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Chairman/Chief Executive Officer 
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30 South Pearl Street 
Albany, New York 12245 
 
        Re: Report 2005-F-26  
 
Dear Mr. Gargano: 
 

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, we have followed up on the actions 
taken by officials of the Empire State Development Corporation (ESDC) to implement the 22 
recommendations contained in our audit report, Minority and Women-Owned Business Development 
and Lending Program (Report 2001-S-55). 
 
Background, Scope and Objective 
 

New 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).  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 State fiscal year 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  
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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 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 performance 
record with prior projects.  
 

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.   

 
Our initial audit report, which was issued on June 24, 2004, examined the CDFI component 

of the ESDC Program for the period of April 1, 1999 to September 30, 2002.  Our report identified 
that ESDC did not effectively administer the Program because it allowed significant portions of 
available Program funds to sit idle in an ESDC bank account.  Further, ESDC did not manage the 
award process according to ESDC guidelines or effectively monitor the CDFIs that received 
Program funds for projects that should help MWBE businesses.  The objective of our follow-up, 
which was conducted in accordance with generally accepted government auditing standards, was to 
assess, as of May 9, 2006, the extent of implementation of the 22 recommendations included in our 
initial report. 

 
Summary Conclusions and Status of Audit Recommendations 
 

We found ESDC officials have made some progress in correcting some of the problems we 
identified.  Of the 22 audit recommendations, 9 recommendations have been implemented, 5 
recommendations have been partially implemented and 8 recommendations have not been 
implemented.   

 
Follow-up Observations 
 

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.  
 
Status - Implemented  
 
Agency Action - ESDC issues newsletters and brochures that are available in printed form as well as 

electronically.  The information is distributed at all ESDC functions and available at 
Entrepreneurial Assistance Program Centers as well as Small Business Development 
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Centers.  ESDC prints and distributes 10,000 copies of each publication and records 
approximately 3,000 hits on their Website per month.  

 
Recommendation 2 

 
Establish effective criteria for awarding Program grants, including a requirement that CDFIs be 
prepared to start a project shortly after its approval.  
 
Status - Not Implemented 
 
Agency Action - ESDC does not agree that all projects or individual contracts with a CDFI must 

start shortly after approval and have not changed their criteria since our initial audit.   
 

Recommendation 3 
 
Enforce a policy of reducing or eliminating grants to CDFIs that performed poorly on the prior 
project.  
 
Status - Implemented 
 
Agency Action - ESDC is enforcing a policy of reducing or eliminating grants to CDFIs that 

performed poorly on their prior project.  We examined ESDC's status report of projects.  It 
shows two CDFIs with reductions in their grants due to slow utilization of funds in prior 
projects.  One of those CDFIs was denied a grant due to consistent poor performance in prior 
projects.  

 
Recommendation 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. 
 
Status - Not Implemented 
 
Agency Action - ESDC has not terminated a project due to poor performance or lack of timely 

execution.  ESDC’s CDFI Policy and Procedure Manual states it is counterproductive to 
terminate projects not completed within the anticipated timeframe.  Rather, ESDC prefers to 
revise the project’s scope and make other adjustments as appropriate and as defined in 
ESDC’s policy manual.  

 
Recommendation 5 

 
Change a project’s scope when it becomes apparent the CDFI cannot complete the project as 
planned without significant delay. 
  
Status - Implemented  
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Agency Action - Since our initial audit, ESDC has changed the scope and reduced the grants of 
eight CDFI projects due to slow utilization of grant funds.  

 
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.  
 
Status - Implemented 
 
Agency Action - ESDC officials stated discussions are held with the CDFIs as necessary to get 

information to conduct the loan process.  Much of this communication is done by phone and 
details of the conversations are undocumented.  Nonetheless, ESDC officials provided us 
with worksheets containing documentation that communication with the CDFI had occurred. 
We observed examples of written communications for the 13 of the sample files we 
examined.  Most of this communication was to inform the CDFI of either the approval of or 
the termination of their grants.  

 
Recommendation 7 

 
Document ESDC’s use of interest income on funds that were awarded to, but not drawn down 
by, CDFIs.  
 
Status - Not Implemented  
 
Agency Action - As stated in its response to the initial audit report, ESDC has not used any of the 

interest income earned on unused Minority and Woman Business Development Loan 
(MWBDL) funds.  These funds remain available to fund additional MWBDL projects and 
are not used to support ESDC operations.  ESDC recently reorganized its Market 
Development Department with a commitment to find a proper utilization for these funds.  

