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Scope of Audit

Audit Observations
and Conclusions

Executive Summary

Empire State Development 
Performance of Job Development Programs

The Department of Economic Development (DED) is responsible for the
coordination of New York State’s economic development programs, which
are implemented by the Urban Development Corporation (UDC), the Job
Development Authority (JDA), and the Science and Technology Founda-
tion (STF).  The overall entity is known as Empire State Development
(ESD).  ESD uses the resources of New York State to enhance economic
growth through several grant and loan programs.  Currently, ESD relies
primarily on two programs for job creation and retention: the Empire
State Economic Development Fund (EDF) and JOBS Now.  For the
1997-98 fiscal year, the State Legislature appropriated $45 million for
EDF and $25 million for JOBS Now.  Appropriations for all ESD entities
that year totaled about $216 million.

We audited ESD’s administration of the State’s job development programs
for the period of April 1, 1993 through July 31, 1998.  Our audit
addressed the following questions:

! Has ESD established sufficient criteria and program indicators for
measuring the costs/benefits of its job creation/retention programs?

! Does ESD maintain adequate information systems for the collection
of relevant data, and does it use the data collected to develop
economic plans and strategies and to assess the cost effectiveness
of its job creation/retention programs?

We conclude that ESD needs to develop more meaningful performance
measures to assess the effectiveness of its job-development programs and
to ensure that the State’s investments in such programs are paying off.
In addition, we conclude that ESD needs to significantly improve the
reliability of data maintained on automated systems that management uses
to track projects’ employment levels.  ESD should also verify employment
levels reported by grant/loan recipients on a periodic basis.

In February 1998, ESD prepared a report that highlighted the benefits it
expected would be derived from the top 100 projects its Board of
Directors had approved between 1995 and 1997.  Although this report
presents information that provides some perspective on ESD’s activities,
it does not provide indicators of actual program accomplishments, such as
the number of projects that have actually been “closed” (i.e., the total
amount of approved funding has been disbursed to the project) or how
many jobs were created or retained.  ESD had not yet closed most of the



Comments of ESD
Officials

100 projects and was tracking the number of jobs for just 39 of them.
Thus, ESD was basing program performance for its top 100 projects on
projects that generally were far from completed.  We recommend that
ESD periodically compare program performance objectives established
during project review and approval to actual project outcomes.  (See pp.
7-12)

We also reviewed ESD’s 1997 Annual Report of Job Creation and
Retention (Report), which presented each project’s most recently reported
total employment figures.  It did not disclose the actual numbers of jobs
created, retained, or lost.  Seeing total employment figures in isolation
provides no evidence for judging success.  ESD does not include in this
annual report any comparison to benchmarks they established to ensure
that the projects individually, and its programs as a whole, meet reason-
able performance criteria.  Presenting the actual number of jobs as of the
closed date of the loan and also comparing them with the corresponding
employment figures for each year thereafter would provide a more
accurate picture of the ongoing impact of funding.  (See pp. 16-18)

We conclude that the reliability of the data within the systems used by
ESD to monitor projects’ employment levels is not sufficient.  Although
we identified 193 projects with job targets that were closed since 1993,
ESD’s job tracking system had employment data for only 143 projects at
the time of our review.  Therefore, there was a disparity of 50 projects
between ESD’s project tracking and job tracking systems.  In addition,
ESD has not sought verification or confirmation of the job data that is
reported.  (See pp. 15-16, 19-22)

ESD officials do not agree that they need to develop more meaningful
measures and processes to assess the performance of their programs.
Officials believe that they can not set overall program goals, because there
are many factors outside their control that impact the programs’ perfor-
mance.  Officials noted that New York’s economic performance is
primarily the result of national and regional economic forces and macro-
level government functions, such as tax and regulatory policies, and the
availability of transportation infrastructure.  Therefore, ESD officials claim
that the parameters considered for projects’ approval represent a reason-
able performance criteria.  We agree that such forces, outside of ESD’s
control, affect the success of ESD’s programs.  Nonetheless, we maintain
that management needs to formally assess program effectiveness to
determine if changes need to be made to factors within ESD’s control.

ESD officials did, however, respond favorably to most of our remaining
recommendations.  For example, they indicated that staff are correcting
and completing project database records, and improvements will be made
to data presentations in the Annual Report of Job Creation and Retention.
Officials are also investigating the feasibility of confirming employment
data reported by assisted companies to payroll registers on a test basis.
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Background

Introduction

According to Chapter 839 of the Laws of 1987 (the Omnibus Economic
Development Act), the Department of Economic Development (DED) is
responsible for the overall coordination of New York State’s economic
development programs, which are implemented by the Urban Development
Corporation (UDC), the Job Development Authority (JDA), and the
Science and Technology Foundation (STF).

