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Report 2001-S-55 
 
Mr. Charles Gargano 
Chairman/Chief Executive Officer 
Empire State Development Corporation 
30 South Pearl Street 
Albany, New York 12245 
 
Dear Mr. Gargano: 
 
The following is our report on the Empire State Development Corporation’s 
administration of the Minority and Women-Owned Business Development and Lending 
Program. 
 
This audit was performed pursuant to the State Comptroller’s authority as set forth in 
Article V, Section 1 of the State Constitution and Article II, Section 8 of the State 
Finance Law.  Major contributors to this report are listed in Appendix A. 
 
 
 
 
 
 
 
June 24, 2004 
 

Office of the State Comptroller 
Division of State Services 
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EXECUTIVE SUMMARY 
 

EMPIRE STATE DEVELOPMENT CORPORATION 
MINORITY AND WOMEN-OWNED BUSINESS 
DEVELOPMENT AND LENDING PROGRAM 

 
SCOPE OF AUDIT 

 
n fiscal year (FY) 1987, the New York State Legislature created the Minority 
and Women-Owned Business Development and Lending Program (Program) to 

facilitate the flow of lending and investment capital into the targeted population 
that had difficulty accessing the mainstream financial services industry. The 
Program, which is administered by the Empire State Development Corporation 
(ESDC), is a source of funds for Minority and Women-Owned Business 
Enterprises (MWBE) for delivery of capital and technical assistance. The 
Legislature appropriated $3.5 million to the Program in fiscal years 1999-00 and 
2000-01. In fiscal year 2001-02, the Legislature appropriated $2.8 million for the 
Program.  ESDC is responsible for overseeing the Lending Program and 
reporting on its results.  
 
Although the Program provides for funding through the Linked Deposit Program, 
the Revolving Loan Trust Fund and Community Development Financial 
Institutions (CDFIs), ESDC funds MWBEs primarily through credit unions and 
non-profit organizations classified as CDFIs. When a CDFI’s application for a 
Program block grant is approved, ESDC executes a contract with the CDFI, 
draws down from the appropriations the full amount of the approved grant funds 
and distributes half of the approved grant funds to the CDFI. The remaining funds 
are kept in an ESDC bank account and are distributed to the CDFI as the project 
progresses.  ESDC retains 10 percent of approved grant monies until the CDFI 
submits a final report on how funds were spent to assist MWBEs. CDFI grants 
must be used for specific purposes, such as loan capital or post-loan technical 
assistance for MWBEs. ESDC approved 52 CDFI projects in the 1999-00 and 
2000-01 fiscal years. 
 
Our audit addressed the following questions about ESDC’s administration of the 
Program for the period April 1, 1999 through September 30, 2002: 
 

• Is ESDC effectively administering the Program? 
 
• Does ESDC provide funds to CDFIs in compliance with Program 

guidelines? 
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• Does ESDC monitor the uses of Program funds invested in the 
community? 

 
• Has ESDC identified and quantified the benefits derived from the 

Program?   
 

AUDIT OBSERVATIONS AND CONCLUSIONS 
 

e found that ESDC does not effectively administer the Program.  For 
example, under current practices, significant amounts of Program funds 

may sit idle in an ESDC bank account.  Further, ESDC does not manage the 
award process according to ESDC guidelines or effectively monitor the CDFIs 
that receive Program funds for projects that should help MWBE businesses.  In 
addition, ESDC does not determine, or report on, the Program’s 
accomplishments in quantifiable economic terms.  
 
The Legislature appropriated $3.5 million for Program expenditures in 1999-00 
and 2000-01, but ESDC awarded only 74 percent and 29 percent, respectively, 
of the available funds in these years.  Thus, the funds that were not awarded 
were not put to use to develop MWBE businesses.  ESDC officials said there 
was a lack of eligible projects, and no demand for Linked Deposits and Revolving 
Loans.  However, we found that ESDC does nothing to market the Program.  We 
recommend that ESDC reassess the Program to determine how to promote it 
effectively among prospective MWBE clients.  (See pp. 15-16) 
 
In fiscal years 1999-00 and 2000-01, ESDC awarded most of the Program 
appropriations to CDFIs.  ESDC has guidelines governing how CDFIs must apply 
for, receive and account for Program funds.  Guidelines also specify the 
procedures ESDC should use to contract with and monitor CDFIs and to 
measure program outcomes.  However, when we reviewed a judgmentally 
selected sample of 29 CDFI projects approved during 1999-00 and 2000-01 to 
assess ESDC’s management of Program funds awarded to CDFIs, we found that 
CDFIs routinely start projects late (6 to 12 months or more after projects are 
approved), often because the CDFIs have not completed earlier projects.  ESDC 
allows CDFIs 15 months or more to finish projects, does not terminate non-
performing projects, and permits CDFIs to start new projects without executed 
contracts before they have submitted final reports for their prior projects.  ESDC 
officials advised us that the CDFIs are aware that they start the new projects at 
their own risk.  (See pp. 17-21) 
 
We also found that CDFIs may be improperly using funds earmarked for 
technical assistance to pay instead for administrative costs.  As a result of 
ESDC’s lax oversight, Program funds may be used ineffectively, or subject to 
waste or inappropriate use.  ESDC should improve its oversight of this Program, 
as outlined in the recommendations in this report, to help ensure the Program 
achieves its intended purpose.  We also recommend that ESDC collect data on 
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Program results in measurable economic terms, and report these results as 
required.  ESDC has not submitted to the Legislature the required biannual report 
for the Program since 1997.  (See pp. 21-26) 
 

COMMENTS OF ESDC OFFICIALS 
 

 draft copy of this report was provided to ESDC officials for their review and 
comment.  Their comments have been considered in preparing this final 

report, and are included as Appendix B.  In addition, the State Comptroller’s 
Notes to ESDC’s response are included as Appendix C. 
 
ESDC officials did not agree with our conclusions regarding their administration 
of the Program.  In their opinion they properly managed the Program and have 
awarded funds to CDFIs upon review and approval of their application. ESDC 
officials disagreed with several of our recommendations.  They provided reasons 
such as the lack of funding for hiring additional staff to carry out the level of 
monitoring we recommended as well as for advertising the Program.  They also 
objected to establishing a limit on the length of time a non-performing CDFI is 
allowed to use funds received before they cancel a project.  ESDC officials were 
critical of the length of time needed to complete our audit.  
 
Our conclusion that ESDC has not properly administered the Program is 
supported by a number of valid observations and conclusions.  For example, the 
amount of funds used for CDFIs decreased from about $2.6 million to $1.0 million 
(or 61 percent) in one year.  However, ESDC officials could not demonstrate that 
they had taken any action to reverse this condition.  In addition, they did not have 
information on Program results.  We remind ESDC officials that considerable  
delay in completing the audit was due to the length of time it took them to provide 
the files requested for our sampled CDFIs.  We continued to urge ESDC officials 
to take corrective action to improve administration of the Program and use the 
funds to help MWBEs grow. 
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INTRODUCTION 

 
Background 

ew York State has established a number of programs that 
have the potential to assist the development and expansion 

of Minority and Women-owned Business Enterprises (MWBEs).  
The Empire State Development Corporation (ESDC) 
administers these programs, which include the following:  the 
Empire State Economic Development Fund program; Jobs Now; 
Urban and Community Development Program; Empire Zone 
and Empowerment Zone Programs; and the Minority and 
Women-Owned Business Development and Lending Program 
(Program).  The Program, which was established in fiscal year 
(FY) 1987, is dedicated to providing financial and technical 
assistance to help strengthen and expand the capacity of small 
MWBEs.  The Legislature created the Program to serve small 
MWBEs, since these businesses have traditionally had difficulty 
accessing funds from the mainstream financial services 
industry. 
 
