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Scope of Audit

Audit Observations
and Conclusions

Executive Summary

Department of Economic Development
Tourism Promotion Program

Article 4 of the Economic Development Law (Law) empowers the
Department of Economic Development (Department) to plan and conduct
a program to attract tourists and visitors, and to encourage and coordinate
the efforts of other public and private sector organizations in promoting
the State.  The Department’s Marketing, Advertising and Tourism
Division (Division), which coordinates the State’s tourism efforts,
budgeted about $11 million for its I!NY campaign in the 1998-99 fiscal
year.

Article 5-A of the Law authorizes the Department to administer a
matching funds program to assist local not-for-profit tourism promotion
agencies (TPAs) plan and execute county and regional tourism programs
to benefit the local economy.  There are 50 TPAs in all: 46 represent
individual counties and 4 represent more than one county.  In applying for
matching funds, a TPA must include a budget for the programs the funds
will support, and state the amount of local monies available to pay for the
programs.  The Division approves TPA applications and allocates funding
based on the rules stated in its Matching Fund Guidelines (Guidelines).
The Legislature appropriated local assistance matching funds totaling about
$12.1 million during the three-year period ended March 31, 1999.

Our audit addressed the following questions about the Department’s
administration of the State’s tourism promotion program for the period
January 1, 1996 through November 30, 1998:

! Does the Department administer the program in compliance with
Articles 4 and 5-A of the Law?

! Is the program effective in promoting and generating tourism?

We found that the Department has carried out the planning, research and
marketing activities specified in Article 4, and has made progress in its
efforts to develop and promote tourism at the State level.  However, the
Division has used essentially the same process for managing this program
since it began in 1977 when the local matching fund appropriation was
only $600,000.  We believe it is time for the Division to take a critical
look at this program considering the importance of tourism to the State
and that the State funding for local tourism programs has more than
quadrupled.  The Department needs to require more financial and
program-results information from TPAs and consider prioritizing its
distribution of local assistance funds based on the economic benefit these
local programs can bring to their areas or regions of the State.



Comments of
Department
Officials

Article 5-A states that TPAs should provide the Division with annual
financial statements prepared according to generally accepted accounting
principles.  However, the Division requires only quarterly and annual
expenditure reports from TPAs to document their use of matching funds
and that they matched the State aid with local monies.  The expenditure
reports and the associated detail documentation that accompanies them
require a time-consuming review by Division staff, yet provide little data
to them about the full scope of local programs.  We recommend the
Division obtain complete financial statements as required by statute to
allow them sufficient information for funding decisions.  (See pp. 4-5)

The Division is supposed to review and approve the TPAs’ promotion
plans and budgets before allocating funds.  The Law also specifies that the
most local assistance matching funds a county can receive from the State
is 5 percent of the total annual appropriation; the least it can receive is
$20,000.  However, the Division reviews the TPA budgets only to ensure
they have plans and local monies sufficient to meet the matching funds
requirement.  We found that many TPAs may routinely overstate their
budgets to increase the awards they receive.  For example, almost all
TPAs budgeted the maximum allowable for their 1996-97 programs, but
45 of the 50 TPAs reported they spent a total of 30 percent less than they
budgeted for the programs.  To better ensure it is distributing funds where
they can produce the best results, we recommend the Division review
historical spending patterns and consider adjusting future payments to
TPAs that underspend their approved program budgets.  (See pp. 5-7)

The Law strongly encourages regional promotion, and allows up to 30
percent of the total assistance appropriation to be used as a bonus for
regional advertising.  TPAs with only county-specific programs may
compete with, or duplicate, the programs of other counties in the region,
resulting in money being spent unnecessarily or unwisely.  We recom-
mend the Division identify more effective ways (i.e., incentives) to
encourage TPAs to focus on regional campaigns.  (See pp. 7-8)

The Law requires that in distributing matching funds, the Division should
choose among all competing applications those which provide the greater
economic benefit.  Performance expectations and a system to measure and
evaluate success are needed to effectively monitor the extent to which the
matching funds program helps to improve local economies.  The Division
has not developed program performance standards applicable for local
tourism promotion programs.  We recommend the Division work with the
TPAs to develop performance standards and outcome measures, including
measures tailored to specific regions.  (See pp. 8-9)

Department officials agree to take steps to increase regional tourism
programs and develop performance measures, but they do not agree that
the other program changes we recommend are advisable.
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Background

Introduction

Article 4 of the Economic Development Law (Law) empowers the
Department of Economic Development (Department) to plan and conduct
a program designed to attract tourists and visitors to New York State, and
to encourage and coordinate the efforts of other public and private sector
organizations in promoting the State.  The Department’s Marketing,
Advertising and Tourism Division (Division) coordinates the State’s
tourism efforts.  The Division champions New York State as an ideal
travel and tourism destination and promotes the “I Love New York”
(I!NY) trademark, an advertising campaign that began in 1977.