DED was created to attract business to New York State and to help the
State retain the business it already has, provide assistance in skills training
and productivity improvement, promote tourism and international trade,
and encourage the development of businesses owned by minorities and
women.  UDC provides public funds for major State initiatives, industrial
development and urban assistance, regional economic development, and
new community development.  JDA provides loans and loan guarantees
for manufacturing operations, start-up businesses, and industrial parks.
STF programs support the transfer and application of scientific and
technical research results to industrial and commercial purposes.

In 1995, the Commissioner of Economic Development (Commissioner)
reorganized and streamlined the State’s economic development agencies.
DED assumed responsibility for the administration of STF programs,
while the programs of UDC and the JDA were consolidated and are now
administered by the Empire State Development Corporation (ESDC).
DED and ESDC remain distinct entities; but both are headed by the
Commissioner, and they share senior managers who oversee administra-
tion, policy formulation and research, as well as regional office opera-
tions.  For marketing purposes, both entities operate under an umbrella
organization named Empire State Development (ESD).  However, the
Legislature has not approved a formal merger of the four agencies.  The
Commissioner chairs the boards of directors of UDC, JDA, and STF and
serves as President and CEO of UDC and the Chairman and CEO of
ESDC.

ESD administers a series of economic development programs designed to
assist businesses and industries.  Although JDA is financed primarily
through bond financing, the Legislature appropriated nearly $1.1 billion
to fund the three other ESD entities for the five-year period that ended on
March 31, 1998.  The appropriations were allocated in the following
manner:



Audit Scope,
Objectives, and
Methodology

Fiscal Year
Ended DED UDC STF Total

3/31/98 $40,659,400 $152,573,600 $22,790,000 $216,023,000

3/31/97 $41,805,000 $108,882,100 $22,581,000 $173,268,100

3/31/96 $45,914,600 $106,242,276 $23,800,000 $175,956,876

3/31/95 $58,852,000 $275,967,976 $34,645,000 $369,464,976

3/31/94 $40,683,000 $83,711,676 $21,873,000 $146,267,676

ESD uses the State's resources to enhance economic growth through a
variety of grant and loan programs.  Its strategies are focused on creating
jobs, enhancing competitiveness, and attracting businesses to the State.
ESD determines project eligibility, makes project awards, finalizes project
contract documents, and monitors compliance with program regulations
and contract terms.

ESD maintains several data bases of information.  However, it has no
integrated system for combining the data of its four agencies.  Conse-
quently, to assess the results of its activities, we had to gather and
summarize pertinent background data separately for each entity.

Currently, ESD relies primarily on two programs for job creation and
retention:  the Empire State Economic Development Fund (EDF) and
JOBS Now.  For the 1997-98 fiscal year, the State Legislature appropri-
ated $45 million for EDF and $25 million for JOBS Now.  The goal of
each program is to help create and retain private sector jobs in the State,
either by attracting businesses to the State or by helping existing
companies to upgrade or expand their operations.  JOBS Now requires
each project to create at least 300 new, permanent, full-time jobs, but
recent amendments to the law allow 25 percent of its funds to be awarded
to projects that create as few as 100 jobs.  There is no minimum job
requirement for EDF projects.  Most of ESD’s remaining appropriations
are for initiatives by members of the Legislature.

We audited ESD’s administration of the State’s job development programs
for the period of April 1, 1993 through July 31, 1998.  One of our
objectives was to determine whether ESD had established sufficient criteria
and program indicators for measuring the costs and benefits of its job
creation/retention programs.  The other was to determine whether ESD
maintains adequate information systems for the collection of relevant data,
and whether it uses the data it collects to develop economic plans and
strategies and to make cost-effectiveness assessments.  To accomplish these
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Response of ESD
Officials 

objectives, we reviewed relevant laws, rules, regulations, policies,
procedures, and other documents.  We interviewed ESD officials and staff,
and examined files, records, and data bases of project information.  We
also examined a February 1997 report issued by an independent consultant
regarding ESD’s economic development activities; the section of this
report that deals with performance measures notes some of the consultant’s
findings.

We conducted our audit according to generally accepted government
auditing standards.  Such standards require that we plan and perform our
audit to adequately assess those operations which are included in our audit
scope.  Further, these standards require that we understand ESD’s internal
control structure and management’s compliance with those laws, rules and
regulations that are relevant to those 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 recommenda-
tions.

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

For example, we surveyed the process ESD follows to select projects.
We found that ESD has criteria for assessing project eligibility and uses
formal cost-benefit analysis (modeling) in the evaluation/approval process
for each project presented to its board of directors.  For that reason, we
will not address this issue further in this report.