The Program provides funds through three sources:  the Linked 
Deposit Program, the Revolving Loan Trust Fund, and the 
Community Development Financial Institutions (CDFI) program.  
The Linked Deposit Program is a public-private partnership that 
provides businesses with affordable capital based on bank 
loans at reduced interest rates. The bank loans are subsidized 
by corresponding "linked" State deposits.  The Revolving Loan 
Trust Fund makes an initial grant to capitalize a loan pool.  In 
the CDFI program, credit unions or non-profit organizations 
(also called CDFIs) serve as intermediaries in the distribution of 
Program funds to MWBEs that need them. 
 
CDFIs apply to ESDC for block grants of Program funds, which 
are required by Program guidelines to be used for specific 
purposes, such as loan capital and technical assistance.  The 
total amount of requested funds is to be based on the CDFI’s 
projection of the amount of Program funds it will be able to use 
to serve MWBE clients.  When the ESDC Board of Directors 
approves a CDFI’s request for funds (a project), ESDC executes 
a contract with the CDFI and gives the CDFI 50 percent of the 
total approved funds.  The CDFI then receives two increments, 
one for 30 percent and one for 10 percent, after the CDFI 
accounts for the initial monies it has already received.  The 
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CDFI must also submit a semi-annual and final report to ESDC 
that attests to the project’s provision of funds/assistance to the 
MWBE, as stated in the contract, and accounts for how the 
funds were spent.  ESDC withholds 10 percent of the CDFI’s 
total requested funds to ensure this final reporting takes place.  
It is ESDC’s policy not to contract with a CDFI for a new project, 
or make a final disbursement (the 10 percent withheld) until the 
CDFI files the final report due on its prior project.  In addition, 
ESDC’s decision to award a grant to a CDFI is influenced by the 
CDFI’s track record with prior projects. 
 
The State Legislature appropriated $3.5 million for the Program 
in fiscal years 1999-00 and 2000-01.  In each year, the 
Legislature allocated these funds as follows: up to $525,000 to 
Linked Deposit; up to $975,000 to the Revolving Loan Trust 
Fund; and up to $1 million for the CDFI program.  The remaining 
$1 million was unallocated in both years. ESDC officials 
indicated that they are allowed to use these unallocated funds 
for any purpose related to the Program.  In 1999-00 ESDC used 
the $1 million allocated for CDFI to fund 25 projects; however, 
ESDC was not able to use the Revolving Loan Trust Fund and 
Linked Deposit Program funds appropriated that year, as 
intended.  Instead, ESDC used some combination of these 
funds and unallocated funds to provide various loans and 
grants, totaling $1.6 million.  In the 2000-01 fiscal year, ESDC 
used only $1 million of the $3.5 million appropriation (the funds 
allocated for CDFI) to generate 27 CDFI projects, and  $400,000 
in funding from outside the Program i.e., State operations and 
aid to localities, to help pay for the services and the expenses 
consistent with the CDFI Program.  In the 2001-02 fiscal year, 
the Legislature appropriated $2.8 million for the Program without 
making specific allocations.  
 
ESDC established guidelines to help make sure the Program 
meets its objectives.  ESDC assigned management of the 
Program to two staff: a Grants and Loans Senior Vice President 
and a Grants and Loans Assistant Vice President.  As 
managers of the Program, these staff must monitor compliance 
with the guidelines.  The Law requires ESDC to report annually 
to the Legislature on the results of the Program, including its 
impact in measurable economic terms. 
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Audit Scope, Objectives and Methodology 
 

e audited the CDFI component of the ESDC Minority and 
Women-Owned Business Development and Lending 

Program for the period of April 1, 1999 to September 30, 2002.  
The objectives of our performance audit were to: determine 
whether ESDC provides CDFI grants in compliance with 
established procedures and guidelines; to assess whether 
ESDC monitors the use of the investments made in the 
community; and to identify and quantify the benefits achieved as 
a result of this Program.  We also examined how ESDC 
administered all Program funds so that we could make sure we 
accounted for all funds and for CDFI program grants.   
 
To accomplish our objectives, we interviewed ESDC 
management and staff responsible for administering the 
Program.  We also reviewed a sample of CDFI projects 
approved during the 1999-00 and 2000-01 fiscal years.  Of the 
52 projects approved for Program awards to 33 CDFIs during 
this period, we reviewed a judgmental sample of 29 projects, 
with a total value of about $1.4 million, awarded to 17 CDFIs.  
We selected 12 CDFIs with projects in both audited fiscal years, 
and 5 CDFIs with projects in only one fiscal year.  We also 
visited sampled CDFI sites to do audit tests and to make 
observations.  We did not include any FY 2001-02 projects in 
our sample, since ESDC officials told us these projects were 
either not yet started or were in a very early stage at the time of 
our audit field work. 
 
During our site visits to sampled CDFIs, we examined the extent 
to which ESDC monitors CDFIs to make sure they spend funds 
in accordance with the terms of their contracts, operate the 
Program in compliance with their contracts and ESDC 
guidelines, and report the results of Program activities, as 
required.  We also interviewed CDFI staff and reviewed records 
to determine whether they could document the expenses they 
claimed, and were spending the funds in agreement with their 
ESDC contract terms and provisions.  We contacted CDFIs on 
the ESDC mailing list to determine whether they had received 
the applications for funding; whether they were aware of the 
Program; and whether ESDC allows them adequate time for 
preparing and returning the applications.  
 
We did not audit the Linked Deposit or the Revolving Loan Trust 
Fund programs for FY 1999-00, FY 2000-01 and FY 2001-02 
because ESDC advised us that it had not approved projects for 
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these programs during this period.  Also, we did not audit any of 
the other loans totaling $1,090,000, and grants totaling 
$489,100 that ESDC approved from FY 1999-00 appropriations. 
 
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 ESDC that are within our audit scope.  Further, 
these standards require that we understand ESDC’s internal 
control structure and its compliance with those laws, rules and 
regulations that are relevant to the operations 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 our audit provides 
a reasonable basis for our findings, conclusions and 
recommendations.  We use a risk-based approach when 
selecting activities for audit.  This approach focuses our audit 
efforts on those operations that we have identified through a 
preliminary survey as having the greatest probability of needing 
improvement.  Consequently, by design, we use our finite audit 
resources to identify where and how improvements can be 
made.  Thus, we devote little audit effort 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. 
 
In addition to being the State Auditor, the Comptroller performs 
certain other constitutionally and statutorily mandated duties as 
the chief fiscal officer of New York State, several of which are 
performed by the Division of State Services.  These include 
operating the State’s accounting system; preparing the State’s 
financial statements; and approving State contracts, refunds, 
and other payments.  In addition, the Comptroller appoints 
members to certain boards, commissions and public authorities, 
some of whom have minority voting rights.  These duties may 
be considered management functions for purposes of evaluating 
organizational independence under Generally Accepted 
Government Auditing Standards.  In our opinion, these 
management functions do not affect our ability to conduct 
independent audits of program performance. 
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Response of ESDC Officials 
 

 draft copy of this report was provided to ESDC officials for 
their review and comment.  Their comments have been 

considered in preparing this final report, and are included as 
Appendix B.  In addition, State Comptroller’s Notes to ESDC’s 
response are included as Appendix C.  
 
