’s
certified financial statements. If Corporation officials believe that these numbers are
misstated, they should request that their certified public accountant reclassify the amounts
“incorrectly stated” and reissue the financial statements.

Objectives

Our audit objectives were to determine whether reimbursements to Corporation
employees for “travel and out-of-pocket expenses’ and other charges to the “Other General
Expenses’ account were in accordance with its Master and Maritime Contracts. In that regard,
we determined whether the expenses were reasonable, justified, and properly documented.

Scope and M ethodology

The audit sope covered the two-year period July 1, 2000, to June 30, 2002—Fiscal
Years 2001 and 2002—and included review of selected accounts from the Corporation’s ledger
for its “Other General Expenses’ account. The “Other Genera Expenses’ account included 47
sub-accounts, of which we selected nine for our testing: (1) Travel and Meal—In Town; (2)
Travel and Meal—Out-of-Town; (3) Travel and Mea—In-Town (Finance); (4) Corporate; (5)
Consulting for Business Recruitment; (6) Transportation and Equipment; (7) Mobile Telephone;
(8) Bad Debt; and (9) Miscellaneous Expense Account.

To gain an understanding of the Corporation’s reimbursement process, we interviewed
relevant personnel and conducted a walk-through for each phase of the payment process. We
also performed interviews and a walk-through of the reimbursement, procurement, and
vouchering operations. From this information, we prepared a narrative of the reimbursement,
payment, and procurement operation. Analyses of the information from the interviews and walk-
throughs enabled us to determine whether controls were in place over reimbursements and
payments for items procured.
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We reviewed and abstracted the policies and procedures governing the Corporation’s
reimbursements, expenses, and procurement policies contained in the Master and Maritime
Contracts with the City. Since those contracts require that the Corporation conform to all
applicable federal, State, and local laws, rules, and regulations, we reviewed and abstracted
guidelines for the reimbursements for travel and entertainment from the Internal Revenue Code
Section 162.

We reviewed Corporation guidelines relative to the following accounts. Travel and
Meal—in-town and out-of-town expenses, Corporate; Consulting for Business Recruitment;
Transportation; and Equipment; and Mobile Telephone. For the two fiscal years, $1,781,175 was
expended from these accounts. We reviewed documentation relating to $761,422 of this amount.
Specificaly, we randomly selected 100 Travel and Meal expenses, 40 Corporate expenses, and
24 Mobile Telephone expenses, and al expenses relating to consulting and to transportation
equipment. We determined whether these expenses were appropriate, accurately recorded, and
properly authorized and documented by reviewing supporting documentation, such as original
invoices or receipts, bid quotes, and justifications.

We reviewed the Corporation’s “Other General Expenses’ Bad Debt Account, which
totaled $1,384,887 for Fiscal Year 2002 and $10,443 for Fiscal Y ear 2001, to determine whether
all write-offs were justified and adequately documented.

We reviewed the Corporation’s Miscellaneous Expense Account, which had an ending
balance of $9,054 for Fiscal Year 2001 and a negative ending balance $366,698 for Fiscal Year
2002. We randomly selected 10 entries in each fiscal year—$117,438 for Fiscal Year 2001 and
$5,775,470 for Fisca Year 2002—that included both positive and negative adjustments to
determine whether adjusting entries were justified, accurately reported, and not commingled with
other expenses.

To determine whether the Corporation complied with its Master and Maritime Contract
procedures for procurements of goods and services of more than $25,000, we examined a
random sample of 11 of 153 vendor contracts extracted from its Check Register for Fiscal Year
2002, of these 11 contracts only two contracts were for expenses under the “Other Generd
Expenses’ account. We reviewed documentation pertaining to these two contracts for adherence
to proper bidding procedures and authorizations.

To determine whether expenses were accurately reported, we obtained the Corporation's
certified financial statements for the two-year audit period and matched the total amount in the
general ledger for “Other General Expenses’ to the reported amount on the financia statements
for each year. We determined whether the account totals reported in the “Other Genera
Expenses’ account were accurate by recaculating and matching the detailed schedule of
expenses for 18 (nine of the above selected accounts and nine additional accounts) of the 47
accounts listed in the “Other General Expenses’ account ledger.

The audit was conducted in accordance with generally accepted government auditing
standards (GAGAYS) and included all tests of records and other auditing procedures considered
necessary. The audit was performed in accordance with the audit responsibilities of the City
Comptroller as set forth in Chapter 5, 8 93, of the New Y ork City Charter.
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Discussion of Audit Results

The matters covered in this report were discussed with officials from the Corporation
during and at the conclusion of this audit. A preliminary draft report was sent to Corporation
officials and was discussed at an exit conference on June 20, 2003. On July 16, 2003, we
submitted a draft report to Corporation officials with a request for comments. We received a
written response from Corporation officials on August 7, 2003.

In their response, Corporation officials stated that they “agree with many of the
recommendations, which as we stated in the exit conference are already substantialy
incorporated into EDC's policies and procedures.” However, the Corporation officials aso
stated that “in many cases we found the Draft Report to contain material misstatements of facts
due to misunderstandings of our policies and procedures.” The specific issues raised by the
Corporation and our rebuttals are included within the respective sections of this report. The full
text of the Corporation’s comments is included as an addendum to this report.
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FINDINGS AND RECOMMENDATIONS

The Corporation complied with some of its policies for processing payments.
Specifically, we found that:

payments were dated and included the required taxpayer identification numbers,
vouchers were marked “paid,”
vouchers were assigned individual general ledger accounting codes,

check requests and reimbursement forms were submitted within the stipulated 60-day
period, and

payment requests contained the approval of the Department head.

However, there were instances, in which the Corporation did not: maintain appropriate
documentation to support expenses; follow its guidelines for awarding sole source contracts,
obtain bids for procurements in accordance with its Master and Maritime Contract; and ensure
that all payments to consultants were documented.

These matters and other issues are discussed in detail in the following sections of this
report.

Questionable Expenses

We question $288,405 of the $761,422, or 38 percent, of the expenses reviewed because
the Corporation was unable to provide documentation showing that the items or services paid for
were reasonable, justified, and supported with adequate documentation in accordance with the
Corporation’s Master Contract with the City. Article 8, Exhibit F, of the Master Contract states, in
part, that “al costs shal be supported by . . . invoices, contracts, or vouchers, or other officia
documentation evidencing in proper detail the nature and propriety of the charges” The
guestionable expenses included:

$154,451 in purchases on behalf of the Mayor’s Office and the Office of Management
and Budget. These purchases included: $129,879 for three Chevy Tahoes and related
accessories in March 2002; $6,000 for 100 engraved “keys to the City”; $5,200 for an
darm ingdled in the Mayor’'s Office; and $13,372 for hotel accommodeations and meals
in New York City for an official of the Office of Management and Budget.

$11,222 paid to the 14 Wall Street Restaurant for a dinner event on January 23, 2002,
from 6:00 p.m. to 8:00 p.m. The voucher for this expense stated, “Michael Carey
Party,” and the stated purpose was “ Company-wide reception—President.” In addition
to the questionable nature of this expense, the voucher was not signed by the Vice
President, as required by the Corporation’s Travel and Meal Policy 8.4.

$7,000 paid to Captain's Ketch restaurant for which the voucher stated “Farewell
party for Catherine Giuliani on March 22, 2002.”
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$6,514 for lodging costs incurred on behalf of four individuals for accommodations at
the Hotel Giraffe from September 19, 2001, through September 25, 2001, without
documentation to support the need to accommodate the guests or to identify their
business affiliation with the Corporation.

$4,212 for mobile phones and pagers whose emergency use was not documented. The
Corporation’s Travel and Meal Policy No. 8.4 dates that “cell phones should not be
utilized except for emergency Stuations” The definition of what constitutes an
“emergency” is not specified in the guiddines.

$2,240 paid to New York Corporation Basketbal League for team sponsorship
participation. The corresponding invoice stated “Winter 2000 Scrimmage Program.”

$1,900 paid to USTA/Eastern Metro Region for the Corporation’s Tennis League.

$1,253 in reimbursements to an employee for travel to Las Vegas from April 9, 2002,
to April 11, 2002. .

$1,123 paid to Mrs. Java, LLC, for coffee refills for employees. We noted that the
Corporation paid this vendor atotal of $27,265 for the audit period.

A complete listing of the questionable expensesis the Appendix.

Recommendations

The Corporation should:

1. Ensure that al expenses are reasonable, necessary, and in accordance with its

contractual agreements with the City. In that regard, the Corporation should maintain
appropriate documentation to support and justify the business nature of each expense.

Corporation Response: “The Corporation does ensure that al its expenses are
reasonable, necessary and that all required supporting documentation is provided.
During the course of the audit, we made available to the auditors supporting
documentation in the form of invoices; purchase orders, where applicable; payment
request vouchers approved by a Vice President or above, as indicated in our policies
and procedures; as well as the related canceled checks. A description of the business
purpose, though not on the face of the check, is reflected on the check stub and on the
payment request voucher. We are confident that our processes in this regard meet the
intent in our contract with the City.”