Draft copies of this report were provided to ESD officials for their review
and comment.  Their comments have been considered in preparing this
report and are included in Appendix B.  We are generally disappointed
with ESD’s response, which includes misleading and inaccurate statements
that misrepresent our observations and recommendations.  For example,
in their response, officials state that we did not request explanations for
projects that were not on their job tracking system.  This is not true.  In



fact, in September 1998, we provided ESD officials with written
preliminary findings (including a request for their written comments)
which specifically addressed deficiencies in their job tracking system as
well as other matters included in this report.  We also met with ESD
officials on many occasions both during and after our audit fieldwork to
try to resolve questions regarding the meaning and reliability of data
provided to us by ESD staff.  Thus, ESD officials had ample opportunity
to provide us with any information or explanations they desired, in both
oral and written format, to the matters presented in this report.  In
preparing this report, we have revised our findings as appropriate pursuant
to the information provided to us by ESD.

Officials also responded that ESD does not set overall goals for the
numbers of jobs created and retained as a result of agency activities,
because ESD’s performance on these matters is largely outside of its
control.  Officials noted that New York’s economic performance is
primarily the result of national and regional economic forces and macro-
level government functions, such as tax and regulatory policies, and the
availability of transportation infrastructure.  We agree that such forces,
outside of ESD’s control, affect the success of ESD’s programs.
Nonetheless, we maintain that management needs to formally assess
program effectiveness to determine if changes need to be made to factors
within ESD’s control.

Although ESD officials generally took exception to our findings and
conclusions, they responded favorably to most of our recommendations.
For example, to help management monitor the progress of specific
projects, key milestones (such as contract execution dates) will be posted
to ESD’s automated project tracking system.  In addition, officials have
made the project tracking system more widely available to staff for data
entry, thus improving data completeness.  ESD staff are also correcting
and backfilling information on that system.  These actions should improve
data reliability and utility, and consequently, ESD’s ability to monitor its
projects.

ESD officials also indicated that they will improve the content of their
Annual Report of Job Creation and Retention by including tables that will
show the differences between actual and target employment levels, as well
as the dates the targets are to be achieved.  Officials added that they are
investigating the feasibility of confirming employment data reported by
assisted companies, by examining payroll registers for selected projects.
In addition to improving program management, we believe that officials’
actions will also help ESD to provide the Legislature, as well as the
taxpayers, with better information regarding the effectiveness of the State’s
job creation and retention programs.
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Within 90 days after final release of this report, as required by Section
170 of the Executive Law, the Chairman of the Empire State Development
Corporation shall report to the Governor, the State Comptroller, 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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Performance Measures

Performance-indicator reporting, also known as Service Efforts and
Accomplishments (SEA) reporting, is one method that can be used to
present the results of government programs in a measurable and
meaningful manner.  The objective of SEA reporting is to provide more
complete information about the performance of a governmental entity to
management, elected officials, and the public than is provided in
traditional financial reports.  To implement SEA reporting effectively,
government entities should establish and communicate clear, relevant goals
and objectives; set measurable targets for accomplishment; and develop
and report indicators that measure the agencies’ progress in achieving
those goals and objectives.  Many factors can influence the goals and
objectives from year to year, but the agency should adopt measurable
goals based on historic data, economic conditions, and forecasts; and
should set appropriate time frames for achieving them.

A U. S. General Accounting Office (GAO) report issued in January 1998,
entitled Managing For Results - Agencies’ Annual Performance Plans Can
Help Address Strategic Planning Challenges, highlights the importance of
performance planning and measurement.  It points out that agencies should
have annual performance goals they can use for tracking progress toward
their strategic goals, and notes that measurable annual performance goals
“. . . can be used both to (1) hold agencies accountable and their program
offices accountable for achieving those goals and (2) assess the reasonable-
ness and appropriateness of that strategic goal for the agency as a whole.
In addition, annual performance planning can be used to better define
strategies for achieving strategic and annual performance goals.”
According to GAO, performance measures are essential for proper
planning, accountability, budgeting, and evaluation.

ESD’s strategic plan, which was issued in 1996, addresses the various
factors that contributed to New York’s comparatively poor economic
performance in the late 1980s and early 1990s.  Focusing on 13 industry
clusters and setting forth several fundamental strategies for improving New
York’s economic environment, the plan offers a new approach for
promoting growth and job opportunity.  According to ESD, its mission is
to serve its customers — the businesses and communities of New York
State; to improve New York State’s competitive position; and to create
and retain high-quality jobs in a challenging and rapidly-changing
economy.  According to its mission statement, ESD will:

! advocate a healthy business environment in New York State;



! provide customer-driven, cost-effective products and services; and

! identify and support new and creative solutions to economic
development problems.

ESD’s strategic plan includes management’s insights into the State’s
economy and the general direction of its own job-development programs,
but it does not specify annual benchmarks or other measurable perfor-
mance indicators that can be used to evaluate an individual program’s
success, such as the number of projects that have actually “closed” (i.e.,
the total amount of approved funding has been disbursed to the projects)
or the actual number of jobs created and retained.  Furthermore, the plan
does not include annual goals for overall program accomplishments.