ESDC officials disagreed with several of our recommendations.  
They provided reasons such as lack of funding for hiring 
additional staff to carry out the level of monitoring we 
recommended, as well as for advertising the program.  They 
also objected to establishing a limit on the length of time a non-
performing CDFI is allowed to use funds received before they 
cancel a project. 
 
Within 90 days after final release of this report, as required by 
Section 170 of the Executive Law, the Chairman/Chief 
Executive Officer 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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PROGRAM ADMINISTRATION 

 
he Legislature created the Program to provide small and 
start-up MWBEs with financial and technical assistance they 

need to prosper, and might not otherwise obtain. ESDC’s role is 
to help MWBEs access this assistance and expand their 
businesses.  However, we found that ESDC awarded only 74 
percent of the $3.5 million in Program funds available in 1999-
00, and just 29 percent of the funds available in 2000-01.  Thus, 
funds available to the Program were not used to help MWBEs.  
ESDC officials stated that there was a lack of eligible projects, 
and no demand for the Linked Deposit and Revolving Loans 
Programs.  However, we also conclude that the primary reason 
all of the funds are not put to use is that ESDC does not market 
the Program to prospective borrowers. 
 

Program Funds 
o strengthen and expand the services and capacity of 
MWBEs, the Legislature appropriated $3.5 million for 

Program expenditures in fiscal years 1999-00 and 2000-01.  
However, as shown in the following table, ESDC awarded only 
74 and 29 percent of these funds, respectively, in 1999-00 and 
2000-01. 
 

PROGRAM FUNDS APPROPRIATED AND AWARDED IN THE 1999-00 AND 2000-01 FISCAL YEARS 
 
Allocation 

FY99-00 
Appropriated

(Up to) 

FY99-00
Awarded

FY00-01 
Appropriated 

(Up to) 

FY00-01
Awarded

CDFI program (up to) $1,000,000 $1,000,000 $1,000,000 $1,000,000
Linked Deposits (up to) $   525,000               $0 $   525,000               $0
Revolving Loan Trust (up to) $   975,000               $0 $   975,000               $0
Unallocated  $1,000,000               $0 $1,000,000               $0
Other loans $1,090,000  
Other grants    $489,100  
Total Program  $3,500,000 $2,579,100 $3,500,000 $1,000,000
Additional Appropriations for 
CDFI Services and 
Administrative expenses *               $0               $0

 
 

   $400,000    $400,000
 

*.  These appropriations were made from Aid to Localities funds. 
 
ESDC awarded about $2.6 million of the $3.5 million of the FY 
1999-00 appropriation.  Of this amount, ESDC awarded $1 

T 
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million to CDFIs to fund 25 projects with grants that ranged from 
$15,000 to $100,000. Although ESDC officials did not approve 
any Linked Deposit or Revolving Funds projects in FY 1999-00, 
they did make $1.6 million in discretionary loans and grants 
($1,090,000 in loans and $489,100 in grants) to individual 
MWBEs in this year.  After subtracting all ESDC awards of any 
kind from the total $3.5 million appropriation, we determined that 
ESDC did not award about $921,000 of the Program funds it 
had available for fiscal year 1999-00.  In the 2000-01 fiscal year, 
ESDC used just $1.0 million of the $3.5 million total Program 
appropriation, plus an additional $400,000 from Aid to Localities 
to fund 27 CDFI projects that ranged from $16,500 to $75,000.  
ESDC did not approve any Linked Deposit and Revolving Loan 
Trust projects in FY 2000-01, and did not award the remaining 
$2.5 million available from that year’s appropriation. 
 
ESDC officials said they did not use the full appropriation in 
those years because they were unable to identify other eligible 
projects, and there was no demand for Linked Deposit and 
Revolving Loans projects.  ESDC officials stated that they do 
not market the Program, including its Linked Deposit and 
Revolving Loan Trust features, because they receive no State 
funds for advertising or promotion.  As a result of this passive 
approach, funds totaling almost $1 million in fiscal year 1999-00 
and about $2.5 million in fiscal year 2000-01 were not awarded 
to MWBE clients.  ESDC should determine how to promote the 
Program among prospective MWBE clients to help develop and 
expand small MWBE businesses.   
 

Recommendation 
 
1. Market the Program among prospective MWBE clients so 

that all available funds to develop and expand MWBE 
businesses are used as intended by the Legislature. 

 
 (In response to our draft report, ESDC officials agreed to 

strengthen their Community Network Offices outreach 
efforts to increase the level of MWBDL commitments.) 

 
Note:  MWBDL refers to the Minority and Women-Owned 
Business Development and Lending Program, called Program in 
this report. 
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CDFI PROJECTS 

 
SDC awarded the $2 million in funds appropriated to the 
CDFI Program in FY 1999-00 and FY 2000-01.  The grants 

ESDC awarded to CDFIs are for specific purposes:  Loan 
Capital for business loans to individual MWBE clients; Loan 
Loss Reserves to provide the CDFI with a cushion against 
possible client defaults on loans; Technology to fund the CDFI’s 
purchase of computer hardware and software needed to serve 
MWBE clients; Technical Assistance, to fund the provision of 
post-loan technical help (financial, business management) for 
MWBEs; and Individual Development Accounts (IDA) funds, 
intended to provide qualified MWBEs with $1,000 in matching 
grants for future business ventures.  The most commonly 
requested category of CDFI grant is Technical Assistance. 
CDFIs can use just 10 percent of grant money for administrative 
expenses.  
 
When we examined ESDC’s administration of CDFI grants, the 
one Program component ESDC has actually carried out, we 
concluded that ESDC does not manage the award process 
according to ESDC guidelines or effectively monitor the CDFIs 
that obtain Program funds for projects that help MWBE 
businesses.  Specifically, we found that ESDC does not:  
execute project contracts promptly; monitor CDFIs’ timely 
completion of projects; assess the utility and appropriateness of 
the technical assistance CDFIs provide; monitor borrowers’ 
compliance with the terms of capital loans; or verify the 
reasonableness of interest rates CDFIs charge MWBEs. 
Further, ESDC does not know what the CDFI projects have 
accomplished in quantifiable economic terms, such as new 
businesses started or jobs created.  As a result of ESDC’s lax 
administration of the Program, funds intended to help grow 
small MWBEs may be spent ineffectively, and may, in fact, be 
subject to waste or inappropriate use.   
 

Project Initiation and Completion 
 

o make sure these grant funds are put to use promptly to 
develop and expand small MWBEs, ESDC should strongly 

encourage award recipients to initiate and complete funded 
projects within a reasonable timeframe. 
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Our review of a judgmentally selected sample of 29 projects 
approved for 17 CDFIs during the 1999-00 and 2000-01 fiscal 
years showed that two (12.5 percent) of the 16 FY 1999-00 
projects and seven (53.85 percent) of the 13 FY 2000-01 
projects in our sample were not initiated as of our review date in 
September 2002. As a result, State monies awarded to the 
CDFIs to stimulate development sit idle in ESDC’s bank 
account.  ESDC officials told us that, as of October 2002, the 
majority of the FY 2001-02 projects approved in March 2002 
were either not yet started or were just beginning.  As a result, 
we did not review any of the FY 2001-02 projects. 
 
