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1 We performed our examination in accordance with the State Comptroller’s authority set forth in Article V, Section 1 
of the State Constitution, as well as Article II, Section 8(1) and (7), and Article VII, Section 111 of the State Finance 
Law. 

August 14, 2018 

Howard Zemsky 
Commissioner 
New York State Department of Economic Development 
633 3rd Avenue, 37th Floor 
New York, NY 10017 

Re: Report 2015-BSE4-001 

Dear Commissioner Zemsky: 

As part of our audit of state payments, we examined1 claims for grant funds totaling $338,596, 
made by the Center for Economic Growth, Inc. (CEG) under contract C110087 (the Contract) with 
the Department of Economic Development (DED).  The claims were for CEG’s activities under 
the Hollings Manufacturing Extension Partnership (MEP) program that occurred during the period 
July 1, 2014 through December 31, 2014.  Under the Contract, CEG was required to provide 
services to small- and medium-sized manufacturers, science and technology based businesses, 
and start-ups in need of business advice, new technologies, and methods to modernize their 
operations. 

We also examined the expenditure of $310,570 in CEG’s matching expenses and $142,529 in 
MEP program revenue CEG reported to DED during this time period, as well as $99,479 in 
additional MEP program revenue CEG earned but did not report to DED.  The objective of our 
examination was to determine if CEG’s claims for grant funds and associated matching expenses, 
reporting of revenue, and procurements complied with the terms and conditions of the Contract. 

A. Results of Examination 

We found DED’s oversight practices were inadequate, thus resulting in CEG receiving 
reimbursement for: ineligible expenses; expenses not substantiated with sufficient 
documentation; expenses that may not have been reasonably priced; and improperly reported 
expenses.  DED officials told our auditors CEG would not have met the Contract’s matching 
requirements if the items identified in this report were disallowed.  As such, it is critical that DED 
review the ineligible, unsupported, and improperly reported expenses identified in this report and 
recover any inappropriate reimbursements. 
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DED also failed to implement sufficient controls to recognize that CEG improperly reported 
revenue it earned from the MEP program.  Without a system in place to account for MEP program 
income, DED does not have reasonable assurance that CEG met its requirement to spend MEP 
program revenues on program related activities. 

We shared a draft report with DED officials and considered their comments (Attachment A) in 
preparing this final report.  The comments of the State Comptroller’s Office on DED’s response 
are included in Attachment B.  DED officials generally disagreed with our findings.  DED’s 
comments demonstrate that the agency’s oversight repeatedly relied on federal approval of 
reimbursement requests and an audit performed by CEG’s independent private auditor. However, 
it is the responsibility of DED in the first instance to ensure that CEG payment requests were 
appropriate and supported by sufficient information to justify the payment. 

In regard to our recommendations, DED did report taking prompt action during the course of our 
examination to improve its monitoring of: revenues earned and expenses incurred under the 
Contract; accounting practices for monies associated with the Contract; and reports submitted to 
DED to support claims for payment under the Contract. 

B. Background and Methodology 

The MEP program is a federal program providing financial and technical assistance to create and 
support Regional Centers for the Transfer of Manufacturing Technology (Regional Centers).  
DED, the Regional Center for New York State, entered into a $2.9 million contract with CEG in 
October 2011 to provide MEP program services, most often consisting of training classes, to 
manufacturers in the Capital Region. 

To accomplish our examination objective, we: (i) analyzed the terms and conditions of the 
Contract, the federal award, and related federal regulations; (ii) interviewed DED and CEG 
officials; and (iii) reviewed vouchers and other pertinent documentation, including CEG’s 
accounting records and invoices issued and received by CEG. 

We note that this examination was initially intended to provide straightforward, pre- and post-
payment assurance that claims for grant funds and associated matching expenses complied with 
the Contract.  However, our testing identified critical issues that required us to expand our 
examination to include CEG’s accounting practices, revenue reporting, and procurements related 
to the Contract. 

Accordingly, our examination spanned a significant period of time due to the extra tests necessary 
to accomplish our increased objectives.  In addition, we encountered delays in receiving DED’s 
complete response to our preliminary findings.  Finally, because DED had not obtained 
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information and documents from CEG supporting the payments, our auditors were required to 
obtain necessary information directly from CEG.  Despite the delays in issuing this report, the 
recommendations remain relevant because CEG continues to provide MEP program services 
under a $2.9 million contract with DED that covers the period January 1, 2016 through December 
31, 2020. 