A Memorandum of Understanding (MOU) signed in August 1997 by the
Chairman of the UDC, the Senate Majority Leader, and the Speaker of the
Assembly states, in part, “The Legislature has agreed to appropriate
moneys to the Empire State Economic Development Fund for the purpose
of carrying out the various economic development projects of the state.”
The MOU obligates ESD to provide quarterly reports in each fiscal year
to the Senate Majority Leader and the Speaker of the Assembly on the
status of each economic development program funded by Legislative
appropriations.  According to the MOU, the quarterly report shall include:

! a cumulative summary of commitments and disbursements by
appropriation;

! the geographic distribution of approved projects;

! a projection of the number of jobs that approved projects are
expected to create or retain in New York State within a particular
time frame; and

! descriptions of the impact of approved projects, where quantified
and available, on distressed urban and rural communities, small-
and medium-sized businesses, and strategic industries.

The quarterly reports focus on some of ESD’s accomplishments during the
year in question.  For example, they list the number of projects approved
for funding (approved) and the associated total value of ESD support (it
often takes two or more years for approved projects to receive funding).
ESD considers a project to be “closed” when the total amount of approved
funding has been disbursed to the project and contractual obligations
become enforceable.  At that point, the executed documents legally bind
both parties to the provisions of their agreement.  The quarterly report
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includes a projection of the number of jobs ESD expects to create or
retain during the one- to five-year period; however, it does not indicate
the impact of the investment, such as the actual number of jobs created or
retained.

In February 1998, ESD issued a report highlighting anticipated benefits,
based on the use of a benefit/cost model, to be derived from the top 100
projects approved by ESD between 1995 and 1997.  Although the
information presented in the report provides some perspective on ESD’s
activities, it does not provide the reader with performance measures or
indicators of actual program accomplishments, such as the number of
projects that have actually “closed” or the number of jobs that were
actually created or retained.  At the time of our review, ESD was tracking
employment levels for only 39 of the top 100 projects, because most of
the projects were not near completion.

When we analyzed information from ESD’s project data base, we
determined that 1,097 of the 2,293 projects (47.8 percent) approved since
1993 had been closed.  The remaining approved projects are in various
pre-closure stages.  The following table summarizes the status of projects
approved since 1993:

Calendar Approved Executed Withdrawn Closed Percentage
Year  Projects Contracts  Projects Projects  Closed

[1] [2]  [3] [4]   [5]

Terminated or

    1998 [6] 360 1 0 8 2.2%

1997 577 105 2 120 20.8%

1996 409 156 11 254 62.1%

1995 275 79 22 190 69.1%

1994 483 255 29 361 74.9%

1993 189 89 13 164 86.8%

Totals 2,293 685 77 1,097   47.8%

[1] Approved by the Board of Directors.
[2] The parties have signed a contract for the project.
[3] A decision has been made not to do the project.
[4] The project has gone through the review and approval process and has already received funds.
[5]  Percentage of Closed/Approved.
[6]  As of July 31, 1998.

A number of factors may be involved in negotiating and finalizing a
contract.  We attempted to analyze the number of executed contracts in
relation to whether projects had been approved and closed.  However,



ESD’s data base frequently did not indicate contract-execution dates for its
projects.  As indicated in the above table, we found executed contract
dates for just 685 of the 2,293 (about 30 percent) projects approved since
1993.

To derive a performance indicator for ESD’s programs, we analyzed the
number of closed projects because we could not readily determine the
number of projects with executed contracts.  As previously noted, many
approved projects have yet to be closed.  When we analyzed the 2,293
projects approved from January 1993 through July 1998, we found that the
dates when most of the projects were approved and closed were two or
more years apart, as indicated in the following table:

Projects Closed During the Period January 1, 1993 through July 31, 1998

Calendar Approved
Year Projects

Closed Projects

1993 1994 1995 1996 1997 1998* Total Percentage

  1998* 360 8 8 2.2%

1997 577 26 94 120 20.8%

1996 409 43 85 126 254 62.1%

1995 275 15 83 47 45 190 69.1%

1994 483 24 53 102 32 150 361 74.9%

1993 189 3 24 33 20 17 67 164 86.8%

Totals 2,293 3 48 101 248 207 490 1,097 47.8%

* As of July 31, 1998

During the period of 1994 through 1996, ESD approved 1,167 projects for
funding.  Of these, 805 had been closed as of July 31, 1998.  At the time
of our review, ESD had not yet closed 300 of the projects approved during
those three years; another 62 had been terminated or withdrawn.  Based
on our review, we concluded that the number of closed projects is a better
performance indicator for examining program accomplishments.  Although
most projects eventually are closed, the number approved during a given
period is not a good indicator of program accomplishment because
recipients will not reap the full benefits from their grants or loans until
several years after they are approved. 



