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AUDIT OBJECTIVES 
 
Our objectives were to determine whether the 
New York City Municipal Water Finance 
Authority (MWFA) has established adequate 
internal controls over its major financial 
operations and MWFA’s Board of Directors 
(Board) has complied with State requirements 
for board governance.   
 

AUDIT RESULTS - SUMMARY 
 
MWFA is a public benefit corporation that 
was statutorily created in 1984 at the request 
of New York City to finance capital 
improvements in the City’s municipal water 
and sewer system.  As of October 17, 2006, 
MWFA had issued about $28.8 billion in 
bonds to finance these capital improvements, 
of which about $16 billion was outstanding.   
 
MWFA typically receives, disburses, and 
invests hundreds of millions of dollars 
annually in connection with its bond issuance 
activities.  Our review found some instances 
of non-compliance and several instances of 
technical or minimal compliance pertaining to 
internal control and board governance 
requirements.  For example, we found 
MWFA has developed general guidelines for 
its investment activities and should develop 
written policies and procedures for its cash 
management and debt issuance activities.  
Establishing adequate written policies and 
procedures increases assurances that 
MWFA’s activities are performed in 
accordance with requirements.   
 
MWFA periodically awards millions of 
dollars in contracts with financial, legal, and 
engineering firms that play critical roles in its 
debt issuance process.  However, we found 
MWFA needs to strengthen control by 
documenting why one firm is selected over 
another when a contract is awarded.  For 
example, documentation should make clear 

the various reasons why MWFA’s auditing 
contract was awarded to a firm whose 
services were both more costly and less 
comprehensive than its competitors.   
 
Similarly, documentation should support why 
MWFA repeatedly hired an engineering firm 
as an advisor without any competition, when 
other qualified engineering firms were 
available.  According to MWFA, the firm is 
uniquely qualified to provide advice about 
New York City’s water and sewer system, 
because of its extensive involvement in 
construction projects for the system.  
However, we question whether it is prudent 
for MWFA to rely exclusively on a single 
engineering firm for this advice and whether 
the firm’s advice can be sufficiently 
disinterested, given its extensive involvement 
with the system.   
 
In addition, MWFA needs to obtain the 
annual independent audit of its investments 
that is statutorily required.   
 
MWFA is governed by a seven-member 
Board of Directors.  We found certain 
improvements are needed in the Board’s 
governance practices, and believe these 
improvements will help strengthen control.   
For example, two Board members had low 
attendance rates at Board meetings, and three 
members did not receive training in their 
legal, fiduciary, financial, and ethical 
responsibilities.  Such training is required by 
the New York State Public Authorities 
Accountability Act of 2005.  We also 
determined that the Board needed to approve 
MWFA’s annual budget and monitor 
MWFA’s financial activity against this 
budget.   
 
Our report contains 18 recommendations for 
improving MWFA’s financial and 
management practices.   
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MWFA officials disagreed with some of our 
conclusion.  They agreed with certain of our 
recommendations indicating steps taken to 
implement them. 
 
This report, dated November 7, 2008, is 
available on our website at 
http://www.osc.state.ny.us
Add or update our mailing list by contacting 
us at (518) 474-3271 or 
Office of the State Comptroller 
Division of State Government Accountability 
110 State Street, 11th Floor 
Albany, NY  12236 
 

BACKGROUND 
 
The New York City Municipal Water Finance 
Authority (MWFA) is a public benefit 
corporation.  It was created in 1984 by Article 
5, Title 2-A, of the New York State Public 
Authorities Law.  MWFA was created for the 
purpose of financing capital improvements in 
New York City’s municipal water and sewer 
system (water system). 
 
The capital improvements are made by the 
New York City Department of Environmental 
Protection (DEP), a City agency that is 
responsible for the operation and maintenance 
of the water system.  The system itself is 
leased from the City by another public benefit 
corporation, the New York City Water Board 
(Water Board).  The Water Board is 
authorized to establish rates and collect fees 
and charges adequate to pay the cost of 
operating and financing the system.  
 