The Division divides the State into 11 distinct geographic vacation regions:
New York City, Long Island, Hudson Valley, the Catskills, Capi-
tal-Saratoga, the Adirondacks, Thousand Islands-Seaway, Cen-
tral-Leatherstocking, Finger Lakes, Greater Niagara, and
Chautauqua-Allegheny.  In the 1998-99 fiscal year, the Division budgeted
about $11 million for its efforts to promote New York State, including
publishing the State Travel Guide, advertising in the media, and participat-
ing in various national and international trade shows.

Department statistics show that tourism is New York State’s second largest
industry, employing more than 700,000 people and generating about $30
billion in 1997 (the latest year such data was available).  According to
studies performed by Division consultants and other tourism organizations,
New York State ranked fourth among the 50 states in terms of total travel
dollars spent by U.S. travelers in 1997, and that tourism is increasing in
the State.  The Department targets its advertising within New York State
as well as out-of-State.  According to officials, market research studies
showed that promotions in Canada, in neighboring states (particularly in
the Washington, D.C. to Boston corridor) and among State residents (who
might otherwise vacation elsewhere) produce the best results.

Article 5-A of the Law authorizes the Department to administer a
matching funds program to assist local tourism promotion agencies (TPAs)
— organizations designated by the counties or New York City as the
agencies authorized to apply for and receive these local assistance funds.
A TPA must be a nonprofit organization, such as a local chamber of
commerce, a trade association, or a convention and visitors bureau.  The
role of the TPA is to plan and execute county and regional programs in
coordination with the Division’s statewide campaign, and to stimulate
tourist travel, cultural activities and convention business to benefit the
local economy.  There are 50 TPAs in all.  The five counties comprising
the New York City region and the two counties comprising the Long
Island region have each established single TPAs.  So have 6 of the 14
counties in the Finger Lakes region and three of the eight counties in the
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Audit Scope,
Objectives and
Methodology

Central-Leatherstocking region.  The remaining 46 TPAs represent
individual counties.

The matching funds program is also intended to develop partnerships
between the public and private sectors in the tourism industry.  In
applying for matching funds, a TPA must include a budget for the
programs that the funds will support, and indicate the amount of local
monies (usually from private businesses) available to pay for the
programs.  The Legislature appropriated local assistance matching funds
of nearly $3.53 million, $4.28 million and $4.28 million, respectively, in
the 1996-97, 1997-98 and 1998-99 fiscal years.  The Law specifies that
the least amount of matching funds any county can receive (provided the
TPA can match the amount in local monies) is $20,000; the most any
county can receive is 5 percent of the total appropriation.  The Law also
authorizes the Division to use as much as 30 percent of the total
appropriation as bonuses for counties that participate in regional promo-
tions.  The Division states the rules and regulations for the program in its
Matching Fund Guidelines (Guidelines), and uses the Guidelines in
approving funding applications, allocating and distributing program funds,
and alerting the TPAs to the local matching requirements.

We audited selected aspects of the Department’s tourism program for the
period January 1, 1996 through November 30, 1998.  The objectives of
our performance audit were to assess the Department’s compliance with
Articles 4 and 5-A of the Law and its overall effectiveness in promoting
and generating tourism within New York State.  To accomplish these
objectives, we interviewed Division officials, reviewed and analyzed
tourism-related reports, and examined Division Guidelines and practices
for allocating local assistance matching funds. 

We conducted our audit in accordance with generally accepted government
auditing standards.  Such standards require that we plan and perform our
audit to adequately assess those operations of the Department which are
included within the audit scope.  Further, these standards require that we
understand the Department’s internal control structure and compliance with
those laws, rules and regulations that are relevant to the operations which
are included in our audit scope.  An audit includes examining, on a test
basis, evidence supporting transactions recorded in the accounting and
operating records and applying such other auditing procedures as we
consider necessary in the circumstances.  An audit also includes assessing
the estimates, judgments, and decisions made by management.  We believe
that our audit provides a reasonable basis for our findings, conclusions
and recommendations.
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Response of
Department
Officials to Audit

We use a risk-based approach to select activities for audit.  We therefore
focus our audit efforts on those activities we have identified through a
preliminary survey as having the greatest probability for needing
improvement.  Consequently, by design, we use finite audit resources to
identify where and how improvements can be made.  We devote little
audit effort to reviewing operations that may be relatively efficient or
effective.  As a result, we prepare our audit reports on an “exception
basis.”  This report, therefore, highlights those areas needing improve-
ment and does not address activities that may be functioning properly.