11

Subsequent to our fieldwork, ESD officials told us that the reliability of
the “closed date” field in the project data base is questionable.  Officials
indicated that they believe that more projects had been closed than the data
base indicated.  If, however, the closed date field is unreliable, this
increases the risk that ESD officials cannot accurately determine the status
of many of their projects.  This would limit the use of the data base for
management reports and analysis.  Moreover, ESD officials could not
readily identify those projects which have the most immediate need for
corrective action to be taken.

ESD is required by the Omnibus Economic Development Act of 1987 and
Chapter 732 of the Laws of 1990 to have some of its programs assessed
independently every two years.  The most recent such report by an
independent consultant was prepared in February 1997, and it acknowl-
edged management’s efforts to assess the performance of certain economic
development programs administered by ESD.  This report also identified
weaknesses in information management, monitoring, and performance
measures; and noted that ESD had made no comparisons of performance
indicators with measurable program standards or objectives.  In addition,
our prior studies of ESD’s affiliated agencies (Report 95-D-22: Measuring
Accomplishments of State Job Creation and Retention Programs, issued
November 30, 1995 and Report 96-D-19: Consolidation of the State’s
Economic Development Entities and Programs, issued December 24, 1997)
noted similar findings regarding the lack of performance measures and
benchmarks for assessing accomplishments.



Recommendations

1. Develop formal measurable program performance objectives that
focus on actual impacts, outcomes or results, such as the numbers
of jobs created or retained per program (e.g., JOBS Now or
EDF).  Establish timetables for completing the objectives.

(ESD officials responded that they do evaluate performance
through benefit/cost ratios and the Annual Report of Job Creation
and Retention.

Auditors’ Comments: ESD’s benefit/cost ratios are projected or
estimated calculations used in the project review and approval
process.  They are not outcome measures.  Further, as detailed
subsequently in this report, the Annual Report of Job Creation
and Retention only indicates employment levels, it does not
indicate the number of jobs actually created or retained over a
given period or any other comparison of program outcomes with
measurable objectives. )

2. Ensure that formal program assessments include the comparison
of actual program outcomes with the measurable objectives
established.

(Officials responded that ESD reports separately on anticipated
project outcomes and actual project performance.  They claimed
that based on historical data, the employment levels for assisted
companies exceed the established job targets; therefore, ESD
feels confident that the anticipated benefit/cost ratios presented in
their reports present accurately the program performance.)

Auditors’ Comments: As detailed subsequently in this report,
ESD compares base job requirements against actual employment
levels for the projects included in the Annual Report.  However,
this presentation could be misleading because it includes actual
employment-level statistics for projects with no job requirements.
For example, statistics for 27 of the 185 projects included in the
1998 annual report were for projects with no base jobs
requirements.  Thus, for those projects, any level of employment
would exceed the target and improve the appearance of aggregate
actual employment levels in relation to the aggregate target for a
program.  Moreover, our analysis of completed loan projects
showed that most did not attain their prescribed target levels of
employment.)
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Recommendations (Cont’d)

3. Ensure that project data bases include contract execution dates
that will help management monitor the level of progress made by
any projects or programs.

(ESD officials responded that project staff are now expected to
enter key milestones, such as the contract execution date, directly
into the system.  Compliance with this requirement will be
monitored.)

4. Continue efforts to integrate the project management systems of
the ESD agencies.  Establish formal timetables for the completion
of the integration project.

(ESD officials responded that efforts are continuing to integrate
the databases of ESD, as appropriate.  Further, the Project
Tracking System has been made widely available to staff for data
entry and to aid in project management.)
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Data Reliability

Tracking and Reporting Jobs

To implement an effective performance assessment and reporting function,
management must have reliable information systems.  ESD maintains two
automated systems: one contains data related to ESD’s various grant and
loan programs (the project tracking system), and one that tracks the
employment levels for certain projects (the job tracking system).

Based on the results of our audit, we determined that, ESD needs to make
significant improvements in its job tracking system to provide a better
perspective on ESD’s accomplishments.

One way to evaluate the effectiveness of ESD’s job creation/retention
projects is to monitor the number of jobs that are created or retained as
a result of the projects.  However, we conclude that the reliability of the
data in the systems used by ESD to monitor projects and their employment
levels is questionable.  This resulted, at least in part, from weaknesses in
the procedures ESD uses to identify those projects for which employment
levels should be tracked.

We could not verify that ESD is using its automated systems effectively
to monitor all projects with projected employment level (job) targets.  We
found that there is no coordination among ESD’s Loans and Grants Unit,
Accounting Office, and the Portfolio Management Unit to ensure that
projects with job requirements are added to the job tracking system.  It is
left solely to the Portfolio Management Unit to identify the projects to be
tracked.  Periodically, Portfolio Management staff check the account
receivable files for information about new projects; and the Contract
Administrator sometimes forwards new contracts for projects to be
monitored.  However, there is no periodic verification to ensure that all
of the projects that should be added to the tracking system are actually
added.  For example, there is no link between the project tracking system
maintained by the Loans and Grants Unit and Portfolio Management’s job
tracking system that will ensure the monitoring of all projects with job
requirements.