MWFA issues bonds or notes to finance the 
cost of the capital improvements.  As of 
October 17, 2006, MWFA had issued a total 
of about $28.8 billion in bonds, of which 
about $16 billion was outstanding.  MWFA 
issues commercial paper to provide interim 
financing for the capital improvements, and 

this commercial paper is eventually redeemed 
by long-term debt (bonds). 
 
The Water Board collects fees from the water 
system’s customers and distributes the 
revenue to MWFA and DEP.  Pursuant to a 
Financing Agreement among the Water 
Board, MWFA, and DEP, the Water Board 
first remits sufficient revenue to MWFA to 
meet its bond obligations and operating costs.  
It then remits revenue to DEP for that 
agency’s operating costs, and it covers its 
own operating costs.  If there is any revenue 
left over, the Water Board remits the surplus 
revenue to MWFA.  MWFA may use this 
revenue toward its bond obligations or can 
choose to apply the funds to any purpose 
enumerated in the Financing Agreement.  
 
For the year ended June 30, 2007, MWFA 
had an operating budget of $20 million.  
About half of the budget represented fees that 
were to be paid to the New York State 
Environmental Facilities Corporation, which 
provides MWFA with low-interest debt 
financing.  Most of the rest of the budget 
represented banking fees and a small portion 
for professional consulting services needed 
for bond issuances.   
 
MWFA has only two full-time and two part-
time staff.  These four staff are sometimes 
augmented by staff from the New York City 
Office of Management and Budget (OMB). 
MWFA reimburses OMB for the cost of these 
additional part-time personnel.  While 
MWFA is an independent public benefit 
corporation, it obtains office space and other 
types of administrative support from OMB.   
 
MWFA is governed by a Board of Directors 
consisting of seven members.  Four of the 
members are ex officio: the Commissioner of 
the State Department of Environmental 
Conservation, the Commissioner of New 
York City DEP, the Director of New York 
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City OMB, and the New York City 
Commissioner of Finance.  Two of the three 
remaining members are appointed by the 
Mayor of New York City and one is 
appointed by the Governor.  
 

AUDIT FINDINGS AND 
RECOMMENDATIONS 

 
Internal Controls 

 
We found MWFA needs to develop written 
policies and procedures for critical areas of its 
operations.  We also identified opportunities 
for improvement in MWFA’s controls over 
procurement and contracting, and in the 
controls over investments, employee hiring, 
and disbursements.   
 

Policies and Procedures 
 
As a standard business practice, an 
organization should have written policies and 
procedures in place to inform employees of 
their duties.  These procedures provide 
operational guidance to employees and help 
the organization carry out its mission as 
intended.   
 
We found that MWFA has prepared written 
policies and procedures in the areas of 
procurement, employee compensation, 
employee travel allowances, whistle-blower 
protection, acquisition and disposition of 
property, indemnification and defense of 
directors, and ethics.  These policies and 
procedures were issued in November 2006 in 
response to requirements imposed by the New 
York State Public Authorities Accountability 
Act of 2005 (Act).   
 
However, MWFA has not prepared written 
policies and procedures in the areas of debt 
issuance (its main function), cash 
management (including receipts and 
disbursements), or payroll; and has prepared 

general guidelines only in the area of 
investment management (these general 
guidelines are discussed later in the section of 
this report entitled Investments).  Establishing 
written policies and procedures for these areas 
increases assurances that MWFA’s activities 
are performed in accordance with 
requirements.   
 
MWFA officials stated that they established 
policies and procedures for all the areas 
specified in the Act.  They added that, due to 
the small size of their organization and 
because of the experience and professionalism 
of their staff, they can function effectively 
and efficiently without written policies and 
procedures in the other areas.  Nevertheless, 
they indicated they will consider developing 
additional policies and procedures for these 
areas.   
 