 
Recommendation 8 

 
Require CDFIs to sign project contracts after projects receive Board approval.  
 
Status - Not Implemented  
 
Agency Action - ESDC officials do not agree that all project contracts must be signed shortly after 

Board approval.  Officials cite their policy and procedures manual which states that grantees 
may set their start date to count expenses towards the project back to the date of application 
if they have no previous CDFI grants open.  ESDC officials maintain they make it clear to all 
grantees that they do this at their own risk, but allow the practice to ensure the flow of 
operations across New York State.  Officials further state most recurring grantees will be 
completing their current CDFI projects and closing those contracts within the six months 
following the approval of a new grant.  Funds from new CDFI grant contracts cannot be used 
until all previous grant contracts are closed.  All projects are approved by the Board at one  
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time.  New project contracts are awarded throughout the year, as CDFIs close their previous 
projects.  New project contracts are signed at the time they are awarded to the CDFI.  

Recommendation 9 
 
Require all CDFIs to close prior projects before starting work on the new projects.  
 
Status - Implemented  
 
Agency Action - We reviewed ESDC’s project records and found that ESDC is waiting for the 

CDFIs to close previous projects before starting new projects.  In the 2005-2006 State fiscal 
year, ESDC approved 25 projects.  Of these projects, eight have not been awarded.  The 
CDFI for three of the eight projects had not completed their current project.  The CDFIs for 
the remaining five projects had not yet submitted the required information for their 
application.  

 
Recommendation 10 

 
To make sure that Technical Assistance Providers (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 
• require CDFIs to indicate the job description for their TA Providers.  

 
Status - Partially Implemented  
 
Agency Action - ESDC project managers check TA providers’ credentials and experience 

documentation through meetings and site visits as resources permit.  ESDC officials state it 
is not feasible for project managers to visit all sites given the project managers’ multiple 
responsibilities.  ESDC officials provided a schedule of planned visits.  There are 25 projects 
approved of which 17 were in progress and 8 were not started at the time of our review.  The 
ESDC project managers have scheduled or visited the CDFIs for 12 of the 17 opened 
projects.   

 
 During site visits, the project manager is required to meet with the TA and loan professionals 

to review TA outreach and procedures.  The project manager reviews the TA's credentials, 
history, and details of the workshop presented. 

 
 The Grant Disbursement Agreement (GDA) requires the CDFI to describe the job or 

function of their TA provider in detail.  This includes the nature of the technical assistance to 
be provided by the TA provider and the systems in place to deliver these services.  
 

Recommendation 11 
 
Establish requirements for documenting technical assistance provided, including workshop sign-
in sheets and written evidence of other TA Provider services.  
 
Status - Implemented 
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Agency Action - ESDC officials require workshop sign-in sheets. The GDA requires specific 
documentation of technical assistance activities including workshop sign-in sheets.   In our 
review of the files for closed projects, the files had the recommended sign-in sheets and 
evidence of the technical assistance provided.   

Recommendation 12 
 
Require CDFIs to indicate the exact purpose of technical assistance supplies and training materials, 
and provide Program funds for only appropriate expenses.  
 
Status - Implemented 
 
Agency Action - ESDC's policy and procedure manual has instructions for excluding expenses that 

are not appropriate uses of program funds.  The GDA specifies the documentation required 
by the CDFI to identify the purpose of technical assistance supplies and training materials.  
We reviewed files for closed projects and found documentation for the exact purpose of 
technical assistance supplies and training materials in the files for the projects where 
technical assistance was provided.  

Recommendation 13 
 
Limit Program funding to projects whose objectives meet Program guidelines.  

Status - Implemented 
 
Agency Action - We reviewed documentation for five CDFI projects from the 2005-2006 State 

fiscal year and five projects closed from previous fiscal years, and found the projects’ 
objectives met Program guidelines.  

 
Recommendation 14 

 
Visit CDFIs periodically to review supporting documentation for the technical assistance provided 
and related expenses.  
 
Status - Partially Implemented 
 
Agency Action - ESDC officials have developed a site visit schedule for selected CDFIs in the New 

York City region only.  The site visit schedule excludes the four CDFIs located upstate.  
ESDC officials said it is not feasible for the project managers to visit every CDFI site due to 
budget constraints.  ESDC is attempting to visit as many of the sites in the New York City 
region as time and resources permit.  ESDC project managers have scheduled or visited 12 
CDFIs for 17 opened projects currently awarded for the 2005-2006 fiscal year.  These 
schedules exclude four upstate projects and eight projects not started at the time of our 
review. 
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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.  
 
