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EXECUTIVE SUMMARY 
 

NEW YORK CONVENTION CENTER OPERATING 
CORPORATION  
INTERNAL CONTROLS OVER CONTRACTING AND 
PROCUREMENT PRACTICES  

 
SCOPE OF AUDIT 

 
he New York Convention Center Operating Corporation (Corporation) was 
established in 1979, as a public benefit corporation, to operate and maintain 

the Jacob K. Javits Convention Center (Convention Center).  The Corporation 
leases the Convention Center from New York State for a nominal amount.  
Operating revenues are derived from charging for event-related services and 
space rentals; additional revenue is derived from revenue contracts for 
advertising and concessions.  For the fiscal year that ended on March 31, 2004, 
the Corporation reported total operating revenues of $119.7 million, including 
$93.8 million for event-related services, $21.8 million from hall rentals, and $4.1 
million from other sources – primarily concession contracts and advertising.  Its 
operating expenses during the same year totaled $115.1 million.  According to 
purchasing records, the Corporation issued 958 purchase orders valued at $12.2 
million in calendar year 2003.  Under its Procurement Contract Guidelines for 
procurement contracts, the Corporation must select contractors from as broad a 
spectrum of providers as is practical, consistent with quality of services and 
reasonableness of price. 
 
Our audit addressed the following question about the Corporation’s oversight of 
contracting and procurement functions for the period of January 1, 2003 through 
July 30, 2004: 
 

• Has the Corporation established an adequate system of internal controls 
over its contracting and procurement functions? 

 

AUDIT OBSERVATIONS AND CONCLUSIONS 

 
ur audit found that most aspects of the Corporation’s internal controls over 
its procurement and contracting practices are effective and operating as 

designed.  We found the internal controls over purchases made through the 
Corporation’s Procurement Department to be generally adequate.  However, we 
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also found that on a number of occasions the Procurement Department’s 
competitive process was not used to select personal service contractors.  
Corporation officials categorized these as “emergency” situations that required 
immediate action.  We identified this and other areas where the Corporation can 
make improvements in its procurement and contracting practices. 
 
Between February 2003 and July 2004, the Corporation awarded individual 
contracts, without the benefit of a formal competitive bidding process, for 
consulting, architectural, legal and engineering services in connection with a 
proposed expansion of the Convention Center.  Records indicate that 
Corporation officials were aware of the proposed expansion as early as July 
2002.  Except for the legal services contract, there was no documentation that: 
other firms were considered for the contracts; the prices obtained were fair and 
reasonable; and the levels of services needed had been estimated correctly.  In 
less than 18 months, the combined cost of these contracts increased from 
$780,000 to nearly $2.3 million.  The Corporation needs to plan in advance to 
ensure that all purchases of goods and services that can be competitively bid are 
awarded through that process and the level of service required is properly 
determined.  When a contract cannot be awarded through competitive bidding 
(e.g., an emergency or single source), steps must be taken to ensure that the 
contract is awarded consistent with the quality of services required, and at a fair 
and reasonable price. 
 
According to the Corporation’s Procurement Contract Guidelines and the Public 
Authorities Law, the Corporation is to prepare and submit an annual procurement 
report to the Board of Directors and various State agencies.  We found that the 
annual report presented to the Board for the 2003-04 fiscal year was incomplete.  
In addition, the report was not shared with the required State agencies.  We also 
identified significant deficiencies in the Corporation’s receiving function and 
instances where contractors did not submit disclosure forms as required by 
Governor’s Executive Order 127. 
 