C. Details of Findings 

We found unsupported, ineligible, and improperly reported expenses; improperly reported 
revenue; and CEG procurements not in compliance with the terms of the Contract.  DED did not 
adequately review payment requests submitted by CEG, and failed to monitor CEG’s accounting 
and reporting practices that impact the MEP program.  This allowed the improprieties identified in 
this report to occur undetected. 

1. DED’s Monitoring of CEG 

The federal awards under the MEP program require DED to monitor the activities of CEG to 
ensure CEG uses the federal award for authorized purposes and complies with federal statutes, 
regulations, and the terms and conditions of the Contract.  We found DED officials did not 
adequately monitor CEG during our examination period, which allowed improper practices to 
occur, including those described in the sections below. 

In response to our preliminary findings, DED officials reported that they implemented new 
procedures during the course of our examination that addressed several of the recommendations 
in our preliminary findings.  For example, DED reported CEG: 

• Implemented an electronic time recording system to address the $225,781 in unsupported 
salary and fringe benefit expenses; 

• Established a methodology to allocate organization-wide costs to address the $28,661 in 
organization-wide costs that should not have been allocated to the Contract; 

• Adopted a policy requiring three quotes for procurements under $50,000 to address the 
$218,009 in non-compliant procurements; and 

• Created a separate account for Contract funds to address the intermingling of Contract 
and non-Contract funds. 

While the reported actions described above indicate DED officials agreed with our findings 
regarding certain monitoring practices, DED officials generally disagreed with our findings and 
recommendations concerning reviewing and recovering ineligible and unsupported expenses, 
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and recovering unexpended program revenues.  DED claimed the MEP program expenses and 
revenues were appropriate in part because the reimbursement requests were approved by the 
federal government and this Office, and because an independent private auditor found CEG’s 
financial statements were proper and found no deficiencies in CEG’s internal controls. 

However, New York Codes, Rules, and Regulations, Title 2, Chapter 1, Section 6.4 requires 
agencies to review claims prior to payment to determine if the claims are due and payable, in 
whole or in part, under the applicable statute, appropriation, contract, or purchase order.  
Therefore, it is DED’s responsibility to independently ensure claims are appropriate prior to 
submitting reimbursement requests to our Office or the federal government. 

2. Expenses 

The Contract requires CEG to use DED funds and CEG’s matching funds to pay for eligible 
program expenses.  Matching funds represent the portion of the project funded by CEG and 
reflects its commitment to the program.  To be considered eligible, expenses must be program-
related, actually incurred, reasonably priced, necessary, and supported by detailed records.  The 
Contract also requires CEG to report expenses to DED during the period in which the expenses 
were incurred.  We found: 

• $225,781 in salary and fringe benefit expenses and $375 in information technology 
services that were not supported by detailed records.  In lieu of maintaining detailed time 
records, a CEG executive used his judgment to estimate the portion of employees’ salaries 
to charge to the Contract.  The Contract states that detailed records are required for all 
expenditures charged to the Contract.  Detailed records include time cards or another 
generally accepted auditable system to record time allocated by individuals.  CEG officials 
had discretion in determining how to meet this Contract requirement.  However, CEG’s 
methodology for allocating personal service costs at the time our examination began was 
not adequately supported and, as DED stated in its response to our draft report, the 
methodology proved to be inaccurate. 

• $34,303 in ineligible expenses, including administrative costs that CEG improperly 
allocated to the Contract and expenses for employees who did not work on the Contract 
during the examination period. 

• $46,541 in program expenses CEG claimed in the 2014-15 Contract year that were 
actually incurred in other years. 

CEG must meet matching fund requirements annually to receive full reimbursement from DED for 
Contract expenses up to the maximum annual Contract value.  Because our examination covered 
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a six month period, not a full contract year, DED should evaluate the findings in this report in 
conjunction with the reimbursements and matching expenses it approved for the final six months 
of the Contract year and recover any overpayments. 

3. Revenue 

We found CEG did not report to DED $99,479 in MEP program revenue it earned during our 
examination period.  Since CEG did not report this revenue to DED, and DED did not have a 
process in place to identify any unreported revenues during the Contract period, DED does not 
have assurance CEG spent this revenue on MEP program related activities.  We also found 
$34,520 in revenue CEG reported as earned during the 2014-15 Contract year that was actually 
earned in other reporting periods.  The Contract required CEG to maintain its records in 
accordance with Generally Accepted Accounting Principles, which requires revenues to be 
accounted for when earned.  CEG earned revenue under the Contract when training was 
provided.  We did not examine whether CEG reported its proper use of the $34,520 in the other 
reporting periods. 