In addition, the Corporation stated: “Regarding the following expenses cited in the
Draft Report, we believe they were, in fact, reasonable and justified. The amount
spent on the 100 engraved ‘keys for the City’ was meant for ceremonia use to help
promote the City as a vibrant economic entity. We believe the purpose of not bidding
out a security system for the Mayor's Office speaks for itself in a post-9/11
environment. Regarding the costs incurred in hotel accommodations for a senior City
officia, it should be noted that this officia was required to be close to Ground Zero
24 hours per day for the first several weeks after the attack. Therefore, the business
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purpose of these purchases is self-evident in the context of the emergency situation
that existed at that time.

“Regarding the reasonableness of payments to 14 Wall Street and Captain’s Ketch:
the prior practice of corporate contributions toward outside employee events was
modified last fiscal year (the year after the audit period) and reduced to $200 per
event. We agree with the Draft Report finding and this Fiscal Year this practice was
discontinued entirely.

“Regarding the mobile phone and pagers expense: only 1% or $36.83 applies under
the employee reimbursement provisions of Policy 8.4, which is cited as the basis for
this finding. The remaining 99% was paid directly to the cell phone or pager provider
pursuant existing agreements. These were vendor payments, not employee
reimbursements. Furthermore, the $36.83 was reimbursed to the employee for the use
of the personal cell phone while on business travel, because it was more economical
to use a cell phone than a hotel telephone. This finding was brought to your office’s
attention at the exit conference and should have been excluded from the Draft Report.

“Regarding the justification of payments for corporate basketball and tennis
sponsorships as well as for pantry upkeep: it should be noted that EDC employees put
in substantial hours beyond the regular 9-to-5 schedule, and do not receive many of
the benefits available to their City counterparts, most notably ‘comp time. We
believe the small amount spent to foster a sense of collegiaity and teamwork
promotes employee morale and productivity, and is a justifiable business expense.

“Regarding justification for the reimbursement to employee for business travel: at the
exit conference and in a subsequent communication, we submitted to your office a
copy of the brochure for the May 19-22, 2002 International Council of Shopping
Centers Convention (‘ICSC’), aswell as an explanation of the business purpose. EDC
staff always attends the ICSC Annual Convention because one of our primary
missions is to revitalize commercial/retail districts. In our opinion this finding should
have been removed.”

Auditor Comment: We are pleased that the Corporation has discontinued its practice
of paying for parties for departing employees. However, contrary to its response, the
Corporation did not ensure that all expenses were reasonable, necessary, and that all
required supporting documentation was provided. The documentation provided by
the Corporation contained general comments such as “corporate expense® and
“business expense” that were not adequate to justify the questioned expenses. (See
Exhibit I.) Other documentation provided merely contained account codes with no
further explanations or justification. Aside from this lack of specific information in
the documentation, we fail to see how paying for an alarm system and keys to the
City for the Mayor’s Office; sports league sponsorships and coffee for Corporation
employees;, and hotel accommodations for senior City officials fal within the
Corporation’s mission of promoting economic development in the City. While it
might have been appropriate for the Mayor’s Office to purchase some of these items
through the City’s procurement process, they are not appropriate Corporation
expenses.
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In addition, given the Corporation’s defense of these particular expenses, we must
guestion why Corporation officils made no attempt to justify an expense
representing more than 84 percent of the questioned expenses, namely, the purchase
of the three Chevy Tahoes for the Mayor’s Office.

Finally, we question why the Corporation’s response includes comments about the
May 2002, International Council of Shopping Centers Convention. Based on the
documentation provided by the Corporation at the exit conference, we removed
expenses associated with this event when preparing the draft report. The
reimbursement cited pertained to atrip to Las Vegas in April 2002, one month before
the International Council of Shopping Centers Convention, for which the Corporation
provided no documentation.

I nadequate Sole Sour ce Justification

The Corporation awarded three sole source contracts totaling $40,624 without maintaining
documentation to show that reasonable efforts were made to obtain offers from other possible
responsible persons or entities or obtaining the Deputy Mayor’s approval, in accordance with the
Master Contract. The three contracts are as follows:

A $20,000 contract with Josh Glantz for “sponsorship sales, sponsor recruitment, ticket
sales, attendee recruitment, negotiation of sponsorship packages, and related support” in
connection with the NY C Venture Capital Conference 2001.

A $15,495 contract with John McNamara & Associates for “ strategic development and
tactica implementation of a multimedia marketing campaign for the upcoming NYC
Venture Capital Conference 2001.”

A $5,129 contract with ISum Casey Kim for a business trip to Korea

Article 4, § 4.01, of the Master Contract states, “Any procurement (a) for goods or services
and services for an amount from $2,500 to $25,000 . . . may be made without Competitive Sealed
Bidding . . . provided the Corporation shall use reasonable efforts to obtain offers from at least three
responsible persons or entities.” Furthermore, subsection (d), states, “A contract may be awarded
for a supply, service or construction item without competition when permitted specifically by or
under genera guidelines of the Deputy Mayor, or when, with the Deputy Mayor’s approval, the
President determines in writing that there is only one source for the required supply, service or
congtruction item.” However, we found no documentation showing that these procedures were
followed.

Recommendation

2. The Corporation should ensure that sole source agreements are awarded in
accordance with the Master and Maritime Contracts.

Corporation Response: “We agree with the auditor’s recommendation, however, we
find one instance among the three stated in the draft report, where we did not have
Deputy Mayor approval to engage in a sole source contract. This event of non-
compliance relates to an agreement with Islum Casey Kim for $5,129. With respect
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to the other two, which totaled $35,495, we provided the auditors with the required
Deputy Mayor memorandum authorizing the sole source agreements. We will
continue to monitor our procurement processes to ensure full compliance with the
provisionsin our Master and Maritime contracts.”

Auditor Comment: The Corporation’s response gives the appearance that the Deputy
Mayor granted specific approval for the two sole source contracts and that this
information was provided to the auditors during the audit. However, this was not the
case. After the draft report was issued, the Corporation provided us an undated
memorandum in which the Corporation requested and received the then-Deputy
Mayor’s approval for entering into sole source contracts for the NYC Venture Capital
Conference & Showcase 2001. If, in fact, the Deputy Mayor's approval was clearly
granted prior to the execution of these agreements and if documentation of this approval
had been included in the Corporation’s files, we would not have cited these sole source
contracts in the draft report.

Competitive Sealed Bids Not Obtained for
Procurementsin Excess of $25,000

The Corporation did not comply with the competitive bidding requirements of Article 4,
84.01, of the Master Contract, which requires that the Corporation obtain Competitive Sealed
Bidding or Competitive Sealed Proposals if the purchase of services exceeds $25,000, or if only one
sarvice exigts, then the Corporation’s President must determine, in writing, that it is a sole source
service.

Specifically, the Corporation procured the following goods and services without obtaining
the required bids and entering into formal contracts:

$105,000 for temporary staff provided by Merlin Temps. According to Corporation
officias, they had an “ord agreement” with Merlin.

$83,272 for transportation services provided by Elite Limousine.

$29,355 for various items from F&F Hardware & Supply, Inc. While the Corporation
provided us with bid offers solicited from five vendors of which only two responded, the

Master Contract requires the Corporation to obtain Competitive Sedled Bids or
Competitive Sealed Proposals.

$29,353 for T-shirts, jackets, golf caps, and rain suits purchased from Eisner Bros,, Inc.

By not securing competitive bids, the Corporation compromises its ability to obtain the most
competitive prices for procured goods and services.

Recommendation

3. The Corporation should obtain bids and enter into formal contracts for purchases of
goods and services exceeding $25,000, in accordance with the Master Contract.

Corporation Response: “EDC has forma procurement policies and procedures in
place and consistently makes every effort to adhere to the requirements in its
contracts with the City. The circumstances that gave rise to this finding, involve
hourly and/or fee for services type agreements where the initial intent was not to incur
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a sizeable expenditure, but over the course of two years, resulted in the amounts
reported in this draft report. In the future, we will exercise more caution with these
types of agreements, and will monitor the related expenses to ensure that we remain
in full compliance with our procurement guidelines.”

Consultant Payments L acked Documentation

The Corporation made payments totaling $124,082 to one of its consultants—Virtua
European Office—for expenses that lacked the required supporting documentation. The
Corporation’s contract with Virtual European Office, statesin part that:

“The Consultant agrees to accept, the sum of $10,000 per month, plus out-of-pocket
expenses approved in advance in writing by the Director on a direct cost bass . . .
and shall be paid only upon receipt by the Corporation of properly documented
invoices for time spent and for out-of-pocket expenses. All out-of-pocket expenses
for which the Consultant seeks payment of reimbursement must be supported by
appropriate and complete documentation, such as receipts, invoices, cancelled
checks or similar proof. . . . In no event shall the Corporation reimburse or pay the
Consultant for expenses for ordinary business or infrastructure expenses, such office
rent, equipment purchases or rentas, Internet access, local telephone cdls . . . and
the like.”