COMMENTS OF CORPORATION OFFICIALS 
 

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

report and are included as Appendix B.  Corporation officials generally agreed 
with our recommendations and indicated they have taken action to implement 
them.   
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INTRODUCTION 

 
Background 

 
he New York Convention Center Operating Corporation 
(Corporation) was established in 1979, as a public benefit 

corporation by the New York State Legislature through Title 27 
of the Public Authorities Law.  The Corporation was created to 
operate and maintain the Jacob K. Javits Convention Center 
(Convention Center).  The Corporation leases the Convention 
Center from New York State (State) for a nominal amount.  
Operating revenues are primarily comprised of fees charged for 
the services of exhibit workers, event-related support services, 
and space rentals.  Additional revenue is derived from 
advertising and concessions.  For the fiscal year that ended on 
March 31, 2004, the Corporation reported total operating 
revenues of $119.7 million, including $93.8 million for event-
related services, $21.8 million from hall rentals, and $4.1 million 
from other sources – primarily concession contracts and 
advertising.  The Corporation’s operating expenses totaled 
$115.1 million during the same year.  As of September 2004, 
the Corporation had 283 full-time employees. 
 
The Corporation’s Board of Directors (Board) is made up of 13 
members, 7 of whom are appointed by the Governor.  The 
President of the State Senate and the Speaker of the State 
Assembly each appoints two members; the Minority Leader of 
the State Senate and the Minority Leader of the State Assembly 
each names one.  The Governor designates one member as 
Chairman of the Board. 
 
According to purchasing records, the Corporation authorized 
958 purchase orders valued at $12.2 million for calendar year 
2003.  Under its Procurement Contract Guidelines (Guidelines), 
the Corporation must select contractors from as broad a 
spectrum of providers as is practical, consistent with quality of 
services and reasonableness of price. 
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Audit Scope, Objective and Methodology 
 

e examined the Corporation’s system of internal controls 
over contracting and procurement practices for the period 

of January 1, 2003 through July 30, 2004.  The objective of our 
performance audit was to determine whether the system 
provided adequate controls over the contracting and 
procurement functions. 
 
To accomplish our objective, we interviewed Corporation 
officials and also reviewed and analyzed Corporation records 
and reports that pertained to purchasing.  We tested internal 
controls over contracting and procurement; and reviewed and 
analyzed pertinent laws, policies, bulletins, and procedures. 
 
We conducted our audit in accordance with Generally Accepted 
Government Auditing Standards.  Such standards require that 
we plan and do our audit to adequately assess those 
procedures and operations included within the audit scope.  
Further, these standards require that we understand the 
Corporation’s internal control structure, as well as its 
compliance with those laws, rules, and regulations that are 
relevant to the Corporation’s procedures and 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. 
 
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 
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management functions do not affect our ability to conduct 
independent audits of program performance. 
 

Response of Corporation Officials to Audit 
 

e provided Corporation officials with a draft copy of this 
report for their review and comment.  Corporation officials 

generally agreed with our findings, and their comments have 
been considered in preparing this report, and are included as 
Appendix B. 
 
Within 90 days of the final release of this report, as required by 
Section 170 of the Executive Law, the President of the New 
York Convention Center Operating 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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ANNUAL PROCUREMENT REPORT  

 
he Corporation’s Procurement Contract Guidelines 
(Guidelines) require that, within 90 days after the close of 

each fiscal year, Corporation personnel prepare and submit for 
approval by the Board of Directors an annual report on 
procurement contracts.  According to the Public Authorities Law 
(Law), this annual report should include a summary of the 
Corporation’s procurement activity for the fiscal year that just 
ended.  In addition, it should include a listing of all procurement 
contracts entered into with New York State business 
enterprises, including the subject matter and value of each and 
the status of existing procurement contracts.  Following Board 
approval, the annual report is to be submitted to five State 
entities: the Division of the Budget, the Office of the State 
Comptroller, the Department of Economic Development, the 
Senate Finance Committee, and the Assembly Ways and 
Means Committee. 
 