A draft copy of this report was provided to Department officials for their
review and comment.  Their comments have been considered in preparing
this report and are included as Appendix B.

Within 90 days after final release of this report, as required by Section
170 of the Executive Law, the Commissioner of the Department of
Economic Development shall report to the Governor, the State Comptrol-
ler, and the leaders of the Legislature and fiscal committees, advising what
steps were taken to implement the recommendations contained herein, and
where recommendations were not implemented, the reasons therefor.
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Financial
Statements 

Tourism Promotion Program

We found the Department has carried out the Division-based planning,
research and marketing activities specified in Article 4 of the Law for
promoting New York State.  The Department developed a five-year
Master Plan in 1994, which outlined specific goals and objectives.  The
Department has met the overall goals of that plan, and is now developing
a new five-year Master Plan for the period 1999 to 2004.  The Depart-
ment also hires independent advertising firms to guide the Division’s
marketing strategy (e.g., where to advertise, how to determine the
demographics of the target market), and contracts annually with research
firms to evaluate both the effectiveness and the economic impact of the
State’s tourism advertising program.  As a result, the Division has made
good progress in its efforts to develop and promote tourism at the
State-wide level.

We believe the Department can, however, better ensure that localities
carry out tourism promotion programs with the greatest economic impact,
if it applies some of these same planning and decision-making techniques
in its administration of the local assistance matching funds program.  The
Division has used essentially the same process for managing this program
since it began in 1977 when the local matching fund appropriation was
only $600,000.  We believe it is time for the Division to take a critical
look at this program considering the importance of tourism to the State
and that the State funding for local tourism programs has more than
quadrupled.

The Law does not require that any comprehensive planning and program
evaluation be done for local tourism programs, which annually total over
$8.5 million ($4.28 in State assistance and at least as much in local
matching monies).  However, the Law does state that, in distributing
matching funds, the Division should choose from among all competing
applications those which provide the greater economic benefit.  Such
prioritization demands both financial and program results information,
which the Division does not currently require from the local tourism
promotion agencies (TPAs). 

Article 5-A of the Law requires each TPA to provide the Division with
annual financial statements prepared according to generally accepted
accounting principles.  Such financial statements for these nonprofit
organizations should show revenue sources, expenditure breakdowns by
program, and administrative costs.  However, the Division’s Guidelines
do not require TPAs to submit annual financial statements; instead, they
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Program Budgets

require only that TPAs submit standard quarterly and annual expenditure
reports to document that the TPAs used program matching funds for
approved programs and that they at least matched the State aid with local
monies.  The Division is supposed to include a summary of TPA financial
statements in its annual report to the Legislature.  However, since it does
not receive this information, the Division shows only a summary of local
assistance program expenses in the annual report.  As a result, the
Legislature is not informed about, nor is the Division aware of, the full
scope of local tourism efforts in New York State.

Department officials state that, although this financial reporting require-
ment is in the Law, it was not the Legislature’s intent that the TPAs
submit complete financial statements, but it instead expected final reports
of matching fund activities.  They added that the Legislature has never
raised concerns over this matter and conclude the Division complies with
the Law.  Department officials also state that full financial reporting would
not likely show the full scope of local tourism efforts because some TPAs
are involved in non-tourism activities and there are other tourism
organizations which have not been designated as TPAs.

We believe the Division cannot properly analyze the effectiveness of a
TPA’s advertising and promotion efforts without a complete financial
reporting of the TPA’s activities and spending.  Complete financial
reporting would provide a more complete picture of a TPA’s actual
program activities and financial standing.  In current practice, the quarterly
expenditure reports provided by the TPAs and the detailed documentation
that accompanies them (which sometimes includes invoices and canceled
checks), require a time-consuming review by Division staff, but provide
insufficient information about the results of program activities.  Assuming
TPAs submit annual financial statements, a simple certification of their
quarterly expenditures may be all the Division needs to ensure the TPAs’
spending levels are on target and their programs are progressing as
planned.  Although Department officials state that the Division has an
extensive outreach program at the TPAs, they nonetheless believe this
level of documentation is needed for them to assure the integrity of the
program.