However, the Corporation made 12 monthly payments, totaling $120,000, based on invoices
that did not properly document time spent by the consultant or indicate the services performed. The
invoices only stated “activities for” a specific month. No other documentation was provided. In
addition, Table | lists the remaining $4,082 in payments made by the Corporation for which
appropriate documentation was not provided.

Tablel
Expenses L acking Documentation

ITEM AMOUNT REASON FOR INELIGIBILITY

New York Hotel $591.88 | Invoice lacking authenticity, i.e., no hotel
logo or name was on invoice submitted.

Answering Machine-Telephone calls, 4/01 $245.26 | No receipt to justify item as a business
expense.

Pre-payment for expenses 11/00-1/01 $150 | No receipts to justify payment

Pre-payment for expenses 2/01-4/01 $200 | No receipts to justify payment

Phone Calls — June '01 $200 | No receipts

Phone Calls — July '01 $200 | No receipts

Phone Calls - August '01 $200 | No receipts

Phone Calls — Sept. '01 $100 | No receipts

Phone Calls — Oct. '01 $100 | No receipts

Phone Calls — Nov. '01 $200 | No receipts

Phone Calls — Dec. '01 $200 | No receipts

Phone Calls — Jan. '02 $400 | No receipts

Phone Calls — Feb. '02 $400 | No receipts

Phone Calls — March '02 $400 | No receipts

Miscellaneous Expense — March '02 $35.14 | No receipts

Miscellaneous Expense — Sept. '01 $370 | No receipts

“Growth Plus List" — Dec. '01 $90 [ No receipts

TOTAL 4,082.28
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Recommendation

4. The Corporation should ensure that al consultants are paid in accordance with their

agreements. In that regard, the Corporation should obtain appropriate documentation,
such as invoices, timesheets, receipts, and canceled checks, before approving payments.

Corporation Response: “We make every effort to insure that consultant payments are
made in accordance with their agreements. We disagree with your interpretation of the
Virtua European Office contract with EDC. We provided your office with appropriate
documentation, including 12 approved invoices (one for each month of service
performed under the contract), which accounted for $120,000 of the $124,082 the
auditors cited, clearly describing the specific month for which services were performed
and containing alisting of al out-of-pocket expenses incurred.”

Auditor Comment: As previoudy stated, the contract cited requires that Virtua
European Office properly document the time it spends and the out-of-pocket expenses it
incurs on the monthly invoices it submits to the Corporation. However, the invoices in
the Corporation’s files and referenced in its response did not meet these requirements.
Instead, the invoices listed the description of services as “European Business
development activities for [a specific month]” and “phone cals’ or “phone expenses.”
Clearly, these invoices did not provide documentation of time spent, which is critica for
ensuring that Virtua European Office is acting in good faith and providing the services
gpecified in the agreement. In addition, with the exception of June 2001, Virtual
European Office provided no documentation for the out-of-pocket expenses it billed the
Corporation. By contrast, the June 2001 invoice contained a list of expenses claimed by
Virtua European Office and receipts supporting these expenses (except for telephone
charges). Had the hillings for the other months included such detail, we would not have
cited them in this report.

Other Reimbur sement, Pur chasing and Procur ement \Weaknesses

Our review of the Corporation’s “Other General Expenses’ disclosed instances in which the

Corporation did not follow its reimbursement or purchasing guidelines, as follows.

19 ingtances, totaling $24,317, for meals and travel expenses for which prior approvals
were not obtained. For example, a $2,429 airline ticket to Ireland on June 4, 2001, was
not approved until July 16, 2001. The Corporation’s Travel and Meal Policy 8.4 states
that “al travel plans require prior approva of the appropriate Department Head and the
Executive Vice President of Finance and Administration.”

11 instances totaling $234,166 that were posted to the “Consulting for Business
Recruitment Account” in which the canceled checks did not indicate the purpose of
the payment. Article 5, 8 5.02(d), of the Master Contract states, “Each check must
have a voucher number, or other indication of the purpose of the payment, written on
its face.”

24 expenses, totaling $190,982, in which payment was based on photocopies of
invoices, registration forms, and flyers. The Corporation’s Reimbursement Policy 8.1
states that “only actual expenses are reimbursable and must be supported by original
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receipts. Photocopies of invoices or receipts are not acceptable unless the original
document was lost and a memorandum is attached to the voucher giving full
explanation of the circumstances.” The files, however, contained no explanation as to
why documents other than original invoices were accepted.

Three consultant contracts totaling $58,345 did not include the Deputy Mayor's
approval, as required by the Master Contract. Article 4, 84.05 (c), of the Master Contract
states, “Prior to entering into a Consulting Contract of $10,000 or more, the Corporation
shall submit to the Deputy Mayor (i) awritten work program detailing the servicesto be
performed by Consultant, divided into phases that will alow for periodic review of
performance, (ii) a written explanation of the method used to select and the reasons for
selecting that particular Consultant, (iii) a budget for the Consultant’s services, and (y)
obtain the Deputy Mayor’s approva.” There was no documentation on file to indicate
whether any of these documents were submitted to the Deputy Mayor for approval.

Three purchases, each for more than $2,500, were made without soliciting three bids, as
required. The items purchased were 100 “keys to the City” ($6,000); an darm system
instaled a the Mayor's Office ($5,200); and carpeting for the President’s office
($4,033). Article 4, subsection C, of the Master Contract states that “any procurement
(@ for goods or services for an amount from $2,500 to $25,000 . . . may be made
without competitive sealed bidding . . . provided that the Corporation shall use
reasonable efforts to obtain offers from at least three responsible persons or entities.”

The Corporation did not publish required information in the City Record for four
contracts, as required. The Master Contract, § 7.03 (c), States that the following
information for al contracts must be published in the City Record: “Name of
Company/Individua receiving the award; the amount of contract; a summary of the
scope of services; the process used to select the Consultant; a summary of responses,
and the evaluation criteria used by the Consultant Selection Committee” be published
in the City Record at the time the contract is awarded.* We should also note that three
of these four agreements were awarded as sole source contracts.

Recommendations

The Corporation should:

5. Ensure that all meals and travel expenses are approved in accordance with Travel and

Mesl Policy 8.4.

Corporation Response: “The Corporation has a clear policy regarding reimbursement
for medls and travel expenses. This policy is enforced and additiona standards have
been set in place to ensure full compliance.”

Ensure all checks contain a voucher number or other indication of the purpose of the
payment, in accordance with the Master Contract.

1 The four contracts for which the required information was not published in the City Record were with
New Y ork Business Forums, Inc., Virtual European Office, Josh Glantz, and John McNamara.
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Corporation Response: “We disagree with the auditor's findings and
recommendation in light of existing procedures to that effect.

“We are confident that our policies and procedures meet the intent and requirements
of the Master Contract. EDC's check stub contains a description field where the
summarized purpose for payment is included. Additionaly, the check stub
incorporates reference fields for contract, invoice, purchase order, and obligation
numbers. We can track transactions and payments to our accounting system or to our
files by reference to any of these fields. Our internal control objectives and related
control activities, in this regard, have been tested by our independent auditors, and
have resulted in no material reportable conditions over the years.”

Auditor Comment: We agree that the Corporation’s check stubs have description
fields for recording voucher numbers, purchase order numbers, invoice numbers, and
other information regarding the purpose of the payment, in accordance with the
Master Contract. However, for the 11 payments totaling $234,166 cited in the report,
neither the face of the checks nor the check stubs contained such information.
Obvioudly, the Corporation needs to take additional steps to ensure that its policies
are followed.

Ensure that original invoices are maintained to support al payments. If origina
documents were lost, a memorandum should be attached to the voucher giving full
explanation of the circumstances.

Corporation Response: “This finding is the result of a misapplication of our policies
and procedures. In fact, 96.5% of the payments cited in this finding were made
properly. Only 3.5% or $6,621 of the $190,982 relates to employee reimbursement,
where the provisions of Reimbursement Policy 8.1 apply. Again, this misapplication
of Policy 8.1 was brought up at the exit conference but remained in the final report.”

Auditor Comment: We do not understand how the Corporation’s response relates to
this recommendation. We maintain that origina invoices and receipts were not in the
filesfor the 24 expenses cited, in violation of Corporation policy and, therefore, reiterate
our recommendation.

. Submit appropriate documentation for consulting contracts to the Deputy Mayor for

approval.

Corporation Response:  “As stated in our response to Recommendation #2, we agree,
however, we find one instance among the three stated in the Draft Report, where we did
not have the required Deputy Mayor approval to engage in a sole source contract.