The annual report for the period of April 1, 2003 to March 31, 
2004, was presented to the Board on July 21, 2004.  Our 
examination of the documentation provided to us by Corporation 
officials to verify this report’s accuracy found that the report was 
incomplete.  When we compared the details on the 
Corporation’s computerized list of procurement activities for the 
reporting period with the information in the annual report the 
Board received, we noted significant differences.  A Corporation 
official explained that these discrepancies were the result of 
deficiencies in the data conversion process that occurred when 
the Corporation updated its computer system.  The Director of 
Purchasing informed us that Corporation staff was working on 
correcting the problems and would submit a revised annual 
report to the Board that would include all required information. 
 
With the exception of the State Comptroller’s Office, the 
Corporation acknowledges that they did not submit the annual 
report to the additional State entities as required.  They 
committed themselves to fulfilling the requirement to distribute 
future reports to the four other State entities. 
 
The Public Authorities Law and the Guidelines also require 
Board approval of individual procurement contracts, regardless 
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of the dollar amount, that involve services to be rendered over a 
period of more than a year; and that the Board must review its 
decision each year the contract is in effect.  The Board must 
also approve the award of procurement contracts classified as 
“Sole/Single Source” or “Emergency/Critical” that are valued at 
more than $100,000.   
 
The annual report presented to the Board on July 21, 2004, 
reported 11 procurement contracts that had been classified as 
Sole/Single Source and 8 that had been classified as 
Emergency.  According to the Guidelines, 5 of the 19 required 
Board approval.  However, we found that two had not been 
submitted to the Board: a Single Source two-year contract for 
maintenance and service of the Corporation’s radio system at 
an annual cost of $49,069 and a $114,857 contract for the 
purchase of an electrical switch. 

 

Recommendations 
 
1. Take steps to ensure that the Board is provided with a 

complete and accurate annual report, as required by the 
Corporation Guidelines and Public Authority Law. 

 
 (Corporation officials responded to our draft report that it 

has been their practice to provide the Board with copies 
of the Annual Procurement Report.  Corporation officials 
agree the 2003-04 Annual Procurement Report submitted 
to the Board contained errors that have since been 
corrected.  The Board has been provided with a copy of 
the corrected report.) 

 
2. Submit the annual report approved by the Board to the 

State entities specified in the Public Authorities Law. 
 
 (Corporation officials responded to our draft report that 

the annual report historically has been sent to the New 
York State Comptroller’s Office.  They incorrectly 
believed that it was forwarded to the other agencies.  
Corporation officials advised that the revised report has 
now been forwarded to the entities specified in the Law: 
the Division of the Budget, Office of the State 
Comptroller, the Department of Economic Development, 
the Senate Finance Committee and the Assembly Ways 
and Means Committee.) 

12 
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Recommendations (Cont’d) 
 
3. Submit to the Board all procurement contracts requiring 

Board approval. 
 
 (Corporation officials responded to our draft report that it 

has always been their practice to submit to the Board all 
contracts requiring their approval.  To prevent errors in 
the future, the Corporation has created a computer report 
that will identify all contracts needing Board approval and 
multi-year contracts requiring Board review.) 
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PURCHASING AND PROCUREMENT PRACTICES 

 
he Corporation’s Procurement Department Policies and 
Procedures Manual (Manual) governs the procurement of 

personal services and non-personal service items.  According to 
the Manual, the authority to purchase rests solely in the 
Purchasing Department.  A purchase order (PO) process is to 
be used for the procurement of supplies, equipment, and 
services.  According to the Manual, written approval must be 
obtained from authorized individuals before a PO can be 
processed.  This written approval must be documented on a 
formal purchase requisition.  The Manual also establishes 
procurement techniques to be used, including the number of 
vendor quotes or bids that are required based on the dollar 
value to make the purchase.  The Corporation’s PO process, if 
followed, provides an appropriate system of internal control. 
 