If CEG earns revenue from the MEP program which it does not spend on program related 
activities, CEG must return the unexpended amount to DED at the end of the Contract year.  DED 
may submit a request to the federal government to carry forward unexpended program revenue 
to a subsequent contract year.  DED should review the revenue CEG earned during the 2014-15 
Contract year to ensure CEG spent this revenue on MEP program activities during the Contract 
period. 

4. Procurements 

The Contract requires CEG to comply with federal procurement regulations when purchasing 
goods and services under the Contract.  The requirements for procuring goods and services with 
public funds are more rigorous than the requirements for procuring solely with CEG’s matching 
funds.  For example, CEG must maintain procurement records and prequalified lists of vendors 
that it uses to acquire goods and services when procuring with public funds.  In addition, when 
procuring goods and services with either public or CEG’s matching funds, CEG must maintain 
documentary evidence that prices are reasonable. 

We examined $218,009 in funds spent on procurements and found that none of these 
procurements complied with federal regulations.  DED officials did not request, and CEG officials 
did not maintain, procurement records or prequalified lists for the $122,660 in publicly funded 
procurements we examined.  Moreover, DED could not demonstrate that the prices were 
reasonable.  DED was also unable to demonstrate prices were reasonable for the $95,349 in 
matching funds procurements we examined.  Furthermore, we found evidence CEG favors its 
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members, and vendors that plan to become members, when awarding matching funds 
procurements. 

Recommendations 

1) Continue to use the monitoring procedures reported to our Office in response to 
our preliminary audit findings and subsequent inquiries to oversee CEG, and 
periodically reassess the need to amend the procedures. 

2) Ensure CEG provides sufficient, appropriate evidence for expenses incurred and 
revenues earned under the Contract, and recover unsupported expenses, 
ineligible expenses, and unexpended revenues accordingly. 

We would appreciate your response to this report by September 14, 2018, indicating any actions 
planned to address the recommendations in this report.  We thank the management and staff of 
the Department of Economic Development for the courtesies and cooperation extended to our 
auditors. 

Sincerely, 

Bernard J. McHugh 
Director of State Expenditures 

 

Encl.    Attachment A 
Attachment B 

 
cc: Benson Martin, DED Director of Compliance, Legal Department 
 Matthew Watson, DED Director of the Division of Science, Technology, and Innovation 
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State Comptroller’s Office Comments on Auditee Response 
 

1. Our Office issued the draft report to DED on May 17, 2018.  We received DED’s 
response on June 18, 2018. 
 

2. New York Codes, Rules, and Regulations, Title 2, Chapter 1, Section 6.4 requires 
agencies to review claims prior to payment to determine if the claims are due and 
payable, in whole or in part, under the applicable statute, appropriation, contract, or 
purchase order.  As such, DED has fiscal responsibility to protect taxpayer funds by 
ensuring expenses are due and owing to the vendor prior to payment. 

 
The examination applied relevant laws to payments under the Contract in a manner 
consistent with OSC’s well-established, objective procedures to carry out our 
responsibilities under the State Constitution (Article V, Section 1) and State Finance 
Law (Article II, Section 8 and Article VII, Section 111) to audit payments. 
 

3. In addition to DED’s responsibilities under New York Codes, Rules, and Regulations, 
Title 2, Chapter 1, Section 6.4 (described in Comment #2 above), Section 6.7 provides 
that claims must be supported by sufficient original source documentation and 
agencies must retain such records and promptly provide the records to our Office upon 
request. 
 
We found DED did not request or receive documentation to support the claims for 
payment we examined.  DED officials told our auditors that twice per year they 
randomly select a Regional Technology Development Center (RTDC) to provide 
supporting documentation for expenses in specific budget categories.  CEG is one of 
ten RTDCs that received a contract under the federal award and submitted 
reimbursement requests to DED.  Given the number of RTDCs and the monitoring 
practices in place when our examination began, DED may not have requested or 
reviewed supporting documentation for an RTDC for multiple consecutive reporting 
periods. 
 
When DED requested supporting documentation and conducted a review, we found 
the review to be flawed for various reasons, including those outlined below in 
Comment #6.  Therefore, we concluded DED did not have adequate oversight 
practices in place at the time our examination began. 
 

4. Our Office did not insist that DED require CEG to implement an electronic time 
recording system to substantiate claimed employee expenses.  We recommended 
CEG implement a system of internal control that complied with the Contract 
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requirements.  The Contract states that detailed records are required for all 
expenditures charged to the Contract.  Detailed records include time cards or another 
generally accepted auditable system to record time allocated by individuals.  CEG 
officials had discretion in determining how to meet the Contract requirements. 
 