“Regarding the sole source contracts with Josh Glantz and John McNamara &
Associates related the NYC Venture Capital Conference & Showcase 2001, we
forwarded to your office a copy of the approved memorandum signed by the Deputy
Mayor, which reads as follows: ‘EDC proposes to enter into (1) a consulting agreement
with New Y ork Business Forums Inc. for conference organization and support services,
(2) a contract with the New York Marriott Marquis Hotel or an affiliated entity for
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conference space and catering services, and (3) such other agreements as may be
necessary and appropriate in connection with EDC’'s hosting the Sixth Annual New
York City Venture Capital Conference & Showcase” The consulting work performed
by Josh Glantz and John McNamara is covered under this Deputy Mayor approval
memorandum.”

Auditor Comments As mentioned earlier, the approva memorandum referred to in
the Corporation’s response was an undated document that was provided to the
auditors after we issued the draft report to the Corporation. If, in fact, the Deputy
Mayor’s approval was clearly granted prior to the execution of these agreements and this
documentation was included in the Corporation’s files, we would not have cited these
contracts in the draft report.

9. Solicit bids for al purchases that exceed $2,500. The Corporation should document its
efforts to obtain bids in the contract files.

Corporation Response: “The Corporation has forma procurement policies and
procedures in place and, as a matter of practice, routinely solicits bids for purchases over
$2,500. The examples cited in this finding represent a very smal percentage of EDC's
total procurements. To ensure complete compliance, we have taken steps to enforce the
documentation of these efforts.”

10. Ensure that al consultant contracts over $10,000 are published in the City Record, as

required by the Master Contract.
Corporation Response: “We agree and will implement this recommendation
immediately.”

Other Issues

Accounts Misstated

The Corporation’s Miscellaneous Expense Account is used to make incidental purchases
such as for flowers, books, and movie tickets. In addition, the Corporation uses the account as a
“conduit” for reclassifying certain transactions. We found that the Corporation made an error that
caused the Miscellaneous Expense Account and its Section 208 Planning account to be misstated.

Specifically, according to information contained in its Miscellaneous Expense Account
Ledger, the Corporation transferred $539,391 into this account that ultimately was intended for the
Section 208 Planning account. However, the Corporation reclassified only $172,307 from the
Miscellaneous Expense Account to the Section 208 Planning account.

The Corporation reclassified more than $32 million in Fisca Year 2001 and more than $40
million in Fisca Year 2002 through its Miscellaneous Expense Account. While it is an appropriate
and acceptable practice to reclassfy certain expenses, we believe that the Corporation should use a
Separate suspense account for transactions of this sort.  This account should be designed to have
transactions zero out at the end of every fisca year to prevent any future misclassifications,
especially transactions that may have a material effect to the Corporation’s financia statements.
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Recommendation

11. The Corporation should set up and use a separate account and cease using its

Miscellaneous Expense Account for al reclassifications. The Corporation should then
monitor the new account to ensure that each entry is correct and can be documented.

Corporation Response: “Due to a coding error, the Miscellaneous Expense account
was overstated by $367,084 and the Section 208 Expense account was understated by
the same amount. The net effect of this ‘misstatement’ is zero since these accounts
are combined and reported under the ‘Operating Expenses’ caption of the Statement
of Revenue and Expenses. Effective August 2003, we will incorporate the use of an
‘Interfund Clearing Account’ to ensure that no balances remain when these transfers
occur.”

L ack of Documentation to Support a $1.37 Million Write-Off

The Corporation wrote off $1,368,304 from its Other Genera Expenses Bad Debts Account

in Fiscal Year 2002. The receivables written-off were related to Fiscal Years 1998 and 1999
Interfund Agreement (IFA) expenses. We could not determine the validity of this write-off because
the Corporation did not provide any documentation to support it.

After the exit conference, to support this write-off, the Corporation provided us with an e-

mail from an official of the City’s Office of Management and Budget, which indicated that since
Fisca Year 2000, the Corporation has not been digible for reimbursement of these expenses.
However, as previoudy stated, the write-off dealt with Fiscal Years 1998 and 1999 receivables,
therefore we still question the validity of this transaction.

Recommendation

12. The Corporation should ensure that all write-offs claimed are justified, documented,

and detail the validity of the expense to comply with its Master Contract.

Corporation Response: “The write-off referenced in this finding was justified based
on Generally Accepted Accounting Principles (‘GAAFP), which require that
receivables be reported on the Balance Sheet at their net realizable value.

“We provided your office with al relevant records supporting the write-off of this
receivable, which was on our books since fiscal year 1998. Our decision to write-off
this receivable was based on its aging status (five years) as well as on communication
with the debtor regarding its uncollectibility. All of this documentation was shared
with your office. After five years of attempted collection efforts, we judtifiably
concluded that a write-off was the appropriate GAAP treatment.”

Auditor Comments If, as clamed by the Corporation, the $1,368,304 write-off
pertains to a five-year old uncollectible amount due from OMB, we would agree that
the write-off was appropriate. However, the Corporation provided no documentation
showing how the debt arose, who the debtor was, and what efforts, if any, were made to
collect the amount due. Therefore, we sill question the validity of this transaction.
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Sales Taxes Paid

The Corporation improperly paid sales and occupancy taxes of approximately $2,950 for
purchases and lodging in New Y ork. Article 3, § 3.08, of the Master Contract states that “ purchases
... are exempt from the sales and use taxes imposed by Article 28 of the Tax Law.” Furthermore,
the Corporation’s Travel and Med Policy 8.4 dtates that “an employee should always bring along a
sales-tax exempt certificate for car renta, lodging, or making any purchase in New York City or
State.”

Recommendation

13. The Corporation should ensure that its does not pay salestax. The Corporation should
ensure that employees present certificates of tax exemption for purchases and lodgings
within New York State.

Corporation Response: “We agree and will increase our compliance efforts in this
area. The Corporation regularly issues sales tax exemption notification (Form ST-
119.1 — Exempt Organization Certificate) to our staff engaging in purchases of
goods and services on behalf of the Corporation. We will increase our efforts in
communicating and enforcing this requirement in the future.”

Questionable Use of Car Service

The Corporation did not aways follow its policies with regard to its use of car service. The
Corporation’s Travel and Med Policy 8.4 states that employees may use car service at the expense
of the Corporation “when they work overtime past 8:00 p.m. in the winter and 9:00 p.m. in the
summer.” However, we found 55 instances totaling $2,281 in which the Corporation did not
comply with this policy. Table I, following, lists 14 of the 55 instances that involved car services
used by one of the Corporation’s employees.

Tablell
Examples of Car Service Use That Was
Not in Compliance with Corporation Policy

Date Time Pick-Up Destination Fare
10/09/00 9:45am |Palmetto St 110 William St $37.74]
10/11/00 9:30am |Palmetto St. 110 William St. $37.74
10/12/00 | 10:00 am |Palmetto St. 110 William St. $37.74
10/13/00 9:45 am |Palmetto St. 110 William St. $41.82
10/16/00 9:12 am |Palmetto St. 110 William St. $37.74
10/17/00 9:30 am |Palmetto St. 110 William St. $37.74
10/18/00 9:30am |Palmetto St. 110 William St. $37.74
10/20/00 8:20 am |Palmetto St. 110 William St. $37.74
10/20/00 5:14 pm [Palmetto St. 110 William St. $37.74
10/05/00 5:32 pm [110 William St. Palmetto St. $37.74
10/11/00 5:15pm (110 William St. Maspeth $32.64
10/17/00 5:15 pm [110 William St. Palmetto St. $37.74]
10/18/00 4:42 pm |110 William St. Palmetto St. $37.74
10/19/00 6:36 pm [110 William St. Glendale $37.74
Total $527.34
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Recommendation

14. The Corporation should ensure that employee use of car services is in compliance
with Travel and Meal Policy 8.4.

Corporation Response: “We agree with the recommendation, however, the case in
guestion involves an exception to policy. The circumstance involves an employee
who, due to medical reasons, was temporarily unable to use public transportation to
commute to and from work. Given her assignment, the employee's presence in the
office was considered critical and a senior manager authorized an exception to

policy.”