To determine whether the Corporation’s PO process was 
followed, we reviewed a sample of purchases that had been 
made by the Corporation.  According to its records for the year 
that ended on December 31, 2003, the Corporation spent $6.1 
million for the purchase of goods and services (excluding legal 
expenses and employee benefits).  From the population of 941 
POs issued in that year, we selected 60 for review.  Fifty of 
these 60, with a total value of $284,130, were randomly 
selected; the remaining 10, valued at $533,447, were selected 
judgmentally based on their dollar value and the frequency with 
which the vendor has been used.  We found the Corporation’s 
internal controls for purchases processed within the 
Procurement Department to be adequate, and we noted that 58 
of the 60 POs were in compliance with the Corporation’s 
policies.  Of the two that were not compliant, one was missing 
the appropriate number of vendor quotes, and the other had 
been revised to a larger order after it was approved by an 
employee who was not authorized to approve the increased 
amount. 

 
The Corporation’s Manual and Guidelines describe the 
procedures that should be followed when the Corporation 
awards contracts.  They describe the various methods that may 
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be used to select contractors (e.g., preferred sources, Office of 
General Services’ centralized contracts and contracts awarded 
by other State entities, competitive procurement, sole/single 
source, and emergency/critical situations).  When procurement 
contracts are used, contractors must be selected from as broad 
a spectrum of providers as is practical and contracts must be 
awarded consistent with the quality of services required at fair 
and reasonable prices.  In the case of an emergency or a critical 
situation, the contract may be awarded without competitive 
procedures. 

 
According to the Manual and Guidelines, an emergency 
situation is an unanticipated occurrence beyond the control of 
the Corporation that threatens the life, health, safety, or welfare 
of any person or the continued use or function of the 
Corporation’s property.  They define a critical situation as one 
that has an impact on a significant Corporation operation and 
requires immediate action.  We found the Corporation made 
non-competitive “emergency/critical” contract awards on several 
occasions during our audit period.  We believe that adequate 
planning by Corporation officials could have prevented the need 
for these non-competitive contracts. 

 
When we reviewed five high-value personal service contracts 
that had been approved by the Board in 2003 and 2004, we 
found that just one of the five had been competitively bid.  
Corporation officials assert the remaining four, which were for 
legal, architectural, engineering, and consulting services, were 
awarded based on an emergency/critical situation.  When 
contracts are not awarded through a competitive bidding 
process, Corporation officials should still ensure that the 
contract is awarded consistent with the quality of services 
required, at a fair and reasonable price.  We found that the 
Corporation does not always do this.  Our review revealed the 
following details about the four personal service contracts: 

 

• Consultant 
 

The Corporation entered into a contract with a consultant for 
professional services in connection with a proposed expansion 
of the Convention Center.  Corporation officials could not 
provide us with documentation to support the process by which 
the contractor was selected or the basis for the amount of the 
contract.  In addition, the officials stated there is no written 
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documentation on what the consultant did for them at meetings 
or anything else.  Furthermore, the consultant did not provide 
written documentation of the work performed.  Corporation 
officials explained to us they were in need of a consultant to 
assist them in this large project because it was new to them.  
They said this consultant was referred to them by New York City 
officials who were also involved in the project.  Corporation 
officials indicated that they reviewed the consultant’s resume 
and negotiated a six-month contract for the period of February 1 
to July 31, 2003.  However, there is no indication or 
documentation that any other consultant was considered for this 
contract.  The initial six-month contract provided for a monthly 
retainer of $5,000, adding up to a total expenditure of $30,000.  
Corporation officials were unable to provide documentation to 
support the reasonableness of the monthly retainer fee.  After 
three contract extensions that increased the contract period to 
two years (i.e., through January 31, 2005), the total value had 
increased to $160,000; and the monthly retainer had grown to 
$7,500.  Here also, Corporation officials have no written 
documentation supporting the basis for the increase in the 
retainer fee. 