Status - Implemented  
 
Agency Action - ESDC has included details describing the limitation on uses of Loan Capital 

money, as stated in the Law and Program guidelines, in the contracts with CDFIs in its CDFI 
Policy and Procedure Manual, the Community Development Financial Institution Request 
for Proposal (CDFI RFP) and the Community Development Financial Institution Grant 
Disbursement Agreement (CDFI GDA).  

 
 In signing the agreement, CDFI officials acknowledge they are aware of the limitations of 

uses of Loan Capital money.  In the grant agreement, CDFI officials must describe the need 
for this type of funding in terms of overall supply and demand for loan capital and the ways 
in which this type of funding will be passed along to the MWBE borrowers.  

Recommendation 16 
 
Require that all loans specify the exact items to be purchased with loan proceeds.  

Status - Not Implemented  
 
Agency Action - Although ESDC agreed with the recommendation in our initial audit report, it was 

not implemented.  
 

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.  

 
Status - Not Implemented  
 
Agency Action - We reviewed documentation for five CDFI projects in the 2005-2006 fiscal year 

and five projects closed from previous fiscal years.  For the ten projects, we did not find 
documentation that the CDFIs monitored borrowers’ compliance with loan terms.  Moreover, 
ESDC did not develop procedures to require CDFIs to verify such compliance, report on 
borrower’s compliance or document that reported compliance actually occurred. 

 
ESDC updated its reporting exhibits in the GDA to list ineligible uses of grant funds and 
ineligible loan recipients.  ESDC officials consulted colleagues in the financial services 
industry to determine what types of borrower compliance oversight they employ.  Officials  
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stated that none of the organizations contacted had a system in place to monitor the use of 
loan proceeds after the loan.  

 
Recommendation 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.  

Status - Partially Implemented  
 
Agency Action - ESDC officials stated they are implementing a site visit schedule to select local 

CDFIs per ESDC's Policy and Procedure Manual.  On the site visit, the project manager is 
required to meet with the CDFI lending staff and review loan documentation to determine 
how the CDFI monitors loan compliance. 

 
 A schedule provided by ESDC officials shows five CDFIs have been visited in the 2005-

2006 State fiscal year.  ESCD has planned 7 more visits for the 17 approved grants.  ESDC 
officials said it is not feasible for the project managers to visit every CDFI site due to budget 
constraints.  ESDC is attempting to visit as many of the sites in the New York City region as 
time and resources permit.  

Recommendation 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.  
 
Status - Partially Implemented  
 
Agency Action - ESDC agreed with the recommendation in our initial audit report.  ESDC's 

planning document requires that CDFIs list the specific goals for each project, including 
measurable outcomes.  The reporting document has a section where CDFIs may list 
statistical data and testimonial information describing the measurable outcomes required by 
this recommendation.  However, we tested five closed projects, and found only three projects 
had documentation describing the outcomes in economic terms such as business starts. 

 
Recommendation 20 

 
Enforce the requirement that CDFIs submit a properly completed Schedule B Project Outcomes 
Report at the end of each project.  
 
Status - Partially Implemented 
 
Agency Action - All of the five closed files that we reviewed had a Schedule B.   However, ESDC's 

requirement to include measurable outcomes was only evident in three of the five closed 
projects we reviewed.    
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Recommendation 21 
 
Prepare and submit the required evaluation of the Program’s effectiveness every two years.  
 
Status - Not Implemented  
 
Agency Action - The required evaluation of the Program’s effectiveness has not been prepared.  

ESDC has drafted a Request for Proposal (RFP) for a contractor to evaluate the 
Entrepreneurial Assistance Program, the Program and the Urban and Community 
Development Program.  Officials have not issued the RFP due to a lack of funds and are 
currently investigating alternative sources of funding for the evaluation.  

 
Recommendation 22 

 
Verify that the CDFIs are issuing loans made with the Loan Capital grant funds at favorable interest 
rates.  

Status - Not Implemented 
 
Agency Action - ESDC officials disagree with this recommendation and have not taken steps to 

implement it.  
 
Major contributors to this report were Sheila Emminger, Bill Clynes, Don Collins, and 

Jennifer Van Tassel. 
 

We would appreciate your response to this report within 30 days, indicating any actions 
planned to address the unresolved issues discussed in this report.  We also thank the management 
and staff of ESDC for the courtesies and cooperation extended to our auditors during this process. 
 

Very truly yours, 
 
                                                                      
 
 
Steven E. Sossei 
Audit Director 

 
cc:  Lisa Ng, Division of the Budget 