We found various reasons for the delay in starting projects.  
One reason is that ESDC provides grants to CDFIs that are not 
prepared to initiate their projects until long after the project 
approval date.  For example, of the 16 projects approved for FY 
1999-00, nine projects totaling $332,000, were estimated to 
start anywhere from six months to more than 12 months after 
the approval date.  Also, ESDC guidelines require that contracts 
not be let for newly approved CDFI projects until the CDFI 
completes prior projects.  As a result, delays in starting new 
projects often happen because CDFIs have not yet completed 
and reported the results of their prior projects.  For example, 
ESDC officials said they plan to issue contracts for 15 of the 29 
FY 2001-02 projects by end of December 2002, or about 9 
months after the March 2002 approval date.  Thus, the lag in 
starting new projects is creating a growing backlog of approved, 
but uninitiated, projects.  
 
ESDC officials stated that the Program is prone to delays and 
slow uptake of funds because it is relatively new.  Officials told 
us it is ESDC policy to allow CDFI projects to take up to 15 
months.  (Further, officials claim they have decreased the lag in 
project starts by reducing, but not eliminating, the funds 
awarded to a CDFI in a subsequent year when the CDFI has not 
yet completed an earlier project.)  However, simply reducing a 
CDFI’s funding for a subsequent year has not prevented the 
recurrence of significant delays in project starts.  
 
We also found that ESDC approved new projects when CDFIs 
had not completed earlier approved projects or reported their 
results. In some cases, CDFIs approved for new projects were 
still due disbursements from earlier contracts because they had 
not filed the required final reports.   For example, we found a 
CDFI with a FY 1999-00 project that was scheduled to start 
more than 12 months after the March 2000 approval.  Although 
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this CDFI had not submitted a final report for this 1999-00 
project, ESDC approved a project for this CDFI in 2000-01 for 
$27,700 in Technical Assistance funds.  ESDC was unable to 
issue the 2000-01 project contract or disburse any project-
related funds to this CDFI, and had given the CDFI a poor rating 
on its application for a 2000-01 project.  Nonetheless, ESDC 
approved the application for new project funding for another 
award for $100,000 in combined Technical Assistance and Loan 
Loss Reserve funds in 2001-02.  ESDC officials said they 
believe that new management at this CDFI will result in more 
timely completion of projects. ESDC officials told us that the 
CDFI needed $100,000 to assist small businesses throughout 
lower Manhattan since the events of September 11, 2001.  
However, in November 2002, ESDC had still not disbursed any 
of these funds because of the CDFI’s failure to submit the final 
report for its FY 1999-00 project.   
 
We also found that some CDFIs do not know they have grant 
money available for projects that are still incomplete. We found 
two CDFIs that were unaware of the fact that they still had grant 
money remaining from the FY 1999-00 funding cycle.  One of 
these CDFIs had changed management, and the other CDFI 
lost track of the grant. Auditors told these officials to contact 
ESDC to get their projects back on track so they could receive 
funds due them.  ESDC should communicate on a periodic 
basis with those CDFIs that have incomplete projects and/or 
undisbursed funds related to those projects. 
 
Another factor that contributes to delays in starting and 
completing projects is the fact that ESDC does not terminate a 
project or modify its scope when it becomes apparent that the 
CDFI is unable to complete the project within a reasonable 
timeframe.  For example, we found that one CDFI had delayed 
starting its 2000-01 project with a stated goal of issuing 35 IDA 
loans.  Although the CDFI indicated in its semi-annual report to 
ESDC that it had issued just seven IDA loans because of lack of 
client interest, ESDC extended the project without any changes 
for another six months.  On July 16, 2002 (more than two years 
after the project was approved) the CDFI official told us he had 
issued just seven IDA loans (he said four to six applications 
were pending), but planned to keep the project open until the 
end of 2002 – a total of 2.5 years.  ESDC officials told us that 
they kept the project open because they did not want to 
terminate the new IDA program.  However, it may have been 
better to close this project as originally contracted and provide 
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for continued IDA funding under a new more modest project that 
matched client interest in IDA loans.  
 
We also found that ESDC allows CDFIs to delay submission of 
their final reports, which, in turn, delays contract issuance for 
new projects. ESDC requires that CDFI submit a final report on 
their project and its accomplishments of the project’s 
completion.  However, we found that CDFIs routinely delay 
submitting these reports to ESDC.  Of the 29 projects in our 
sample, 20 were in progress, and nine were not yet started.  
Final reports were due from 19 of the 20 projects in progress.  
We found that CDFIs had submitted final reports on time for just 
four of these 19 projects; final reports for five projects had been 
submitted from 3 to 12 months late, and final reports for 10 
projects were overdue but not yet submitted. Since CDFIs can 
receive up to 90 percent of the total project funding before 
submitting their final report – the prospect of obtaining the 
remaining 10 percent of the project money may not be enough 
incentive to induce compliance. Many CDFIs simply do not file 
the final report to account for all the expenses of a completed 
project. 
 
ESDC officials said they prefer to be flexible in dealing with 
individual CDFIs, and are reluctant to enforce reporting 
compliance by terminating projects unless the CDFI’s 
performance is unsatisfactory.  Officials maintain that CDFIs are 
being frugal and project funds last a long time. The threat of 
project termination after 15 months would make the CDFIs 
spend Program funds with “use it or loose it” mentality. 
 
Officials also told us that funds that are not drawn down by 
CDFIs remain in the ESDC bank account and earn interest.  
Although officials stated they use interest earned to fund 
program projects, they had previously said this money was used 
to cover ESDC operating expenses.  ESDC officials reported 
that this interest income totaled $723,000 for the three fiscal 
years (FY 2000 - FY 2002), but they have not provided 
documentation to show how the interest was reported, and how 
ESDC actually used this money.   
 
Because the Program has been in operation since 1998, ESDC 
has had sufficient time to develop and enforce effective 
guidelines for awarding CDFI projects, for tracking CDFIs’ 
progress in initiating and completing projects in a timely way, 
and for obtaining CDFIs’ final project reports when they are due.  
Without more discipline and focus in the award process, ESDC 
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awarding process ties up State funds in grants to CDFIs that are 
unable to either perform in an efficient manner or deliver their 
services in a timely manner.  Approving CDFIs more funds than 
they are able to use does not help the communities, but results 
instead in State funds sitting idle in the ESDC bank account. 
 

Contract Execution 
 

SDC should execute a project contract with a CDFI after the 
Board approves the CDFI’s project.  The contract defines all 

the project’s objectives, states the project’s expected start date, 
required reporting obligations and due dates.  Although ESDC 
guidelines state that contract execution follows Board approval 
of a CDFI’s project, we found that CDFIs worked on 14 of the 29 
projects in our sample – in some instances, for seven or eight 
months – without having executed contracts for these projects 
and in one instance, a project was completed without an 
executed contract.  
 
ESDC officials maintain that they allow CDFIs to start the 
project at their own risk as early as the application date, based 
on the project scope description submitted in the application. 
ESDC officials maintain that project implementation without an 
executed contract occurs when CDFIs delay filing final reports 
on earlier projects.  It is essential for ESDC to have an executed 
contract with a CDFI carrying out a State-funded project so 
ESDC can exert control over the project’s implementation and 
the contractor’s performance.  Furthermore, 14 of the 29 
projects in our sample were initiated without executed contracts.  
We found that CDFIs had not filed either semi-annual or final 
reports for any of the ten projects that were started without 
contracts.  We believe ESDC’s practice of allowing CDFIs to 
assume the risk of starting projects without contracts also 
encourages noncompliance with reporting requirements.  (In 
responding to our draft audit report ESDC officials indicated that 
they prefer to execute contracts prior to or as soon after 
initiation of projects.  They also indicated that precautions are in 
place when this is not possible.)  
 