 

• Architect 
 

The Corporation justified this emergency/single source award to 
an architectural firm for initial Generic Environmental Impact 
Study (GEIS) work in connection with the proposed expansion 
of the Convention Center, stating that it was “…the only firm 
without extensive costs for start up that could perform the 
services at the lowest cost and in a timely way.”  The architect 
had prior experience with the Corporation, having been 
competitively selected for a contract in 1996.  There is no 
indication that any other architect was considered for this 
contract, with an original value of $500,000 for the April 1, 2003 
through March 31, 2004 period.  After two amendments, the 
contract’s total value increased to $1.5 million; and the contract 
period was extended to September 30, 2004.  While 
Corporation officials state that they are familiar with industry 
rates and believe the rates charged by the architect are fair and 
reasonable, there is no documentation supporting this 
determination.  Further, the Board had not approved the April 1, 
2004 contract amendment as of August 31, 2004. 
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• Legal Services 
 

Corporation officials told us that a critical need had arisen for 
legal services relating to the environmental impact study in 
connection with the proposed expansion of the Convention 
Center, and there was not enough time to seek formal 
competition.  They indicated that they interviewed three firms 
and selected the most qualified firm with the lowest hourly rates.  
However, there was no written evidence to support this 
evaluation process.  The Board approved the original $250,000 
contract on November 19, 2003, for the period of August 2, 
2003, to July 31, 2005.  After two amendments, the contract 
total increased to $600,000. 

 

• Engineering Services 
 

Acting on a recommendation from the above legal firm, the 
Board approved this $350,000 Phase II Environmental 
Assessment contract with an engineering firm in July 2004.  The 
legal firm had previously entered into an agreement with the 
same contractor to provide the Corporation with a Phase I 
Environmental Assessment for a fee of $70,000 plus expenses.  
This fee was included in the legal firm’s March 2004 invoice to 
the Corporation and was not subject to competitive bidding.  
There is no support that the Corporation obtained a fair and 
reasonable price for either contract; nor is there evidence that 
any other engineering firm was considered. 

 
The costs for the consulting, legal and architectural contracts 
escalated dramatically; in less than 18 months, the combined 
cost of these contracts increased from $780,000 to $2,260,000.  
It appears that the level of service needed had not been 
estimated correctly at the outset. 
 
Corporation officials explained that all four contracts had been 
awarded on an emergency/critical situation basis.  They said 
there was not enough time to advertise in the New York State 
Contract Reporter and pursue a competitive process, and noted 
that all four of the contracts involved services required for a 
planned expansion of the Convention Center.  However, 
information in the contract files indicates that these needs 
should have been anticipated and there should have been 
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sufficient time to solicit bids.  A Corporation official met with 
officials of the Metropolitan Transportation Authority regarding 
Convention Center expansion on July 26, 2002.  Since none of 
these contracts was awarded until February 2003, there 
appears to have been enough time to sufficiently plan for, and 
obtain, bid solicitations. 

 
Lastly, Executive Order 127 (Order) titled, Providing for 
Additional State Procurement Disclosure, requires the 
Corporation to ensure that the bid or proposal documents 
include a disclosure statement identifying all persons or 
organizations retained, employed, or designated by or on behalf 
of a contractor to attempt to influence the procurement process.  
A procurement contract is defined by the Order as a contract, 
agreement, or subsequent amendment that involves an 
annualized expenditure in excess of $15,000, except for 
contracts that must be awarded to the lowest responsible bidder 
or based on the lowest price. 

 
Since the Order became effective on August 14, 2003, the 
Procurement Department has required vendors to submit Order 
disclosure forms with their bid packages.  However, we found a 
disclosure form had not been obtained for the previously-
mentioned engineering services contract or the amendments to 
the consultant, architect, and legal services contracts.  
Corporation officials agreed that, in several instances, vendors 
should have been required to submit disclosure forms, but were 
not.  They added that all vendors would be required to do so in 
the future. 