Auditor Comment: While we understand that in extraordinary situations exceptions
to policy may be acceptable, such circumstances and approvals of those exceptions
should be documented in the Corporation’s files.
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ECONOMIC DEVELOPMENT CORPORATION
SUMMARY OF FINDINGS FOR TRAVEL AND MEAL, MORILE
CONSULTING, CORPORATION, TRANSPORTATION EQUIFMENT,
AND MISCELLANEOUS EXPENSE ACCOUNTS
AUDIT PERIOD: FISCAL YEARS 2001 AND 2002
AUDIT #FR03-120A
Expense Questionable Original Youcher Prior
Date Vendor/Payee Arngutt Expenses Receipts/ #, purpose approval
Invoices MissIng on for travel
Missing checks not obtaited
TRAVEL AND MEALS
FY 2001
3/6/02|E-Z PASS CUSTOMER SERVICE CTR $700.00
#/31700[MTA BRIDGES AND TUNNELS £400.00
10/4/01 [RDEONARRINE SINUGH $322.88
9/28/00|ELITE LIMOUSINE PLUS INC. F302.43 X
1/31/01 | BREWBAKERS £265.54 X X
1731/01|PIATTI FRONTL $243.83 X X
6/30/0Z] EXXON MOBIL $231.45
Li/30/00| TEXAS ROTISSERIE 3219.15 X X
3/31/01[AREWBAKERS 3205.66 X X
1/31/01|TEXAS ROTISSERIE 320675 X X
62101 |MICHAEL BERFIELD 3961.72 X x X
2721/01[JOSEFH CABUAY $339.82 X X X
6/30/01 [ELIZABETH O'DONOGHUE 3514.22 X X X
7/31/00|EVE MICHEL $351.50 X X X
2/19/00| LUCY PALACIOS 5294.08 X X X
SUB-TOTAL - COUNT 10 1 19 5
SUB-TOTAL AMOQUNT £5,763.04[ 53,594.49 $514.22 $3,806.258 - $2,661.35
EMFLOYEE - COUNT [ 3 0 !
EMPLOYEE - AMOUNT 331.634.64| B14,692.17 £3,005.26 50.00 52,110.84
EXEC, CHARGE, INC. - COUNT 29 0 0 0
EXEC. CHARGE, INC. - AMOUNT 514,741.57] 514,741,587 50.00 50.00 £0.00
TOTAL COUNT 47 4 10 6
TOTAL AMOUNT $52,139.25]  $33,028.23 54,439.48 53,806.28 $4,772.10]
EY 2002
10/30/0 | ZEYTUNA GOURMET MARKET £784.43 A X
A31/0] | 30LACE 5621.95 X X
103101 [MAJESTIC PIZZA, 538717 X X
11730/01 |BREWBAKERS (**) 3283.50 X X
6/25/02]SEATTLE COFFEE ROASTERS 5282.42 X X
8/22/01 [ELITE LIMOUSINE PLUS INC, 3231.54 X
6/30/02| TEXAS ROTISSERIE 522903 X X
12/31/01 |GIOVANNI TAFA §228.75 X X
6/30/02[ELITE LIMOUSINE PLUS JINC, 522542 X
6/30/02]SEATTLE COFFEE ROASTERS 5205.01 X X
6/4/02|E-Z PASS CUSTOMER SERVICE CTR 52,500.00 X
5/31/02|EXX0ON MOBIL FLEET/GECT 51,571.24 X X
T0/2/01 [THE LIBRARY HOTEL 52,337.24 X X X
[W17/01|[THE LIBRARY HOTEL }5,656.00 X X
11/13/01|[THE LTBRARY HOTEL $5,378.82 X X X
[1/I/OI[HOTEL GIRAFFE $6,513.87 X X X
/T1/0Z[DANIEL EURTZ 51,137.05 X X X
5/22/02|BARBARA BASSER-BIGIO $1,458.33 A X
5/8/02| ANDREW STERN $658.35 X X X
5/B/02Z|ANDREW S5TERN £1,253.10 X X X
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ECONOMIC DEVELOPMENT CORPORATION
SUMMARY OF FINDINGS FOR TRAVEL AND MEAL, MOBILE
CONSULTING, CORPORATION, TRANSPORTATION EQUIPMENT,
AND MISCELLANEQUS EXFENSE ACCOUNTS
AUDIT FERIOD: FISCAL YEARS 2001 AND 2002
AUDIT #FR03-120A
Expense Questionable Origimal Voucher Prior
Date Vendor/Payee Atnaunt Expenges Receipts/ #, putpose approval
Invoices missing on for travel
Missing checks not ohtained
TV0LMICHAEL CAREY $701.12 X X X
SAV0ZIMARC VIGGIAND $361.90 X X
3/31/02INIA FRANCIS 51,103.36 x X
3/31/02 | DEMETRIOS GANIARIS 51.037.77 X X X
TE/02[AMY APPLEBAUM 51,000.93 X X
6/23/02|ROBERT BALDER 5773.78 X X
6/30/02[RACHEL E. BELSKY 5728.02 X
SUB-TOTAL - COUNT 18 3 27 10
EUB-TOTAL AMOUNT 537,854.13] 3%29,26B8.95 514,229.93 537.854.23 $9,687.72
EMFPLOYEE - COUNT 4 3 0 3
EMFLOYEE - AMOUNT $1.842.201 51,202.35 $917.25 30.00 $9,856.68
TOTAL COUNT 22 [ 27 13
TOTAL AMOUNT $30,703.43| 530,471.30] $15,167.18) $37,854.23 319,544.40