The amount of local assistance funds awarded to TPAs is based on their
program budgets for authorized tourism advertising and promotion
programs.  The Division is supposed to approve the TPA-proposed plans,
as well as the accompanying budget to carry them out.  However, it is
Division practice to review the TPA budgets only to ensure the existence
of a qualifying advertisement plan and the commitment of local funds
sufficient to meet the matching funds requirement.  The Division does not
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evaluate whether a TPA’s total program budget is reasonable based upon
its historical expenditure patterns and program initiatives stated in the
funding application.  We found that most TPAs routinely apply for the
maximum grant allowed and many may overstate their budgets to
maximize the amount of their local assistance awards.

We compared the TPA local assistance budgets to expenditure reports for
the 1996-97 program year.  We found that 45 of the 50 TPAs represent-
ing 53 of the 62 counties submitted matching fund applications with
budgets indicating they intended to spend $176,330 on eligible tourism
promotion programs for each county.  This was the maximum matching
fund award allowable per county for that year (or 5 percent of the
$3,526,600 appropriation) and the most a TPA could include in its
funding application, according to Division Guidelines.  However, the
subsequent expenditure reports for 46 of the 50 TPAs showed that the
actual total costs to implement the tourism programs for 46 TPAs
averaged $125,600 per county or in the aggregate nearly $2.7 million (30
percent) less than the $9.1 million they had budgeted.  Conversely, four
TPAs reported they spent more then they had budgeted for their tourism
programs:  the New York City and Long Island TPAs reported having
spent more than they budgeted ($55,700 and $92,300, respectively), as did
the Schenectady ($13,800) and Franklin ($700) TPAs.  The Division,
however, does not consider actual expenditures when awarding matching
funds.

The same expenditure reports also showed that 28 of the 50 TPAs
reported that their program expenses and commitments were within 2
percent of the amount of their actual local assistance award — or just
enough to satisfy the local matching fund commitment.  However, their
program budgets, as submitted to the Division, had anticipated much
higher expenses.  We conclude that the TPAs either do not report their
tourism program expenses beyond the required local match, or that they
inflate the budgets they submit in their applications to maximize the local
assistance award.  The Division does not determine the reasons why TPAs
report spending less than they budget for programs; it is optional for
TPAs to show expenses outside of the matching fund component.

For comparative purposes, we recalculated 1996-97 local assistance awards
using amounts TPAs reported they spent or committed for that year,
rather than the amounts they budgeted on funding applications.  In this
recalculation based on actual expenditures, local assistance funds would
have been redistributed from TPAs that reportedly spent much less than
their application budgets to those that spent the same as, or more than,
what they budgeted for their programs.  For example, Washington County
TPA received almost $42,000 for 1996-97 based on its budgeted program
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Regional Promotion

costs; if funds were allocated based on reported expenditures, however,
this TPA would have received only about $29,000, or about 30 percent
less.  On the other hand, the Finger Lakes Association TPA, which
received over $335,000 in local assistance, would have received over
$382,000, or about 14 percent more in local assistance.

Department officials state that the TPAs are not required to fulfill all of
the funding commitments which they include in their funding applications;
they only need to fulfill that portion of their commitment which the
Department matches.  It is also optional for TPAs to submit information
on tourism programs and expenditures beyond what is actually matched
by the Department.  However, since the actual awards are substantially
less than the original amounts budgeted, it appears that many TPAs
overstate their budgets to maximize their award, knowing they will not
have to commit the larger amount.  The Division should require complete
financial reporting and consider adjusting future local assistance awards to
TPAs that submit budgets that are not reasonable considering their
historical expenditure patterns. 

While the Law recognizes that TPAs are formed locally and can represent
individual counties, it also strongly encourages regional tourism advertis-
ing and promotion.  There are 50 TPAs in all.  The five counties
comprising the New York City region and the two counties comprising the
Long Island region have each established single TPAs.  So have 6 of the
14 counties in the Finger Lakes region and three of the eight counties in
the Central-Leatherstocking region.  The remaining 46 TPAs represent
individual counties.  Most of these individual county TPAs spend a
majority of their budgets advertising and promoting their own counties,
rather than promoting the vacation regions to which they belong.  (There
are two exceptions: the county TPAs in the Adirondacks and the
Chautauqua-Allegheny vacation regions spend a large portion of their
budget on regional tourism programs.)

The Law allows as much as 30 percent of the total local assistance
appropriation to be used as a bonus for regional tourism promotion.
However, only about 18 percent of the 30 percent local assistance funds
available for regional tourism bonuses are awarded based on regional
program development.  Clearly, the regional bonus in itself is not
sufficient to encourage most TPAs to work cooperatively.