 

Recommendations 
 
4. Take steps to ensure that the minimum number of quotes 

or bids is received, and that purchase orders are 
authorized properly in accordance with the policies and 
procedures of the Corporation’s Procurement 
Department. 
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Recommendations (Cont’d) 
 
 (Corporation officials responded to our draft report that it 

has been their practice to follow recommended 
procedures.  Corporation officials added that both 
purchase orders cited in the report were approved by the 
purchasing manager in an effort to purchase the items 
timely.  The purchasing manager will bring these 
purchases to the Vice President of Administration for 
timely approval in the future.) 

 
5. Plan in advance for procurements to ensure that all 

purchases that can be competitively bid are actually 
awarded through that process, and the level of service 
required is properly determined. 

 
 (Corporation officials responded to our draft report that it 

has been their policy, wherever possible, to anticipate 
needed procurements sufficiently in advance that they 
can be competitively bid.  They added that due to the 
volatile nature of the project, and involvement of other 
city and state entities, it has been difficult to predict when 
and if the various stages would actually take place and 
which agency would be responsible for procurement and 
payment.  They added that the scope of the project is 
unprecedented and the departures from standard 
procurement practices that it has necessitated are 
unlikely to be repeated.  Officials indicated they will 
instruct the Corporation’s architectural, engineering, and 
legal consultants to coordinate and communicate in a 
more timely way regarding the upcoming stages of the 
Convention Center expansion and will continue to closely 
monitor their fees and expenditures.) 

 
6. When a contract can not be awarded through a 

competitive bidding process, ensure that the contract is 
awarded consistent with the quality of services required, 
at a fair and reasonable price.  Maintain documentation 
to support the process by which the contractor is selected 
and the basis for the amount of the contract. 
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Recommendations (Cont’d) 
 
 (Corporation officials responded to our draft report that 

when a formal competitive bid is not possible, the 
Corporation has followed the prescribed guidelines.  
These guidelines state that the agency shall make all 
reasonable attempts to solicit at least three oral 
competitive bids and written confirmation of each 
solicitation shall be furnished within a reasonable time 
and maintained as an official record.  Regarding the legal 
service contract, Corporation officials stated they will add 
a memorandum to the file documenting the selection 
process.) 

 
7. Maintain written documentation for consultant services 

provided. 
 
 (Corporation officials responded to our draft report that 

they keep written documentation for consultant services 
in the form of invoices, detail on the invoices, statements 
of work, and contract specifications.  Corporation officials 
add that the consultant was retained on a per diem basis 
to represent them at various municipal and state 
government meetings.  The invoices reflect the standard 
monthly charge.  The Corporation will request more 
detailed invoices and statements of work documenting 
consultant services where applicable.) 

 
8. Take steps to ensure that all procurement contracts 

requiring Board approval are submitted to the Board 
timely. 

 
 (Corporation officials responded to our draft report that to 

prevent such errors in the future, the Corporation has 
created a new computer report that will identify all 
contracts needing Board approval and multi-year 
contracts requiring Board review.  Corporation officials 
added that management did present a procurement 
summary to the Board seeking such authorization at its 
March 2004 meeting, but action on the architect contract 
was deferred.  Through an oversight, it was not brought 
before the Board until September, at which time a 
resolution was passed authorizing the expenditure.) 
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Recommendations (Cont’d) 
 
9. Obtain disclosures required by the provisions of 

Executive Order 127. 
 
 (Corporation officials responded to our draft report that it 

had not implemented procedures to ensure that 
contractors who are awarded contracts on a non-
competitive basis complete the required disclosure forms 
and certification.  They indicated that such procedures 
will promptly be implemented.  Corporation officials 
added that the guidelines suggest not all amendments 
require a set of disclosure forms; however, the 
purchasing department will be instructed that prior to 
renewing an existing contract or adding a substantial 
amount to a purchase order, the contractor should 
complete a new set of disclosure forms.) 
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RECEIVING REPORTS 

 
 good system of internal controls over the receipt of goods 
should include: 

 
• a central receiving location that is separate from purchasing, 

storing, and paying operations; 
 
• prohibition against delivery of goods to the same person who 

made the initial request, or the same individual who issued 
the purchase order; 

 
• a system for counting purchased goods, inspecting them for 

damage, and noting damaged items on the vendor’s bill of 
lading or shipping document; and 

 
• prompt completion, and forwarding to Accounts Payable, of 

a receiving report that describes the items received, 
including quantity and condition. 