MOBILE TELEPHONE
FY 2001
/307010641 ALLR. VERIZON WIRELESS 6061 X X
B/30/01 |06/01 ACCR. VERIZON WIRELESS $97.05 x X
6/30/01[06/01 ACCR. VERIZON WIRELESS $508.40 X X
6/30/01 |LUCY PALACIOS $36.83 X X
A726/01 [MOTOROLA INC ~ 5511.86 X
11/30/00{PAGING NETWORK OF NEW YORE. $38.95 X X
11/30/00{PAGING NETWORE OF NEW YOURK $166.05 X X
T1/30/00[PETTY CASH $14.14 X X
AT [VERIZON WIRELESS $30.24] . X X
1O3TO0|VOICESTREAM WIRELESS §141.88 X X
B/6/01 [SY TEL $253.32 X X
2728/01 |SKYTEL £375 .45 X X
TOTAL COUNT 12 0 11 ]
TOTAL AMOUNT $2,245.81| 52,245.31 $0.00 $1,733.95 $0.00
I FY 2002
6/ 30702 ARCH WIRELESS 512700 X X
T31/02|RENT A FHONE 524,99 X
10/31/01 | VERIZON WIRELESS $305.23 X
3726/02| WEB LINK WIRELESS $6.50 X
AN RENT A PHONE 5456.67 X x
5/3 /02| REMT A PHONE 5240.27 X
&/16/02|RENT A PHONE 33409 X
22502 [WEB LINE WIRELESS $13.00 X
179702 |ARCH WIRELESS 53703 X
5/29/02{VERIZON WIRELESS 587.02 X
12/13011SKYTEL $293.17 X X
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ECONOMIC DEVELQPMENT CORPORATION
SUMMARY OF FINDINGS FOR TRAVEL AND MEAL, MOBILE
CONSULTING, CORPORATION, TRANSPORTATION EQUIPMENT,
AND MISCELLANEOUS EXPENIE ACCOUNTS
AUDIT PERIOD; FISCAL YEARS 2001 AND 2002
AUDIT #FRO3-120A
Expense Questionable]  Onginal Voucher Prior
Date Vendatr/Payee Amount Expenses Receipts/ #, purpose approval
Invoices migsing on for travel
Missing checks not ohtained
11/30/011SKYTEL $319.59
TOTAL COUNT ]
TOTAL AMOUNT $1,966.38
I
CONSULTING EXPENSES
FY 2001
4/24/01 |CRAWFORD MILLS 3750.00
4/26/01 |[CEAWFORD MILLS 5750.00
4/24/01 ELIZABETTA SAVIGN] ULMNN 51,400.00
5/14/01 |[JOEN MCNAMARA 53,8737
S/3T/0T|JOHN MCNAMARA $3,873.75
3/14/01[JOSH GLANTZ 57,000.00
5/31/01{JOSH GLANTZ $7,000.00
6/26/01[JOSH GLANTZ «57,000.00
5/14/01|[WEW YORK BUSINESS FORUMS INC 575,000.00
5/31/0T[WNEW YORK BUSINESS FORUMS INC $45,000.00
3/31/01|Keclass Carlo Marim exp 3/0 522 850.00 X
6/30/01|VIRTUAL EUROPEAN OFFICE £33508.58 X
TOTAL COUNT ] 2 [} 0
TOTAL AMOUNT $194,006.08 §0.00]  556,358.58 50.00 50.00
| FY 2002
10/31/01 |CASEY ILEUM KIM $52,500.00
11/16/01 [CABEY ILEUM KIM -52,500.00
8/Z9/01[ILEUN CASEY KIM L51,071.69 X
TH/0LJOHN MCNAMARA 53.873.75 X
7/31/0T[JOHN MCNAMARA £3,873.75 X
12/31/01 [MATHESON INTERACTIVE 592500 X
12/31/01 [MATHESON INTERACTIVE 5925.00 X
7/5/01 [NEW YORK BUSINESS FORUMS [NC 580,000.00 X
7726/01 [WEW YORK BUSINESS FORUMS INC £50,000.00 X
773101 |VIKTUAL EUROPEAN OFFICE 510,200.00 x X
5/1/01|VIRTUAL EUROPEAN OFFILCE 5801.30 A X
3/21/02[VIRTUAL EUROPEAN OFFICE 572,060.00 X X
JAVOIVIRTUAL EUROPEAN OFFICE FIOAI5 T X X
TOTAL COUNT : [1 4 11 0
TOTAL AMOUNT 5234,165.69 50.00 $93,496.50| 5134,165.649 $0.00
G le:gg:lxmmumoﬁ
EY 2001 AND/20
I
CORPORATE EXPENSES
FY 2001
731700 EXP. 7/00 PICNIC £4,847.96 X X
10/3L/00]EAGLE SPECIALTIES CO $3,070.00 X
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ECONOMIC DEVELOPMENT CORPORATION
-SUMMARY OF FINDINGS FOR TRAVEL AND MEAL, MOBILE
CONSULTING, CORPORATION, TRANSPORTATION EQUIPMENT,
AND MISCELLANEOUS EXPENSE ACCOUNTS
AUDIT PERIOD: FISCAL YEARS 2001 AND 2002
: AUDIT #FRD3-120A ‘
Expense Questionable]  Original Voucher Prior
Date © Vendor/Payce Amount Expenses Reoetpts/ #, purpose approval
Invoices missing on for travel
Missing checks not obtained
12/3/00|NY CORP BASKETBALL LEAGUE $2,240.00 X X
2/23/01|USTA/EASTERN METRO REGION 51,500.00 X X X
1/31/01 [FINE & SCHAPIRO 51,700.49 X X X
12/31/00|AMERICAN EXPRESS 31,058.50 X X
2/22/01|[YORKVILLE 5PORTS ASS0C. 51,605.00 X X X
1/31/01|BREWBAKERS 51,562.50 X X
IIUDLMAURY BATIN 51,2440 X X X
12/2100]MALRY SATIN %1,165.08
12/31/(0}|Recl Brewbaker fr D851 51,124.75 X X
6/10/01 [FINE & SCHAPIRO 51,123,235 X X X
9/30/00[MES JAVA, LLC 31,122.50 X X
12728/00[MAURY SATIN 51,100.80
B/31/Q0|TAN T. SMITH 51,053.00 ‘ X
L L730/00|MRS JAVA, LLC 51,038.20 X X
12/31/00[JOHN STREET FLORIST 5403.00 X X
9/30/00{GALLS, INC 5260.00
[F3VAOIMRS TAVA LLC 5192.00 X X
12/31/00| ARAMAERK REFRESHMENT 5VCE 5140.00 X
2/28/01|FRIENDLY PIZZERIA 3108.00 X X
TOTAL COUNT 15 5 18 0
TOTAL AMOUNT 528,701.19] 52157231 §7,572.90]  526,175.31 $0.00
FY 2002
3/28/02 |BAY CHEVROLET 5109,176.00
10/31/01|E[SNER BROS. $15,500.00 X A
1/15/02[14 WALL STREET RESTAURANT 511,221.88 X X
10/31/01[EISNER BROS. 58,903.00 X X
4/30/02THE UNIVERSITY CLUB $8,497.04 X X X
3/31/02[THE CAPTAIN'S KETCH $7,000.00 X X
11/12/01|BAGLE SPECIALTIES CC 56,822.00 X
LI/12/01| ASHBURNS,INC 56,000.0¢ X X
1Z/T2Z/0T[ALARMS INCORPORATED $3,200.00 X X X
2728/02[CARPET RESOURCES, LTD 54,033.00 X ' X
B/8/01[BACON'S MEDIA DIRECTORIES $2,095.00 X
1/30/0T|CENTURY TOWEL SUPPLY 5845.74 X
3/21/02[CAROUSEL BEVERAGES $644.00 X X
Y13/02|MRS JAVA, LLC £430.00 X X
5/3102[JAY'S FLOWERS £287.00 X X
1272100 |[MAJESTIC PIZZA 5250.00 X X X
1/22/02[14 WALL STREET RESTAURANT 5250.00 X X
590 CAROUSEL BEVERAGES £208.50 X X
SIA0/0Z| POLAND SPRING WATER 515475 X
12/27/01[DEER PARK SPRING WATER 5113.00 X
[TOTAL COUNT 14 3 19 0
TOTAL AMOUNT $78,454.91| $68,342.42[  $13,947.04f $78,454.91 50.00
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ECONOMIC DEVELOPMENT CORPORATION
SUMMARY OF FINDINGS FOR TRAVEL AND MEAL, MOBILE
CONSULTING, CORPORATION, TRANSFORTATION EQUIPMENT,
AND MISCELLANEQUS EXPENSE ACCOUNTS
AUDIT PERIOD: FISCAL YEARS 2001 AND 2002
AUDIT #FR0O3-120A
Expense Questionable]  Original Voucher Frior
Date Vendor/Payee Amount Expenses Reqripts/ #, purpose approval
Invoices Mmissing on for travel
Missing checks not obtained
TOTALFY 200 o7 15

TRANSPORTATION EQUIPMENT EXPENSES

FY 2001
7/GIO0|NEW YORK BASKETBALL LEA 5600.00 X X
9/30/00|Reel NYCBL to MISCELL EXF. -5600.00
12/31/00|EAGLE SPECIALTIES CO 581.00 X
1273 1/00|MASUNE CO §79.15 . b3
TOTAL COUNT 1 0 3 1]
TOTAL AMOUNT 3160.15 5600.00 $0.00 $760.15 30,00
| TY 2002
3/31/02|Recls expense-correct G/ A/ 5109,176.00 X
4730/02|N.A.C. VAN & TRUCK INC 520,703.00 X
TOTAL COUNT 2 0 0 0
TOTAL AMOQUNT $129,879,00] $129,979.00 $0.00 §0.00 50.00

=¥ Payment of 52,035.65 (0 Brewbaker's consisted of five invoices, a1l of which were delivered between the hours of 10:30 am. to 4:30 p.m..
Mote 1: Exeludes Miscellancous Expense Account
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NEW YORK CITY ECONOMIC DEVELDPMENT CDRPDRAT!DN ;
CHECK REQUEST!PAYMENTVOUCHER R o EXHIBIT 1
- PAGE 1 OF 7

-0 : . ACCOUNTS PAYASLE

TROM: ' ‘ ‘Jahﬁ Citcli;‘ ‘ﬁﬁﬁéffﬂlil ?ZJ

PROJECT:

CONTRACT NO:

DATE: = November 12

i L ki .
SR S .
!L a E PR E, Py

i e *

AMOUNT OF CHECK:

[ 1~ 'sepd nhéék to payee. | S . [ X ]' ‘ Dal:.va:: check t.n requlaster
o ‘ ' ' . John Cirolia ‘

PAYER'S NAME: ‘ Eisner Bros.
PAYEE'S ADDRESS: 75 Esgex Street Wy L
‘ @'7-. ST E%\#J\‘ NC&J 1 ) .ﬁ%u{ ?izf%
New York, MNew ¥ork & logagzo™ W \ S 'k
o R R ) "
L--' " . . . _,_‘.—l‘
. . . . o . . '_._,_.-u-"""‘d"r.; Sy
L . . . . . ' . . ' ‘.r"
PURPQSE: Business Related Expense Pl

‘The price has baan checked fcr reaaanablane 5.

REQUESTED BY; £,x¢44jd!? - fagpnovEDFar:w

"Contrgct Admin, Apprcval:

—~J

NB: Apﬁrﬂpriata bill(s) must be attached with this reqﬁest.

FOR ACCOUNTING USE ONLY

Jivision:

fund pr"ﬂect: ?,2? | 'Cﬁ‘fgafgﬁ E&,ﬂ% SRR

/nnest. 4 AD\-%Z?% Ofgﬁfea“@-‘ﬂbfs’?f o0 5

fendoxt: __ Afé’é@ o L Business Date: [O 34’5’[
. | o S . chegk_ p.n:q»un: . .M%‘Q’D

‘hack #: O'_)‘_’Z]LH é: - ST :che'ﬁ}:T; Dite: ','.'_3‘- KV 19 oy

osted:

wwprovead;
= ' r . L]
PR []
+ . i,
v Lo 13
. ) |

523,



e ‘ Eo e e BT N
T 'NEVFYDRKE:H’ECDNDMH3DEVELDPMmNTCDRPOy JON
IR | ‘CHECKREQUESWPAYMENTVOUCHER \ S EXHIBIT 1
| ‘ ‘ ' y FAGE 2 oF 7

O . Ac:ognTs PAYASL :
FROM: - ‘,ffhia¢hﬁ Ciralia. o N N\pua 1|. ¢
PRCJICT: :
CONTRACT C:
IIA'I‘E.": l = Névaﬁbaﬁ' 12, '

AMOUNT OF CHECK:

L '3 : ”géngldhgck tn”§ayea; I ‘ * {.x I';f“' ﬂﬂliVE" chECk
. o oo ‘ L o ‘uy\uahn Clrnlza

PAE::'S NAME: o - Eisner Bros,
BAYZIE'S ADDRESS: . 75 Essex Street

- New Ydrk, ‘Naw York -

. ——

PURE‘QSE‘:"‘- o Bus:.ness Relatad Expensa

. ' ‘ C Tha Price haaz. bﬂen uhac}cad faor zeasanablanes
REQUESTED BY: M&J \j('_e:z-MQa... ' APPRDVED BY M\