We identified 193 projects with job targets in ESD’s project tracking
system that were closed between January 1, 1993 and March 31, 1998.
However, ESD’s job tracking system had employment data for only 143
projects at the time of our review.  Therefore, there was a disparity of 50
projects between the project tracking system and the job tracking system.
Subsequent to our fieldwork, ESD officials told us that 47 of the 50
projects in question do not have to be on the job tracking system for
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various reasons.  For example, ESD officials indicated that there are no
job requirements (contractual obligations to attain prescribed employment
levels) for 31 of the 47 projects in question.  We acknowledge that many
of the projects in question did not have contractually prescribed employ-
ment levels that ESD had to monitor for compliance purposes.  The fact
remains, however, that ESD’s project tracking system had target
employment levels, whether by design or error, for each of the 50
projects in question.  Therefore, based on our review, we conclude that
the reliability of the data in the systems used by ESD to monitor projects
and employment levels is questionable.

ESD’s Annual Report of Job Creation and Retention (Report) states that
ESD reports annually to the Board of Directors on the number of jobs that
were actually created or retained as a result of ESD’s assistance to
businesses in the State.  However, the Report only summarizes employ-
ment levels for active loans and grants by program type, using information
compiled from reports submitted to ESD by each loan/grant recipient that
must report on the number of jobs created or retained as a result of its
project’s activities.  The Report lists the name of each project, the date the
loan closed, the relevant employment data for the previous year and the
current year, and the base job requirements for that project.

We reviewed ESD’s 1997 Report, which was the most recent one
published at the time of our audit fieldwork.  We found the following
problems with the Report:

! It presents each project’s most recently reported total employment
figures (these are unaudited figures received from the assisted
companies which are not independently verified by ESD), instead of
the actual numbers of jobs created, retained, or lost.  ESD has the
information necessary to determine the numbers of jobs created,
retained or lost for some of the projects, but this data is not
presented in the Report.  Presenting the employment numbers as of
the closed date of the loan, and the corresponding employment
figures for each year thereafter, would make it possible to determine
the number of jobs created, retained, or lost by each project.

! It lacks continuity from the previous year.  Because new projects are
added and other projects are completed (and are deleted from the
Report) during the course of the year, it cannot be determined easily
whether the overall program’s cumulative job-creation/retention
status has improved or declined from one year to the next.  For
example, the 1996 Report listed total project employment as of
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January 1, 1996, as 38,127; but the Report issued for the following
year cites the total employment for 1996 as 30,270.  Because the
differences from year to year were not specified by project, the
cumulative differences in total employment have little meaning.

To draw a more meaningful comparison, we contrasted employment data
from the 1996 Report to similar information for the same projects listed
in the 1997 Report.  We also analyzed data for those projects with
employment levels reported for both January 1, 1997 and January 1,
1998.  As the following table indicates, a cumulative job loss of 1,761
was reported for 112 projects in the 1996 Report:

Number Total Jobs Total Jobs 1996 Increase/
of Projects As of 1/1/96 As of 1/1/97 (Decrease)

112 30,661 28,900 (1,761)

In the following year, a cumulative increase of 2,640 jobs was reported
for 115 projects, as follows:

Number Total Jobs Total Jobs 1997 Increase/
of Projects As of 1/1/97 As of 1/1/98 (Decrease)

115 37,039 39,679 2,640

We found other problems with the 1997 Report:

! It does not include a difference column that would indicate whether
a specific project is either above or below its base job requirements.
The aggregate sub-totals cited for each program are misleading,
because the base job requirements for many projects are shown as
zero or NR (Not Required).  The Report also indicates employment
levels for many projects as NA (Not Available).  These factors all
contribute to inconsistencies and inaccuracies in the claimed
sub-totals and grand totals of program activity.

! It provides no information on time frames, such as target dates or
time remaining before a project must reach its base job require-
ments.

! It is not circulated among project managers in the Loans and Grants
Unit for review and comment about the accuracy of the projects
monitored and the data reported.



Success of
Completed Projects

! It contains errors, including the redundant listing of several projects
in two or more places; and the listing of one project several times
with different names, in which case the project’s data was counted
twice.  There are also mathematical errors, for example, subtotals
are not added correctly.  In addition, when we compared certain data
with employment information submitted annually by grant/loan
recipients, we determined that some projects had reported incorrect
data.

To obtain a more accurate report of the number of jobs created or retained
with ESD support, we reviewed the Report for 1997, correcting any
errors that came to our attention.  For example, our review showed that
total employment for projects being monitored in 1997 totaled 44,497,
while ESD’s uncorrected Report had indicated total employment of
42,813.  Thus, for 1997, ESD understated the number of actual jobs by
1,684.