 
Accounts Payable staff should verify the quantity received and 
the prices the Corporation has agreed to pay by comparing the 
vendor’s invoice with their copy of the PO and receiving report.  
We reviewed the documentation presented as support for the 
receipt of and payment for the goods and services covered by 
the 60 POs we tested.  Based on our observations and 
interviews with Accounts Payable staff, we identified significant 
deficiencies in the Corporation’s receiving function:  Receiving 
and storing activities are not separated, goods are delivered to 
the person making the initial request, goods are not promptly 
counted or inspected for damage, notations are not made on the 
vendor’s bill of lading or shipping document, receiving reports 
are not created, and shipping documents and bills of lading are 
not forwarded promptly to Accounts Payable. 
 
Just 10 of our sampled 60 POs were for services; the remaining 
50 were for goods.  When we did not find the shipping 
documents that were supposed to be included with the 50 
vouchers, we looked in the Corporation’s Shipping and 
Receiving book for valid log entries that would indicate the 
shipments had been received according to the PO instructions.  
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We also attempted to verify the existence of items that had been 
paid for despite the lack of shipping documents and the lack of 
entries in Shipping and Receiving.  Based on our review, we 
determined the following: 
 
• Shipping documents were missing or incomplete for 22 of 

the 50 POs authorizing the purchase of goods. 
 
• No entry had been made in Shipping and Receiving for 10 of 

these 22 POs. 
 
• We could verify that the goods purchased on 5 of these 10 

POs did exist, but we could not verify that the goods ordered 
on the remaining 5 had been received.  We were told that 
either the products, such as janitorial supplies, had been 
used up; or the products, such as sheet metal ductwork, 
could not be identified. 

 
Because Accounts Payable staff encountered difficulty in 
obtaining shipping documents, a temporary alternate procedure 
was developed and implemented so that goods received could 
be paid for on time, even when shipping documents were not 
available: Accounts Payable staff process the voucher for 
payment based on the department head’s signature on the 
invoice that acknowledges receipt of the shipment.  Such a 
signature appeared on the invoices for all of the 22 POs that 
were missing documentation.  However, in many cases, this 
alternative has become the established procedure because the 
Corporation did not develop, follow, and monitor good internal 
control procedures that would control the shipping documents 
adequately, ensuring that they can be attached to payment 
vouchers before the bill is paid. 
 
We noted that the Corporation paid for the garbage liners it 
contracted for, but instead had received items of a lesser quality 
because the goods are not inspected or checked adequately 
against a copy of the PO.  We also note that the same vendor 
substituted products for items ordered with a “no substitution” 
stipulation. 
 
Corporation officials told us that, even though they considered 
controls in this area to be adequate; they would evaluate the 
need to employ a full-time receiving person, with the risk 
justifying the expense. 
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Recommendations 
 
10. Take steps to strengthen internal controls in the receiving 

area including separation of duties. 
 
 (Corporation officials responded to our draft report that 

they feel they have appropriate controls in place with 
respect to the operation of the Receiving Department.  
However, management is evaluating the need for hiring a 
full-time receiving person.) 

 
11. Ensure that all shipping documents are attached to the 

vouchers prior to payment. 
 
 (Corporation officials responded to our draft report that the 

current system requires the packing slip be attached to the 
invoice prior to payment.  The process will be amended for 
situations when the packing slip is not available.  In those 
instances, the invoice will be stamped stating the packing 
slip is not available and the invoice will be signed by a Vice 
President or a Director who verifies the product was 
received.) 
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