Contract Ad.m:.n. Approvali ‘

‘ \...1
NER P.pprc:pr:.ate b:l.ll(s) must ba a_tachad with th.-..s requgst.
| o ~'zon ACCOUNTING USE ONLY
Divislicri% |
Fund Project: | gz 3 @&ﬁg(ﬂzﬁ?ﬁ E—}{'D t?r"\c_-Q’__

G/L Acct. #: | A‘D[ "’\D:ﬂ DDOO 53.)- '_\:303
ve;:.dcr#al 4:'6%'0 , ‘ - . ‘ Busznéaglba{:e: -‘ t 0 ""2"‘:’/
Postad: ‘ - o | ” ‘ _'__‘Char;!r..,.l!‘.-u‘-;-.mt';« _ J‘; "]L'L'{Da' ‘:ﬁ:’

Check #: | Dﬁ?{ﬂ—{@é | ‘C.he‘l.;l“:,;naiaz‘ 5 ﬁ‘ 9 231 :
(¢ ‘ - ' : -

Approvad:




5083-54196-1
Onligation | Descriptian l contractinveiced P.O. | Amournt
£D EXPENSE 09/01 o 15,500.00
+8,903.00%
24,403.00

43074 |BUSINESS RELAT
43875 |BUSINESS RELATED EXFENSE 10/t

e Total ***

EISNER BROS.

Chack Date: 11/19/2001

Vendar: 4560

0
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NEW YORK CITY ECONOMIC DEVELOPMENT CORPORATION™ . EXHIBIT 1
REQUEST/PAYMENT VOUCHER DAGE 4 OF 7

Dua 12/17/01

AMOUNT OF CHECOK:

[] Send check to payee. S oo xy Deliver check to raquesta"
o o ‘ e ‘ John C;ralia '

FAYEE'S NAME: "Alarms Incorperatad

PAYEE 'S ADDRESS: 25 Ohic Ave.

Magsapequa, N.Y. 11758

PURBOSE: Business Expanss

' B . Tha price has heen cha:ked fnx raasonablanass
REQUESTED BY: J;;E;WLJQ fdii:ﬂiﬁd 0,  .ﬂAP?ROVED_BY£;

Cantract Admin Appruval.

NB: . Apprapr;ata hmll(s) must he attachad.ﬁiﬁh thig rhquést‘

' FOR -Ac:c:otm'rim -U‘sm ciNi.Y .

‘fﬁifiéiaﬁ}i ,

'Funqbrbgggtg o - (::;prﬂf?adﬂi .ég;ﬁtnf:xﬁlfel,a

o S /473/ z?z,:s Joo 0000 - bflz‘fuc»g

-\V!'néor#é- 6'372 T . Business patas < F3 02 -7 f
?qsﬁéd;‘ “:"bﬂpﬁadkgnﬁguntﬁw; 5200 ‘;jij
ow%’% e, - P12
Approved: L e .

Gag /sy



6073-54547-1

" EXHIBTIT 1

PAGE 5 OF 7

Obligation | Deserlption Contract/Invaoice# p.Q. Amount
44415 |BUSINESS EXFENSE 5,200.00
i TD{EI i S.QOU,OD

Check Date:;

121122001 Vandor:

6372

ALARMS INCORPORATED

P T,



R,

«_@
P
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EXHTBIT 1
PAGE 7 OF 7

5651-52663-5

Obilgatien | Deseription Contract/lovoice® | P.Q. Amount ‘
41631 |SERVICES 06/01-08/28/01 1.123.25
- TG(EII ) 1,123.25
Check Date: 071372001 Vendor: 3540 ' FINE & SCHAPIRO
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NMew York City : lohn V. Clrclia
Econemic Development ‘ Chiad Fimancal and Adminisrative CHigar

Corporation

August 7, 2003

Mr. Greg Brooks, Deputy Comptroller
Policy, Audits, Accountability & Contracts
The City of New York

Office of the Comptroller

1 Centre Street - Room 530 South

New York, NY 10007-2341

Re: Draft Audit Report on the Financial Practiess of the
Economic Development Corporation
For “Other General Expenses”
- Fiscal Years 2001 and 2002
Andit Number: FR03-120A

Dear Mr. Brooks:

We are very thankfu! to have the opportunity to cornment on the findings and

- recommendations in the above stated draft report dated July. 16, 2003 (the “Draft Report™).
We agree with many of the recommendations, which as we stated in the exit conference,
are already substantially incorporated into EDC’s policies and procedures. Additionally,
we are taking appropriate actions to implement those recommendations where we are in
agreement with the findings.

But although we agree with some of the audit findings, in many cases we found the Draft
Report to contain material misstatements of facts due to misunderstandings of our policies
and procedures. At the exit conference on June 20, 2003 and in subsequent
correspondence, we brought these matters to the auditor’s attention. However, it seems that
neither our comments ror the documentation we provided were taken into consideration in
the issuance of the Draft Report. We are therefore forwarding our comments on the
information in the Draft Report that requires correction or deletion.

One important example: the “Introduction” section of the Draft Report incorrectly states on
page 3 that transfers made to the City by EDC for fiscal years 2002 and 2001 were
$39,919,300 and $38,164,891 respectively, This understates EDC’s transfers to the City
by 514,390,015 and §16,728,905 for fiscal years 2002 and 2001 respectively. Your office
was advised of this at the exit conference. Therefore, the amounts in the Draft Report

u H10 WHliam Steest, Mewvork, NY 10038 210/3172 3587 FAX 2 12)’3 123918



ADDENDTNV
(Page 2 of B)

should be increasad to read §74,505,315 and $34,353,766 for fiscal vears 2002 and 2001
tespectively as reflected on pags 7 of our Certified Financial Siatements.

In the attachment to this lstter, we provide our responses to the audit findings and
recommendations.

Very truly ydurs,

! \ 7
[ \'/ 6:.:4“-:‘-[{:5{_,,!

{ John V. Cirolia
““Chief Financia! and Administrative Officer
Executive Vice President, Finance and Administratiqn

Attachment

ce:  Andrew M. Alper, President
Deao Singh, Controller :
Ricardo A. Niles, Deputy Controller
Carolina Flores, Assistant Vice President



ADDENDUM

Re: Audit Number FRO3- 1204 ‘ {Page 3 of 8)

EDC's RESPONSE TO FINDINGS AND RECOMMENDATIONS

Responses to Audit Recommendations

Recommendation #1 - “The Corporation should ensure that all expenses are
reasonable, necessary, and in accordance with its contractual agreement with the
City. In thatregard, the Corporation should maintain appropriate documentation
to support and justify the business nature of each expense”,

Audit Response: The Corperation does ensure that all its expenses are reasonable,
necessary and that all required supporting documentation is provided. During the course
of the audit, we made availabie to the auditor supporting documentation in the form of
invoices; purchase orders, where applicable; payment request vouchers approved by a
Vice President or above, as indicaied in our policies and procedures; as well as the relatsd
canceled checks. A description of the business purpose, though not on the face of the
check, is reflected on the check stub and on the payment request voucher. We are
confident that our processes in this regard meet the intent in our contract with the City.

Recommendation #2 — “The Corporation should ensure that sole source agreements
are awarded in accordance with the Master and Maritime Contracts.”

Audit Response: We agree with the auditor’s recommendation, however, we find one
instance arnong the three stated in the draft report, where we did not have Deputy Mayor
approval to engage in a sols source contract. This event of non-compliance relates to an
agreement with Islum Casey Kim for $5,129. With respect to the other two, which
totaled $35,493, we provided the auditors with the required Deputy Mayor memorandum
authorizing the sole source agreements. We will continue to monitor our procurement
processes to ensure full compliance with the provisions in our Master and Maritime
contracts.

Recommendation #3 - “The Corporation should obtain bids and enter into formal
contracts for purchases of goods and services exceeding 525,000, in accordance with
the Master Contract.”

Audit Response: EDC has formal procurement policies and procedures in place and
consistently makes every effort to adhere to the requirements in its contracts with the
City The circumstances that gave rise to this finding, involve hourly and/or fee for
services type agreements where the initial intent was not to incur a sizeable expenditure,
but over the course of two years, resulted in the amounts reported in this draft report. In
the future, we will exercise more caution with these types of agreements, and will
monitor the related expenses to ensure that we remain in full compliance with our
procurement guidelines.

Page 1 of 6
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Ret Audit Nusiber FRO3-120A (Page 4 of 8)

L

EDC’s RESPONSE TO FINDINGS AND RECOMMENDATIONS

Recommendation #4 ~ The Corporation should ensure that all consultants are paid
in accordance with thelr agreements. In that regard, the Corporation should
obtain appropriate documentation, such as invoices, timesheets, receipts, and
cancelled checks, before approving payments.