ESD does not monitor or assess the success of a project once the loan has
been paid off, nor does it maintain a data base of completed projects.
Once a loan has been repaid, ESD’s job tracking system does not report
on the related project to indicate whether job requirement levels had
actually been met, and, therefore, whether the project had been successful.
We reviewed ESD records to determine whether closed loan projects had
met their job targets.  The following table summarizes the results of our
analysis.

Calendar Projects With With Base Job Meeting Job Job Base
Year Paid-Off Loans Requirements  Requirements Totals Totals Differences

Completed  Projects  Projects Not Cumulative Cumulative

Number of Number of 
Completed Completed

1993 13 2 2 454 691 (237)

1994 14 3 3 124 593 (469)

1995 51 7 6 467 1,231 (764)

1996 53 10 3 3,904 3,713 191

1997 52 25 15 2,240 2,819 (579)

Total 183 47 29 7,189 9,047 (1,858)

(Note: This analysis used the most current data available from ESD at the time of our audit.  A specific project’s job total may differ at
time of closing from the figures reported at the beginning of the calendar year.)

We determined that 183 projects were concluded during this five-year
period.  (We excluded five other finished projects from the table because
job totals could not be obtained for them from the available records.)
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Verification of
Employment Data

However, base job requirements had been set for just 47 projects, or 26
percent, of the 183.  Moreover, on a cumulative basis, these 47 projects
had 1,858, or 21 percent,  fewer jobs than the total base requirements for
the projects of 9,047.  When we examined the projects’ individual
figures, we determined that 18 (38 percent) of the 47 projects with base
job requirements met or exceeded their job requirements, while 29
projects (62 percent) did not meet their prescribed job requirements.

A data base that includes indicators of the actual success of a project can
be a valuable tool for performance assessment.  For example, data could
be used to determine whether job goals were met.  Once a project is
identified as being deficient, proper action should be taken.  While
increased employment at any level is a desirable outcome, ESD needs to
maintain and analyze accurate data and performance standards to make
meaningful management decisions and adjustments.  The availability of
such data would also be helpful if ESD needed to seek further assistance
for a particular project.  In addition, it would facilitate program-wide
assessments, as well as the development of annual performance plans, and
other performance measures and success indicators.

If a formal assessment of program performance is to be meaningful, it
must be based on accurate information.  Thus, it is essential that
assessments of job-creation/retention programs be based on accurate
employment data.  However, we found that ESD does not periodically
verify the employment information submitted by grant/loan applicants and
recipients, nor does it verify existing employment levels when establishing
contract terms.

ESD officials advised us that they do not routinely verify employment
data reported by grant and loan recipients, by comparing it with data
maintained by the New York State Department of Labor (DOL).  They
explained that they had tried to use DOL data for such verification, but
had found that, because DOL’s data are based on a company’s total
workforce, it was often difficult to correlate the DOL figures to specific
ESD projects.  Many such projects entail a specific location, site,
business segment, plant, or building — a small part of the company’s
overall entity as reported to DOL.

During our fieldwork, we formally requested ESD officials to obtain
employment data from DOL for 50 projects that we selected
judgmentally.  We also formally requested the data from DOL.
However, neither ESD nor DOL officials have provided us with the
information we requested.  Moreover, we acknowledge the inherent
limitation of the DOL employment data for verification purposes,



particularly since the DOL employment statistics would tend to exceed the
employment levels of ESD projects.  However, if the DOL employment
amount was less than the employment level reported by a recipient of
ESD funding, given the limitation previously noted, this would be a
potential indicator, or “red flag,” that the recipient has overstated its
actual employment.  This could help ESD staff identify recipients that
they should follow up with to verify employment information.

According to ESD officials, the Loans and Grants Unit had identified no
major discrepancies during previous site visits.  However, we were also
told by Portfolio Management personnel that when a site visit had been
conducted for a particular project because of concerns over the viability
of the company, just four employees were observed at work, instead of
the 96 that had been reported.  In our prior report on ESD’s Regional
Economic Development Partnership Program (Report 96-S-39, issued
August 13, 1998), we identified several projects that had reported such
inaccurate figures.

To ensure that information reported by loan/grant recipients is accurate
and reliable, we believe that site visits should be conducted on either a
routine or periodic basis.  Despite its previous problems in obtaining
corroborating information from DOL, ESD should continue to try to
verify the figures for some projects.  Such data could provide ESD with
warnings of potential problems (or examples of best practices) that might
warrant further research or follow up.  Any project so identified could
be appropriately scheduled for a site visit.
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Recommendations

5. Ensure that data maintained on automated systems that is used to
monitor project progress (including actual employment levels
versus target job requirements) is reliable.  Have staff
responsible for administering loan and grant programs
periodically verify the propriety of such data, as necessary.

(ESD officials responded that staff from MIS, Loans and Grants,
and Portfolio Management are correcting and backfilling the
existing records, and adding data from historical databases to the
project tracking system.)