Technical Assistance 
 

DFI grant monies can be used to provide post-loan 
technical assistance to qualified MWBEs in the form of 

qualified Technical Assistance Providers (TA Providers) and 
consultants, as well as supplies and training materials.  The 

E 
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CDFI may provide this technical assistance in the form of 
workshops, one-on-one sessions, or site visits to the MWBE 
client. Program guidelines also state that CDFIs can spend no 
more than 10 percent of project funds on administrative costs. 
However, we found that CDFIs used technical assistance funds 
inappropriately by using funds to support administrative services 
or to pay for questionable costs.  Because ESDC did not 
adequately monitor CDFIs’ use of technical assistance monies, 
there is increased risk that funds may have been wasted or 
used inappropriately, rather than spent to assist MWBE clients.  
 
We found instances in which CDFIs used TA Provider funds to 
pay for administrative functions.  If a function is mainly 
administrative or clerical, the function should be categorized as 
such and its costs should be classified as administrative 
overhead. For example, one CDFI used TA Provider funds to 
hire part-time clerical staff to process loans a clearly 
administrative function.  In another instance, the CDFI used 
these funds to pay for a TA Provider to schedule technical 
assistance classes (clerical function).  We conclude that some 
CDFIs misclassify administrative and clerical positions and used 
TA funds to circumvent the limit on overhead costs.  (ESDC 
officials replied to our draft report that they do not consider 
these expenses as administrative because they help the CDFI 
carry out its work.)  CDFIs can engage in these practices 
because ESDC does not verify that CDFIs follow program 
guidelines when hiring TA Providers and does not inquire about 
their duties.  (ESDC officials replied to our draft report they do 
monitor the CDFIs and do not agree that funds are being used 
in a manner which circumvents the 10 percent cap on 
administrative expenses.)  Although ESDC officials maintain 
that they must be flexible in interpreting the best use of technical 
assistance funds, the funds should be used as intended to 
provide for expert business and financial services for MWBEs, 
not clerical help for CDFIs. 
 
We also found that ESDC allowed CDFIs to spend technical 
assistance funds for questionable purposes.  For example, 
ESDC permitted two different CDFIs to spend between $8,500 
to $9,500 for supplies and unspecified workshop materials.  This 
amount is substantially higher than other CDFIs received for 
such purposes.  One of these CDFIs also received $7,200 of 
technical assistance money to purchase computers and 
software for training, which is allowable under the CDFI 
program, but makes it even harder to justify giving the CDFI 
$8,500 for supplies and workshop materials.  In fact, this CDFI 
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actually received the hardware and software as a donation and 
informed ESDC that it would use the $7,200 for other technical 
assistance purposes.  The other CDFI received technical 
assistance funds for an additional $500 for food and $5,000 for 
printing, making it more difficult to justify giving $9,500 for 
unspecified workshop materials and supplies purposes.  We 
believe that ESDC should limit amounts of funds that it allocates 
for vague purposes such as unspecified workshop materials and 
supplies especially when it already provided to CDFI funds for 
printing, computer equipment and software because such 
generous and unspecific allocations can lead to potential 
abuses of the technical assistance funds. 
 
We also found that one CDFI received substantial technical 
assistance funds, even though it does not provide loans to 
clients, and thus had no borrowers who would seek post-loan 
technical assistance. This CDFI received $100,000 in FY 1999-
00 − as well as $53,100 and $50,000 in FY 2000-01 and FY 
2001-02, respectively.  ESDC officials said this CDFI obtained 
the funds to provide valuable services for other CDFIs that were 
also federal credit unions so these credit unions could expand 
their business lending.  However, officials at this CDFI were 
unable to provide any written evidence of these services.  ESDC 
officials believe the Program appropriation language provides 
up to $1 million for such activities; however, the Program 
guidelines state that CDFI funds should be used to provide loan 
capital, loan loss reserve or post-loan technical assistance.  
Documentation should support that funds are used consistent 
with these purposes. 
 
We believe that ESDC’s lack of control over CDFI expenditures 
increases risk for abuse or inappropriate use of Program funds.  
Listed below are examples of ESDC’s insufficient oversight of 
the use of technical assistance funds. 
 

• Clients’ files of just seven of the 20 projects in progress 
contained adequate documentation of TA Provider site 
visits.  

 
• ESDC does not require that CDFIs keep attendance 

records at workshops conducted for clients.  Just nine of 
the 20 projects had sign-in sheets to support client 
attendance at the workshops. 

 
• ESDC’s project manager visited just one of our sampled 

CDFIs during the term of the 29 projects we reviewed.   
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Although ESDC officials said they examine CDFIs’ semi-
annual reports to gauge project progress, we found that 
just 11 (55 percent) of the 20 projects underway had 
submitted such a report.   

 
The CDFIs we visited stressed that MWBE entrepreneurs need 
technical assistance to start their businesses and to continue 
operating them.  As a result, ESDC must increase its oversight 
of CDFIs’ delivery of technical assistance to ensure that the 
funds are used to deliver the best possible services to their 
clients.  
 

Loan Capital Grants 
 

ection 6266-c of the Law (Law) restricts the use of Loan 
Capital funds to working capital, the purchase of equipment 

or inventory, or the acquisition or improvements of business 
property; and prohibits investment in real estate for speculative 
purposes and the payment of prior expenses, including debt and 
equity refinancing.  However, we found five instances in which 
borrowers used Loan Capital funds for inappropriate purposes.  
The inappropriate use of funds occurred because ESDC 
requires CDFIs to provide minimal information about how the 
funds will be used, and then relies completely on CDFIs to 
monitor MWBE borrowers’ compliance with the Law.  As a 
result, some Loan Capital funds were put to uses that are highly 
questionable.  
 
ESDC requires that CDFIs submit a New Loan Report form for 
each Capital Loan issued.  Completing the form requires the 
CDFI to check boxes indicating the business-related purpose of 
the loan, such as equipment, inventory, working capital or 
leasehold improvements.  The majority of the loans CDFIs make 
are for working capital.  However, since this term is so broad, 
ESDC cannot use this classification to determine whether funds 
will be used for qualified purposes or to hold CDFIs or 
borrowers accountable for compliance with the Law’s 
requirements.  
 
For example, one CDFI that was unaware of the limitations on 
Loan Capital funds had commingled Program funds with its own 
funds.  This CDFI found it difficult to identify all of the loans it 
had issued with ESDC funds.  Because of record keeping 
problems, another CDFI was also unable to identify all the loans 
it had issued with ESDC funds and as a result may have issued 
some loans for other than qualified CDFI loans purposes. 
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ESDC officials attribute these problems to the CDFIs’ failure to 
properly identify loans made with Program funds.  We maintain 
that the above CDFIs did not enforce borrowers’ compliance 
with the Law’s requirements.  Also, as previously discussed, the 
existing New Loan Report requires too little information about 
the uses of Program funds to be a useful tool for enforcing 
compliance.  We found other instances in which CDFIs 
submitted New Loan Report forms that indicated its loans were 
issued for working capital purposes, or provided no explanation 
for loan purpose.  This form must require CDFIs to provide more 
explicit information about the intended uses of loan funds. 
ESDC can then hold CDFIs accountable for making sure 
borrowers use funds for the purposes stated. 
 