5. Our report recognizes DED claimed the MEP program expenses and revenues were 
appropriate in part because the reimbursement requests were approved by the federal 
government and this Office, and because an independent private auditor found CEG’s 
financial statements were proper and found no deficiencies with CEG’s internal 
controls. 
 
However, DED’s responsibilities under New York Codes, Rules, and Regulations, Title 
2, Chapter 1, Section 6.5 include independently ensuring claims are just, true and 
correct, and therefore appropriate to pay, prior to submitting reimbursement requests 
to our Office.   As such, DED has the responsibility to ensure the appropriateness of 
claims prior to payment, regardless of any further review or audit of claims thereafter. 
 

6. The Contract states Contract funds may only be used to pay for actual expenses 
incurred in the provision of Contract services.  It further states detailed records are 
required for all expenditures charged to the Contract.  Detailed records include time 
cards or another generally accepted auditable system to record time allocated by 
individuals. 
 
We found CEG did not maintain detailed records to document the time CEG 
employees allocated to the MEP program.  Instead, the Executive Vice President 
advised OSC examiners that he used his judgment to determine the allocation 
percentages to apply to employees’ salaries.  The allocation percentages were 
estimates and, thus, may not have represented actual expenses. 
 
Our report questions the appropriateness of $225,781 in salary and fringe benefit 
expenses for employees who worked part-time on the contract and two other 
employees who CEG claims worked exclusively on the MEP program.  Without a time 
recording system that reliably documented employees’ actual hours by program, it is 
not clear how CEG would accurately allocate the hours of employees who worked on 
more than one program.  Further, we found evidence to contradict CEG’s claim that 
the two employees cited above worked exclusively on the MEP program.  Specifically, 
these employees’ job descriptions and testimonial evidence from CEG officials 
indicate they worked on activities other than the MEP program. 
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DED officials approved salary and fringe benefit expenses charged to the contract 
based upon CEG generated reports showing allocations of salary and fringe benefit 
expenses between programs and their knowledge about CEG employees.  DED 
officials told our auditors they were familiar with the individuals who worked on the 
contract and are comfortable that the required level of effort for each employee was 
met over the course of the year.  However, corrections made under CEG’s newly 
established time recording system would indicate that the DED procedure to use 
personal recollection as a basis for approving salary and fringe benefit expenses was 
unreliable. 

7. The Contract states that “each RTDC must meet matching funds requirements to be 
eligible for reimbursement.  For an RTDC to receive its full annual allocation, expenses 
submitted must demonstrate adequate match and be approved by [DED].”  Further, 
the general terms and conditions for the federal award states “minimum cost share 
requirements must be met annually; there can be no carryover of excess cost share 
from one year to the next.” 

8. While nothing in the Contract prohibits the reimbursement method DED cited in its 
response to our draft report, the reimbursement method in the example DED cited is 
only permissible when “overmatch expenses” satisfy “undermatch expenses” from the 
same Contract year.   OSC did not, as DED states, search for any interpretation to 
prevent DED from reimbursing CEG.  Rather, OSC objectively measured CEG’s and 
DED’s compliance with the requirements in the Contract and related legal 
requirements.  DED does not dispute the OSC finding that the “match” periods 
occurred in different Contract years.  Despite repeated requests by our examiners for 
evidence to demonstrate CEG disbursed to RPI all of the revenues it collected, DED 
did not provide any evidence that these disbursements took place.  Absent evidence 
of the disbursement, the accounting records we examined indicate CEG earned 
revenue from the event. 

9. CEG paid a vendor $8,830 to develop the Tech Valley Connect website and charged 
the expense to the contract as match.  According to a Regional Manager of the 
National Institute of Standards and Technology, the federal agency that oversees this 
award, if an award recipient charges an expense to the contract, the associated 
revenue must also be charged to the contract.  If the expense was not associated with 
the MEP program, it should not have been charged to the Contract as a matching 
expense.  In this case, the matching expense for the third quarter of 2014 may be 
overstated by $8,830. 
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10. The draft report did not state that the $34,520 in revenue should not have been 
considered as matching funds.  The report indicated that the Contract requires DED 
account for any unexpended revenue at the conclusion of each Contract year and, if 
desired, apply to the National Institute of Standards and Technology to carry over the 
funds to a subsequent Contract year.  If the $34,520 was unexpended at the 
conclusion of the 2013-14 Contract year, upon receiving approval to do so, DED could 
have appropriately carried over the revenue to the 2014-15 Contract year and spent 
the revenue as matching funds.  No evidence was provided by DED to demonstrate 
that such federal approval was either requested or received. 