6. Strengthen the content of the Annual Report of Job Creation and
Retention.  The Report should include differences between the
reported numbers of jobs created or retained and the base job
requirements, as well as specific time frames indicating when the
project should meet its job goals.  It should also indicate annual
changes in employment levels for projects that are listed for
more than one year.

(ESD officials responded that, for projects initiated since 1995,
ESD will provide tables for projects having a retention
component and for projects where job creation is an objective.
The tables will show the difference between actual and target
employment levels.  For job creation projects, the table will also
include the date the target is to be achieved.)

7. Develop a historic data base of information, and use it to
determine whether finished projects have met their job
requirements and to support the development of performance
measures for current and future projects.

(ESD officials responded that this recommendation implies that
ESD does not measure whether projects meet employment
objectives.  Officials added that ESD may impose penalties on
companies that do not meet job targets by specified dates.
Officials also stated that ESD does not delete completed projects
from its data base.)



Recommendations (Cont’d)

Auditors’ Comments: We acknowledge that ESD monitors the
employment levels of active projects and may take action against
those companies that do not attain target job levels.  However,
our recommendation relates to closed projects, including those
in which a recipient has already paid-off a loan from ESD.  As
officials indicate on page 3 of their response [Appendix B-5],
“many projects take two years or more to actually close, and
have job creation requirements associated with them that extend
three to five years from closing date.”  We believe that a
historical data base would assist ESD to determine whether those
projects met their job-requirement levels.  As we indicated in
this report, ESD does not report these projects in its job tracking
system.)

8. Conduct periodic verifications of employment data reported by
grant and loan recipients, obtaining confirmations from the
Department of Labor and/or conducting site visits.

(ESD officials responded that they are undertaking a verification
audit to investigate the feasibility of confirming employment data
provided by assisted companies by examining payroll registers
for a subset of projects.)
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Appendix C

State Comptroller’s Notes
1. In their response, ESD officials assert that they establish performance objectives for each project and

compare outcomes with the established objectives.  However, this statement is misleading.  On page
1 of ESD’s response [Appendix B-3] officials listed a number of benefit/cost ratios, benchmarks, etc.
for each project as proof that ESD establishes performance objectives for each project and compares
outcomes with established objectives.  We acknowledge this on page 3 of our report, “We found that
ESD has criteria for assessing project eligibility. . . .”  But, ESD officials failed to mention that this
analysis is only done to determine project “eligibility” for funding.   No completed project is subject
to such an analysis to compare its original objectives to its final outcome.  Moreover, ESD only keeps
track of employment levels which, according to ESD, “is largely outside its control.”  Also, our review
found that ESD was not tracking employment levels for projects with loans that had been paid off and
the current system used to collect the data for the projects was unreliable. 

2. In their response, ESD officials state that their Annual Report of Job Creation and Retention (Report)
measures the actual employment performance of firms receiving assistance through each ESD program.
This statement is misleading.  As described on pages 14 to 16 of our report, ESD listed the base job
requirements (or targets) for many projects in the Report as “zero” or “not required.”  Thus, for those
projects, any level of employment would exceed the preestablished targets, and therefore, improve the
appearance of aggregate actual employment levels in relation to the aggregate employment targets for
a program.

3. In their response, ESD officials state that they would have provided us with a detailed discussion of
the 50 projects in question, if we asked for it.  This statement is contrary to the facts.  In September
1998, we provided ESD officials with written preliminary findings (including a request for their written
comments) that specifically addressed disparities in ESD’s automated project and job tracking systems.
In addition, we met with ESD officials on several occasions both during and after the audit fieldwork
in attempts to resolve questions regarding the reliability of the electronic data provided to us by ESD.
ESD staff had considerable difficulties providing accurate data.  Regardless of ESD’s response to the
draft report regarding the 50 projects, the fact remains that disparities exist in the data, leading us to
question its reliability, as we conclude in the report on pages 13 to 14.

4. In their response, ESD officials state that they made the auditors aware of the unreliability of
Department of Labor (DOL) data.  This is correct, and we acknowledge the limitations of DOL data
on page 18 of our report.  The inherent problem with DOL data is that it would tend to report
employment levels that are greater than those associated with specific ESD projects.  Thus, by itself,
DOL data cannot be used to verify that a recipient of ESD funding achieved the employment goals.
However, our point is that if a DOL-reported employment level was less than that reported by a
recipient of ESD funding, it would be a potential indicator or “red flag” that the recipient overstated
its actual employment.  We continue to question ESD’s unwillingness to use the only means currently
available to independently test the validity of the employment data reported from their projects.

5. In preparing the final audit report, we deleted certain comments that were included in the draft report
that we submitted to ESD officials for their review and formal comment.  Consequently, some
comments included in ESD’s response to the draft report relate to matters that are not presented in the
final report.