ESDC relies completely on CDFIs to oversee and to enforce 
borrowers’ compliance with the Law and loan terms.  However, 
CDFIs provide varying degrees of oversight of the borrowers’ 
compliance.  For example, some CDFI officials remained in 
close contact with borrowers throughout the mandatory post-
loan technical assistance period, visiting the borrowers’ 
businesses or reviewing the invoices and contracts to be paid 
with the loan’s proceeds.  However, other CDFIs cared only that 
the borrowers paid the loan installments on time. We found one 
CDFI with no staff assigned to visit the borrowers’ businesses, 
and another that had no individual client folders was unable to 
locate all of the documentation we requested.  In addition, 
ESDC does not require CDFIs to report on either compliant or 
noncompliant outcomes of loan capital grants.  Thus, ESDC has 
little assurance that borrowers are using Loan Capital grants for 
purposes that comply with the Law and Program guidelines.  
 
ESDC officials maintain they are correct in placing responsibility 
for enforcing loan terms on the CDFIs, but they did agree to ask 
the CDFIs to specify exact uses for working capital loans.  One 
CDFI we visited already requires borrowers to describe the 
exact items that will be purchased (insurance, marketing 
services, supplies, etc.) with Loan Capital funds.  We concluded 
that ESDC should also require CDFIs to report on borrowers’ 
compliance with loan terms and make related documentation 
available for ESDC review.   
 

Program Results  
 

he Legislature established the Program to help grow small 
MWBEs. Accordingly, Section 6266-c of the Laws of 1987 

requires that ESDC submit a report every two years after 
T 
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September 1995 the due date of the first one.  The report is an 
evaluation of the effectiveness of the Program prepared by an 
independent contractor.  However, ESDC requires CDFIs to 
report only minimal information in semi-annual reports and 
statistical data in the project’s final report.  Further, ESDC has 
not submitted the required report (i.e., program effectiveness 
evaluation) since 1997.  As a result, neither ESDC officials nor 
the Legislature know if the Program is achieving real economic 
impact and meeting its objective.  
 
On examining CDFI final reports, we found they discuss project 
outcomes in terms of the number of clients receiving technical 
assistance and the number of workshops provided basically 
repeating the description of the completed project tasks instead 
of showing more-meaningful economic impact.  For example, it 
would be more significant to report impact in terms of the 
number of new businesses started, or the percentage of 
decrease in loan default rates.  It would also be useful to have 
the CDFIs report project impacts in terms of jobs created or 
retained. 
 
CDFI officials point out that startup businesses are very small, 
and that it takes considerable time for these businesses to grow.  
ESDC requires CDFIs to describe project outcomes in Schedule 
B of the final report, but only nine CDFIs submitted final reports 
for the projects in our sample, and just five of these reports 
contained such narratives.  ESDC maintains that this Program is 
not a job-creating program and does not require reporting in 
jobs term. 
 
Further, ESDC has not prepared the reports on the Program’s 
effectiveness, as required.  The only report ESDC officials 
provided was the ESDC-commissioned report, Evaluation of 
New York State’s Technical Assistance and Financing 
Programs, dated February 1997.  In this report, the consultant 
maintained that the Program had produced an increase of 84 
jobs at the cost of $18,090 per job.  Since this is the only such 
evaluation performed, ESDC officials are not able to provide 
current performance information for the Program. 
 
Based on the review of the ESDC documentation of the 
Program, we cannot determine what the State, or MWBEs in 
general, have gained from the Program.  ESDC officials 
indicated that they recognized the need for collecting and 
reporting this economic impact data.  They stated that, starting 
with the FY 2002-03 funding cycle, they would require all CDFIs 
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to submit an annual report, using the same indicators, that 
details the impact of their activities in more direct economic 
terms.  As of July 2003, ESDC officials told us they developed 
the Request For Proposal (RFP) for an independent evaluation 
of the Program results and will issue this RFP when appropriate 
funding source and sufficient funds are identified.  (In reply to 
our draft report, ESDC officials indicated that they are in the 
process of meeting this requirement.) 
 

Interest Rates  
 

ince ESDC provides CDFIs with grants for the purpose of 
lending money to MWBEs, it should confirm that this “free 

money” is being used to provide MWBEs with low-cost loans (at 
prime interest rates plus 3 percent or less) to stimulate their 
growth.  However, we found that some CDFIs charge rates as 
high as 14.5 percent because ESDC allows CDFIs to determine 
the rates they charge the MWBE borrowers.  ESDC officials 
should monitor the reasonableness of interest rates charged to 
make sure State funds made available to help develop MWBEs 
are actually accessible by these businesses.  
 
The CDFI officials set loan interest rates in a variety of complex 
ways taking into account the cost of their capital, their rates of 
default and delinquency based on risk assumed, the collateral 
received and expectation of inflation.  Some MWBEs are in 
distressed communities, and others have no collateral and no 
credit history.  ESDC officials concede that CDFIs set the loan 
interest rate based on the risk involved and may charge MWBEs 
very high interest rates.  These interest rates varied from the 
most common − prime rate (8.5 percent in 2000) plus 3 percent 
− to a high of 14.5 percent.  (One CDFI was lending money at 
the prime rate but was considering an increase.)  One CDFI 
official told us that the 14.5 percent rate charged MWBEs was 
still better than the rate local loan sharks would charge.  Since 
regular banks would not provide loans to these businesses, 
CDFIs may be the only source of capital for startup MWBEs. 
 
Although ESDC asserts that CDFIs need to base their interest 
rates on case-by-case basis considering many factors, they 
agree that MWBE borrowers are customarily charged higher 
rates because of the risk involved. Since the State provides the 
grants for this purpose, and since the CDFIs earn interest 
income on the loans, ESDC should make sure CDFIs make 
these funds available to MWBE borrowers at favorable interest 
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rates.  The lower cost of borrowing could stimulate more growth 
at the MWBEs that obtain these loans.  
 

Recommendations 
 
2. Establish effective criteria for awarding Program grants, 

including a requirement that CDFIs be prepared to start a 
project shortly after its approval. 

 
 (ESDC officials responded to our draft audit report that 

they were already doing what we recommended and 
added that delayed starts will be inevitable due to the 
State’s fiscal year funding cycle and the process followed 
to award the Program grants.) 

 
 Auditor’s Comments:  We acknowledge that all delayed 

starts cannot be avoided for the reasons cited by ESDC 
officials but, that was not the reason for the delayed 
starts of the projects cited in our report.  As we 
mentioned in our report, “. . .ESDC provides grants to 
CDFIs that are not prepared to initiate their projects until 
long after the project approval date.”  ESDC must 
establish better criteria for awarding Program grants to 
address this problem as we recommended. 

 
3. Enforce a policy of reducing or eliminating grants to 

CDFIs that performed poorly on the prior project. 
 
 (In response to our draft audit report, ESDC officials 

indicated that prior performance of grantees is 
considered when reviewing applications for new funding.) 

 
 Auditor’s Comments:  As our report indicates, new 

projects were approved for CDFIs that had not completed 
earlier approved projects or reported their results.  Thus, 
we were not provided with evidence of such a practice by 
ESDC. 

 
4. Terminate a project with no disbursement of remaining 

project funds unless the CDFI provides valid reasons for 
its failure to complete the project or submit the final report 
in a timely manner. 
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Recommendations (Cont’d) 
 
 (Responding to a draft of this report, ESDC officials said 

that projects were terminated for lack of a valid reason to 
continue, and that amount of new awards were adjusted 
but, they consider it counterproductive to terminate 
projects not completed within the anticipated timeframe.) 