Audit Response: We make every effort to insure that consultant payments are made in
accordance with their agreements. We disagree with your interpretation of the Virtual
European Office contract with EDC. We provided your office with appropriate
documentation, including 12 approved invoices (one for each month of service performed
under the contract), which accounted for $120,000 of the $124,082 the auditors cited,
clearly describing the specific month for which services were performed and coritaining a
listing of all out-of-pocket expenses incurred.

Recommendation #5 — The Corporation should ensure that all meals and travel
expenses are approved in accordance with the Travel and Meals Policy 8.4,

Audit Response: The Corporation has a ¢lear policy regarding reimbursemnent for meals
- and travel expenses. This policy is enforced and additional standards have been set in
place to ensure full compliance.

Recommendation #6 — The Corporation should ensure all checks contain a voucher
number or other indication of the purpose of the payment.

Audit Res;:mise: We disagree with the auditor’s findings and recommendation in light
of existing procedures to that effect. '

We are confident that our policies and procedures meet the intent and requirements of the
Master Contract, EDC’s check stub contains a description field where the summarized
purpose for payment is included. Additionally, the check stub incorporates reference
fields for contract, invoice, purchase order, and obligation numbers. We can track
transactions and payments to our accounting system or to our files by reference to any of
these fields. Our internal control objectives and related control activities, in this ragard,

“have been tested by our independent auditors, and have resulted in no material reportable
conditions over the years. ‘

Recommendation #7 — The Corporation should ensure that original invoices are
maintained to support all payments. If original documents were lost, a

memorandum should be attached to the voucher giving full explanation of the
circumstances. :

Page2of6
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Re: Andit Number FRO3-1204, (Page 5 of 8) .

EDC’s RESPONSE TO FINDINGS AND RECOMMENDATIONS

- Audit Response: This finding is the result of a misapplication of our policies and
procedures. In fact, 96.5% of the payments cited in this finding were made properly.
Only 3.5% or 536,621 of the $190,982 relates to emplovee reumbursement, where the
provisions of Reimbursement Policy 8.1 apply. Again, this misapplication of Pelicy 8.1
was brought up at the exit conference but remained in the final report.

Recommendation #8 — The Cofporatibn should submit appropriate documentation
for consulting contracts to the Deputy Mayor for approval.

Audit Response: As stated in our response to Recommendation #2, we agree, however,
we find one instance among the three stated in the Draft Report, where we did not have
the required Deputy Mayor approval to engage in a sole source contract,

Regarding the sole source contracts with Josh Glantz and John McNamara & Associates
related the NYC Venture Capital Conference & Showcase 2001, we forwarded to your
office a copy of the approved memorandum signed by the Deputy Mayor, which reads as
follows: “EDC proposes to enter into (1) a consulting agreement with New York
Business Forums Inc. for conference organization and support services, (2) a contract
with the New York Marriott Marquis Hotel or an affiliated entity for conference space
and catering services, and (3) such other agreements as may be necessary and appropriate
in connection with EDC's hosting the Sixth Annual New York City Venture Capital
Conference & Showcase.” The consulting work performed by Josh Glantz and JTohn
McNamara is covered under this Deputy Mayor approval memorandum.

Recommendation #9 — The Corporation should salicit bids for all purchases that

- exceed 52,500. The Corporation should document its efforts to obtain bids in the
contract files,

Audit Response: The Corporation has formal procurement policies and procedures in
place and, as a matter of practice, routinely solicits bids for purchases over $2,500. The
examples cited in this finding represent a very small percentage of EDC’s total
procurements. To ensure complete compliance, we have taken steps to enforce the

- documentation of these efforts.

Recommendation #10 — The Corporation should eusure that all consultant contracts
over $10,000 are published in the City Records, as required by the Master Contract.

Audit Responses: We agree and will implement this recommendation immediately.

Page3 of 6
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‘Re: Audit Number FRO3-12040 ‘. (Page 6 of 8)

ENC’s RESPONSE TO FINDINGS AND RECOMMENDATIONS

Recommendation #11 — The Corporation should set up and use a separate account
and cease using its Miscellaneous Expense account for all reclassifications. The
Corporation should then monitor the new account to ensure that each entry is
correct and can be documented.

Audit Response: Due 10 a coding error, the Miscellaneous Expense account was
overstated by 5367,084 and the Section 208 Expense account was understated by the
same amount. The net effect of this “misstatement™ is zero since these accounts are
combined and reported under the “Operating Expenses” caption of the Statement of
Revenue and Expenses, Effective August 2003, we will incorporate the use of an “Inter-
fund Clearing Account” to ensure that no balances remain when these transfers occur.

Recommendation #12 — The Corporation should ensure that all write-offs claimed
are justified, documented, and detail the validity of the expense to comply with its
Master Contract.

Audit Response: The wrte-off referenced in this finding was justified based on
Generally Accepted Accounting Principles (“GAAP™), which require that recenwbles be
reported on the Balance Sheet at their net realizable value.

We provided your ofﬂce with all relevant records supporting the write-off of this
receivable, which was ot our books since fiscal year 1998, Our decision to write-off this
receivable was based on its aging status (five years) as well as on communication with
the debtor regarding its uncollectibility. All of this docurmentation was shared with your
office. After five years of atterapted collection efforts, we justifiably concluded that a
write-off was the appropriate GAAP treatment.

Recommendation #13 — The Corporation should ensure that it does not pay sales
tax. The Corporation should ensure that employees present certificates of tax
exemption for purchases and lodging within New York State.

Audit Response: We agree and will increase our compliance efforts in this area. The
Corporation regularly issues sales tax exemption notification (Fortn ST-119.1 - Exempt
Organization Certificate) to our staff engaging in purchases of goods and services on
behalf of the Corporation. We will increase our efforts in communicating and enforcing
this requirement in the future.

Recommendation #14 - The Corporation should ensure that employee use of car
services is in compliance with the Travel and Meal policy 8.4.

Page 4 of 6
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Re: Audit Mambar FRO3.120A (Page 7 of 8)

EDC's RESPONSE TO FINDINGS AND RECOMMENDATIONS

Audit Response: We agres with the recommendation, howsver, the case in question
~itivolves an exception to policy. The circumstance involves an employes who, due to
medical reasons, was temporarily unable to use public transportation to commute to and
from work. Given her assignment, the employee’s presence in the office was considered
critical and a senior manager authorized an exception. to policy.

Responses to Selected Draft Report Audit Findinos

Audit Finding: The Corporation was unable to provide documentation showing that the
items or services paid for were reasonable, justified, and supported with adequate
documentation in accordance the Corporation’s Master Contract..

Audit Response: Regarding the following expenses cited in the Draft Report, we believe
they were, in fact, reasonable and justified. The amount spent on the 100 engraved “keys
for the City” was meant for ceremanial use to help promote the City as a vibraat
economic entity. We believe the purpose of not bidding out a security system for the
Mayor’s Office speaks for itself in a post-9/11 environment. Regarding the costs
incurred in hotel accommadations for a senior City official, it should be noted that this
official was required to be close to Ground Zero 24 hours per day for the first several
weeks after the attack. Therefore, the business purpose of these purchases is self-evident
in the context of the emergency situation that existed at that time.

Regarding the reasonableness of payments to 14 Wall Street and Captain’s Ketch: the
prior practice of corporate contributions toward outside employee events was modified
last fiscal year (the year after the audit period) and reduced to $200 per event. We agree
with the Draft Report finding and this Fiscal Year this practice was discontinued entirely.

Regarding the mobile phone and pagers expense: only 1% or $36.83 or applies under the
employee reimbursement provisions of Policy 8.4, which is cited as the basis for this
finding. The remaining 99% was paid directly to the cell phone or pager provider
pursuant existing agreements. These were vendor payments, not employee
reimbursemnents. Furthermore, the $36.83 was reimbursed to the employee for the use of
the personal cell phone while on business travel, because it was more economical to use a
cell phone than a hotel telephone. This finding was brought to your office’s attention at
the exit conference and should have been excluded from the Draft Report.

Regarding the justification of payments for corporate basketball and tennis sponsorships
as well as for pantry upkeep: it should be noted that EDC employees put in substantial
hours beyond the regular 9-to-5 schedule, and do not receive many of the benefits
available to their City counterparts, most notably “comp time”. We believe the small
amount spent to foster a sense of collegiality and teamwork promotes employee morale
and productivity, and is a justifiable business EXpEnse.

Page § of 6
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Ré: Audit Numriber FRO3-120A o {Page 8 of 8)

EDC’s RESPONSE TO FIN‘leHGS AND RECDMMENDATIONS

Regarding justification for the reimbursement to employee for business travel: at the exit
conference and in a subsequent communication, we submitted to your office a copy of the
brochure for the May 19-22, 2002 International Council of Shopping Centers Convention
("ICSC™), as well as an explanation of the business purpose. EDC staff always attends
the ICS5C Annual Convention because one of our primary missions is to revitalize
commercial/retail districts. In our opinion this finding should have been removed.

Page 6 of 6