County TPAs that advertise destinations, activities and events within their
individual counties may directly compete with other counties in the same
vacation region.  There may also be duplication of advertising and
promotion efforts, resulting in money being spent unnecessarily or
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Performance
Reporting

unwisely.  We believe the Division could do more to encourage regional
tourism promotion, possibly by prioritizing regional programs, especially
when county-specific programs are competing or duplicative.  A regional
approach to tourism advertising and promotion may also realize economies
of scale (e.g., coordinated brochures and publications, Internet sites, etc.)
and better exposure for counties with limited resources.

The Division has not worked with TPAs to develop program performance
standards that are applicable for local tourism advertising programs.  If
such standards were developed, TPAs could refer to them in planning
their programs and in reporting on program achievements, and Division
managers could use them to gauge the relative success of local tourism
advertising programs.  Currently, some TPAs do note certain accomplish-
ments (such as the number of tourism brochures printed) when they report
the amount of local assistance funds they received and the amount they
spent (including local monies) on authorized tourism programs.  However,
the Division should encourage measuring and reporting on results-oriented
outcomes, such as the number of tourists visiting a specific area, that
would provide a more meaningful measure of success in economic terms.
Without performance expectations and a system to measure and evaluate
success, the Division cannot effectively monitor whether the matching
funds program is working to improve local economies.

Further, the Division reports trends in statewide tourism-related statistics,
such as the hotel occupancy rates, travel expenditures, etc.  However, it
does not routinely accumulate tourism-related statistics at the county or
regional level.  We believe knowledge of these local and regional trends
would help the Division assess the extent to which local tourism funding
is achieving the desired economic impacts.  We also believe certain
outcome measures should be tailored to individual vacation regions.  For
example, while hotel occupancy may be a good tourism indicator in city
areas, such as the New York City vacation region, it may not be a good
tourism indicator in rural areas, such as the Adirondacks vacation region,
because there are fewer hotels in that region.  Department officials state
that relevant statistics are not available to assess the impact of tourism
promotion on a county or regional basis.  However, they added that they
will take steps to develop and implement relevant performance measures.
To enhance accountability for the results of tourism promotion statewide
and to improve individual local programs’ effectiveness, the Division
should:

! Require TPAs to submit complete financial statements, as required
by Law.
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Recommendations

1. Require that TPAs submit annual financial statements to the
Division that are in accordance with generally accepted
accounting principles, as required by Law.  Compile TPA
financial statements and present appropriate summary
information in the Division report to the Legislature.

(Department officials state they do not believe that annual
financial statements would necessarily provide a more
comprehensive picture of a TPA's tourism program.  They
will, however, now require that TPAs provide information
regarding all expenditures and programs for tourism promotion
beyond the amount of the match.)

2. Determine what level of detail expenditure documentation
TPAs must submit quarterly to allow the Division sufficient
information for oversight and funding decisions. 

(Department officials indicate that the current level of detail
provided by the TPAs is sufficient to effectively monitor their
use of matching funds.)

3. Reevaluate the methodology for allocating matching funds to
TPAs to ensure a more equitable distribution of program
appropriations:

! Require TPAs to submit reasonable program budgets.

! Require TPAs to submit program budgets that show total program
costs.

! Reevaluate the formula for allocating matching funds to TPAs.

! Encourage the development of regional promotion programs.

! Develop additional program performance standards with meaning-
ful outcome measures.
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Recommendations (Cont'd)

! Review the TPAs’ historical spending patterns and
consider adjusting future local assistance payments to
TPAs that consistently and significantly overstate their
budgets.

! Identify more effective ways (i.e., incentives) to
encourage TPAs to focus on regional campaigns.

(Department officials indicate that they recognize the benefits
of regional advertising and programming and will consider the
recommendation provided.  However, they also indicate that
it is their opinion TPAs submit reasonable budgets; and they
have assurances that if TPAs receive the total award they
apply for, the budgeted matching funds would actually be
available.

Auditors’ Comments:  Based on our review, it appears that
many TBAs overstate their budgets to maximize the award,
knowing that the actual awards they will have to match will be
substantially less.  One TPA official stated he would prefer a
"more realistic grant request process vs. the overbudgeting we
must do now.  It scares our businesses at commitment letter
time and we have to spend time explaining the process.")

4. Work with TPAs to develop performance standards and
indicators; use and report program outcomes to monitor the
success of individual and statewide tourism promotion efforts.

(Department officials agree that, in line with available resources,
additional performance measures will be developed and
implemented.)
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