 
 Auditor’s Comments:  During our audit, ESDC told us that 

they provided us with documentation of all approved 
projects.  However, during our review of the information 
provided by ESDC officials we did not find any approved 
project that was terminated for lack of a valid reason to 
continue or that the new award amount was adjusted.  
ESDC officials did share with us their beliefs that they 
consider it counterproductive to terminate projects not 
completed within the anticipated timeframe.  We 
recognize their position in our report, but ESDC officials 
should establish reasonable timeframes for project 
completion and close out CDFIs that do not meet these 
timeframes.  Exceptions should be made only in the 
event of extraordinary circumstances, such as a CDFI’s 
move to new premises. 

 
5. Change a project’s scope when it becomes apparent the 

CDFI cannot complete the project as planned without 
significant delay. 

 
 (ESDC agreed with this recommendation.) 
 
6. Communicate with CDFIs on a regular basis to inform 

them of the status of their projects, including award 
monies still available and final reports due to ESDC. 

 
 (ESDC agreed with this recommendation.) 
 
7. Document ESDC’s use of interest income on funds that 

were awarded to, but not drawn down by, CDFIs.   
 
 (ESDC agreed with this recommendation.) 
 
8. Require CDFIs to sign project contracts after projects 

receive Board approval.  
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Recommendations (Cont’d) 
 
 (Responding to a draft of this report, ESDC officials 

indicated that the requirements of the previous contracts 
have to be completed before a new contract is executed.) 

 
 Auditor’s Comments:  According to ESDC procedures, 

projects are first approved by the Board and then a 
contract should be executed with the grantee.  During our 
audit, we found that it can take as much as nine months 
between project approval and contract execution.  As our 
report indicated “. . .ESDC officials said they plan to issue 
contracts for 15 of the 29 FY 2001-02 projects by end of 
December 2002, or about 9 months after the March 2002 
approval date.”  Consequently, new projects can be 
underway for long periods of time without the benefit of a 
contract. 

 
  9. Require all CDFIs to close prior projects before starting 

work on the new projects. 
 
 (ESDC officials replied to our draft report that CDFIs are 

required to close prior projects before receiving funds for 
new projects.  However, CDFIs can start work on new 
projects at their own risk.  They also added that due to 
the reporting requirements for prior projects and the time 
required for ESDC to review these reports, the CDFIs 
have to start work on the new projects around the same 
time they are closing out the prior projects.) 

 
 Auditor’s Comments:  Our audit indicates that CDFIs 

continue projects for two or more years while also 
initiating new projects.  This may not be in the best 
interest of obtaining timely program results.  In addition, 
the time between when a final report is filed and when 
ESDC reviews the report is excessive.  The reasons for 
these delays need to be addressed. 

 
10. To make sure that TA Providers funded by Program 

monies have proper credentials and provide direct 
technical assistance to MWBEs, ESDC should:  

 
 ● require CDFIs to provide TA Providers’ credentials 

 and experience; and 



 

31 

Recommendations (Cont’d) 
 
 ● require CDFIs to indicate the job description for their 

 TA Providers. 
 
 (ESDC agreed with the recommendation.) 
 
11. Establish requirements for documenting technical 

assistance provided, including workshop sign-in sheets 
and written evidence of other TA Provider services.  

 
 (ESDC replied that it has always required documentation 

of technical assistance.  They agreed with and have 
implemented the recommendation to have workshop 
sign-in sheets.) 

 
12. Require CDFIs to indicate the exact purpose of technical 

assistance supplies and training materials, and provide 
Program funds for only appropriate expenses. 

 
 (ESDC agreed with the recommendation.) 
 
13. Limit Program funding to projects whose objectives meet 

Program guidelines. 
 
 (ESDC officials responded that funding was already 

limited to those projects whose objectives meet the 
Program guidelines.) 

 
 Auditor’s Comments:  We disagree.  For example, as our 

audit report points out, TA services were provided to 
credit unions belonging to a National Credit Union 
Association.  However, program funds should only be 
used for loans to MWBE businesses and for post-loan 
technical assistance to those MWBEs. 

 
14. Visit CDFIs periodically to review supporting 

documentation for the technical assistance provided and 
related expenses. 

 
 (ESDC officials agreed with the recommendation.) 
 
15. Include the limitation on uses of Loan Capital money, as 

stated in the Law and Program guidelines, in the 
contracts with CDFIs and verify that CDFIs are aware of 
these restrictions. 
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Recommendations (Cont’d) 
 
 (ESDC officials agreed with the recommendation.) 
 
16. Require that all loans specify the exact items to be 

purchased with loan proceeds. 
 
 (ESDC officials agreed with the recommendation.) 
 
17. Require CDFIs to oversee borrowers’ compliance with 

loan terms by: 
 
 ● developing procedures for verifying compliance; 
 
 ● reporting to ESDC about borrowers’ compliance; and 
 
 ● making documentation available to support reported 

 compliance. 
 
 (In response to our draft report, ESDC officials disagreed 

with our recommendation.  They said that monitoring the 
use of the loan proceeds after loan closing was extremely 
difficult.) 

 
 Auditor’s Comments:  Based on our findings, we believe 

that it is critical for ESDC to monitor the use of the loan 
proceeds to ascertain that borrowers are in compliance 
with the loan terms. 

 
18. Visit CDFIs on a periodic basis and review loan 

documentation to determine the reliability of each CDFI’s 
oversight of borrowers’ compliance with loan terms. 

 
 (ESDC officials did not address the recommendation.  

They replied that in addition to supporting the provision of 
post-loan technical assistance by CDFIs, they would 
continue to carefully review the documentation for this 
form of assistance.) 

 
 Auditor’s Comments:  Our recommendation calls for 

periodic visits to the CDFIs.  During these visits the 
review of loan documentation will provide ESDC with 
some assurance that each CDFI is monitoring the 
borrowers’ compliance with loan terms. 
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Recommendations (Cont’d) 
 
19. Require CDFIs to report project outcomes in economic 

terms, such as increases in business starts, decreases in 
default rates, and the number of jobs created/retained. 

 
 (ESDC agreed with the recommendation.) 
 
20. Enforce the requirement that CDFIs submit a properly 

completed Schedule B Project Outcomes Report at the 
end of each project. 

 
 (ESDC officials did not respond to this recommendation.) 
 
21. Prepare and submit the required evaluation of the 

Program’s effectiveness every two years.  
 
 (ESDC officials replied to our draft report that are in the 

process of meeting this requirement.) 
 
22. Verify that the CDFIs are issuing loans made with the 

Loan Capital grant funds at favorable interest rates.  
 
 (Responding to our draft report ESDC officials disagreed 

with our recommendation because their position is that 
interest rates decisions are best left to the CDFIs.) 

 
 Auditor’s Comments:  Loans made with the Loan Capital 

grant funds at favorable interest rates may increase the 
demand for such loans.   
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1. The request for a representation letter was first faxed to ESDC officials on 
January 21, 2003.  On July 24, 2003 we again faxed the request because ESDC 
officials advised us that the first request was not received.  The signed 
representation letter is now included in the ESDC response to the audit.  
Accordingly, we have revised our report to reflect its receipt. 

 
2. Where appropriate, we have revised this final audit report to reflect information 

provided by ESDC officials in their response to our draft report. 
 
3. ESDC officials contributed to the delay in the audit process by taking 

considerable time to provide project files for sampled CDFIs.  In fact, ESDC 
officials previously advised us that delays resulted when they reviewed the files 
to make sure they were complete before providing them to the auditors.  They 
also advised us that the employee handling our information request had other 
work that also had to be completed.  Their comments also presume that this was 
the only report the audit team was assigned to, however, this was not the case. 

 
4. We disagree with ESDC officials.  Considerable time and effort was needed for 

our auditors to obtain clear answers from ESDC officials about why Program 
funds were not expended and whether any projects pertained to the Revolving 
Trust or Linked Deposit Programs. 

 
5. Despite repeated requests that ESDC officials provide a breakdown of the use of 

appropriated MWBDL funds by program (Revolving Loan Trust Fund, CDFI 
program, and Linked Deposit), the information was not provided in a timely 
manner.  Officials did not inform us until the end of audit fieldwork that there were 
no Revolving Loan Trust Fund or Linked Deposit projects funded for our audit 
period.  At that time, ESDC officials informed us that in addition to funding CDFI 
projects, they issued another $1.6 million in grants and loans.  We classified 
these as “other loans and grants” in the absence of any information from ESDC 
officials. 

 
6. The draft audit report does reflect information in ESDC’s response to the 

preliminary audit findings to the extent that such responses warranted corrections 
to our findings. 

 
7. The report was revised to distinguish the funds that ESDC did not award to 

CDFIs from the funds that were awarded by ESDC but were unused by the 
CDFIs.  The former funds are discussed in the report section entitled Program 
Administration and the latter funds are discussed in the report section entitled 
CDFI Projects.  
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8. We acknowledge ESDC’s reliance on its regional offices and its Economic 
Revitalization Unit to identify projects eligible for MWBDL Program funds.  We 
also take note that ESDC indicates it will strengthen its outreach efforts through 
Community Network Offices.  However, if the Revolving Loan Trust Fund and 
Linked Deposit projects are being superceded by the CDFI projects, then ESDC 
officials need to evaluate how to redirect their efforts so that maximum use is 
made of available appropriated funds.  

 
9. ESDC officials identified to us that projects should take no longer than 15 months 

and contracts for projects should not be approved until final reports on prior 
projects are completed.  Accordingly, standards for timelines have been set by 
ESDC.  Our recommendation number 4 is consistent with these standards.  
Allowing CDFIs to continue projects in some cases for two or more years while 
also being annually funded for new projects may not be the best way to ensure 
timely and effective results from Program funds.  

 
The majority of the CDFIs we visited in late summer of 2002 were working on 
their FY 1999-00 projects but many of these CDFIs received funding in FY 2000-
01 and FY 2001-02 funding cycles.  We agree that certain delays are inherent in 
the State’s budget and RFP approval process. 

 
10. ESDC officials explain that some delay in executing new project contracts 

happens as grantees are given one month to file final reports on completed 
projects and ESDC allows its staff an additional month to review the final report.  
They also cite that safeguards are in place for those situations where projects 
commence without approved contracts.  The delays we observed between the 
completion of a project and the ESDC review of a final report for the completed 
project were longer than the timeframes indicated by ESDC.  We do not agree 
with ESDC’s assertion that the project description in the CDFI application can be 
used in lieu of a contract.  It is good business practice to have a contract in place 
when work commences, especially if a legal dispute should occur.  ESDC as a 
government agency should adhere to this practice. 

 
11. Our reference is to ESDC’s own guidelines for the MWBDL program that defines 

the types of services that qualify for Technical Services.  We acknowledge that 
ESDC recognizes the need for monitoring CDFI expenditures of funds for 
budgeted purposes and will require CDFIs to submit TA job descriptions and the 
qualifications of TA Providers as part of future RFP processes.  However, the 
MWBDL Program defines a TA Provider as a person possessing expertise in the 
financial, legal, accounting or business areas able to deliver technical assistance 
to MWBEs in the Program.  In this regard, ESDC needs to ensure that technical 
assistance is not really an administrative expense properly part of CDFI 
overhead costs. 

 
12. ESDC officials believe they are allowed to permit CDFIs “substantial flexibility in 

terms of how they budget these funds.”  As we indicated in our draft audit report, 
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certain expenditures we examined were vaguely defined and, therefore, 
questionable. 

 
13. ESDC guidelines specify that CDFI program funds are to be used for loans to 

MWBEs and post-loan technical assistance to these MWBEs.  Based on ESDC 
guidelines, we questioned when a CDFI received funds but did not make loans to 
MWBEs or provide post-loan assistance to any borrower of such funds.  In 
addition, CDFI officials receiving these technical assistance funds told us that 
their meetings with credit union officials are not documented and there are no 
sign-in sheets for attendees.  The CDFI officials maintain that during these 
meetings they provide credit union managers with technical assistance for 
complex loans or construction, etc. 

 
14. At the time of our audit fieldwork, this contractor/grantee did not have any 

documentation to support its activities on the use of ESDC funds.  Our work 
papers show that this contractor did not have a final signed contract because it 
had not completed all of the reports for the closeout of prior projects.  Therefore, 
any report on its activities was filed after the completion of our fieldwork.  We 
also cannot explain why they do not recall that information requested was not 
provided to the auditors. 

 
15. ESDC officials point out that they require CDFIs to provide contact information 

about MWBEs that receive technical assistance.  However, we looked for 
documentation such as the date of the site visit, the name of the person that 
made the visit and a brief description of the technical assistance provided or 
observations made during the visit.  This information was not always available.  
Similarly, we maintain that CDFIs need to keep attendance records for TA 
sessions provided as part of projects.  We are pleased that ESDC has started to 
require sign-in sheets, flyers and other documentation to support technical 
assistance delivered for projects. 

 
16. We are pleased that ESDC is in the process of initiating a more regular program 

of site visits.  We found that semi-annual reports were submitted to ESDC for 
review for just 11 (55 percent) of 20 projects.  Based on information in project 
files, we maintain that the semi-annual reports were due. 

 
17. ESDC officials maintain that there was no misuse of its funds.  They explain that 

in reporting the use of the funds in question, the grantee unnecessarily 
documented 21 loans totaling $130,000.  They further maintain that the first three 
loans documented pertained to the ESDC funds and, upon subsequent review, 
these loans were for legitimate purposes.  Officials conclude that the problem in 
the case cited in the audit report was that the CDFI documented too many loans 
and included loans that exceeded the CDFI’s grant amount.  Our findings and 
conclusions are based on the records that were provided at the time of the audit.  
We are pleased that ESDC now requires grantees to provide more specific 
information regarding the use of funds granted as loan capital. 
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18. We are pleased that ESDC requires that all grantees submit an annual report 
detailing the impact of their activities more directly in economic terms.  ESDC 
officials suggest that for some of the CDFIs we cited as failing to submit a final 
report, including a narrative of project outcomes, the report was not due.  Based 
on information in project files, we maintain reports were due. 

 
19. ESDC officials maintain it would not be appropriate for ESDC to set interest rates 

for CDFIs for the loans made with the program funds.  They believe that CDFIs 
should be allowed to charge MWBEs interest rates similar to the rates banks are 
charging to clients with similar risk.  Furthermore, the officials believe that interest 
earned on the loan helps the CDFIs to survive.  However, in our view, MWBEs 
would benefit further if they were able to obtain low interest loans from the 
program.  We also see charging a lower interest rate as an opportunity to 
increase demand for the CDFI loan capital grants that could result in using more 
of the funds appropriated for direct services to MWBEs. 