We believe operational policies and 
procedures are necessary.  For example, when 
we reviewed MWFA’s debt issuance process, 
we found that the information used in 
determining MWFA’s minimum cash balance 
requirements for its debt service payments 
came from 42 different sources, and only 1 
MWFA manager knew the process.  It is 
important that such critical processes be 
described adequately in formal procedures, in 
case current employees leave the organization 
and new employees become responsible for 
the processes. 
 

Procurement and Contracting 
 

Professional services contracts account for a 
significant portion of MWFA’s total operating 
costs.  To help ensure that the costs of such 
contracts are reasonable and the contracts are 
awarded in a fair and objective manner, the 
procurement process should be open and 
competitive.   
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We examined MWFA’s procurement process 
and found that the process is not always as 
open and competitive as it could be.  The 
procurement guidelines developed by MWFA 
do not sufficiently promote competition.  In 
particular, they do not contain guidance for a 
number of common competitive practices.  
For example, while it appears that the 
guidelines state that requests for proposals 
(RFPs) can be used when professional 
services are needed, the guidelines provide no 
guidance for the development of such 
requests and no guidance for the evaluation of 
proposals received in response to such 
requests.  The guidelines also contain no 
guidance for sole source procurements, price 
negotiations, or competitive sealed proposals.  
 
We note that MWFA did not have 
procurement guidelines until November 2006, 
when its current guidelines were adopted 
pursuant to requirements contained in the Act.  
We question whether these guidelines (a mere 
two and one-half pages) satisfy the letter of 
the law.  While we acknowledge that MWFA 
is not subject to the procurement guidelines 
issued by the New York City Procurement 
Policy Board (which sets procurement policy 
for all New York City agencies), we note that 
the Citywide guidelines are 169 pages long.  
While we would not expect the MWFA 
procurement guidelines to be as 
comprehensive as the City’s, we would expect 
MWFA’s guidelines to provide some specific 
guidance in the common critical areas of 
competitive procurement.  MWFA officials 
stated that their procurement guidelines are 
adequate for an agency of its size and there is 
no need to amend them. 
 
We reviewed a sample of contracts to 
determine whether they were awarded in an 
open and competitive manner.  The period 
covered by our sample was July 1, 2003, 
through February 28, 2007.  We reviewed the 
contracts relating to 6 of 14 requests for 

proposals issued by MWFA for contracts that 
were active during that period.  These 
contracts covered such services as bond 
underwriting, auditing, printing, and 
consultant engineering.   
 
We found the contractor selection process 
was not documented adequately.  As a result, 
we could not determine why MWFA selected 
one proposal rather than another when more 
than one proposal was submitted.  We also 
found that one of the vendors (a consultant 
engineer) was repeatedly selected as a 
consultant without competition, even though 
other qualified engineering firms were 
available.   
 
Three of the six requests for proposals that we 
examined related to a contract for bond 
underwriting services (the underwriters 
purchase the bonds from MWFA and re-sell 
them on the market for a commission).  In this 
type of contract, MWFA designates one 
underwriter, from its pool of pre-approved 
underwriters, to function as the lead 
underwriter for a particular bond issuance.  
MWFA selects this underwriter on the basis 
of proposals that are submitted by the 
underwriters in the pool.  
 
MWFA has a meeting to review the proposals 
and makes its decision.  However, MWFA 
does not document the basis for this decision 
and thereby provide transparency and 
accountability for the decision.  Moreover, 
MWFA has no written policies or guidelines 
governing the selection process.   
 
MWFA officials told us that the selection of 
the lead bond underwriter is made in 
consultation with officials of the various New 
York City governmental financing agencies, 
and MWFA is not legally required to do any 
more than this.  We acknowledge that MWFA 
is not legally required to do more, but we 
believe public accountability would be better 
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served if the basis for these decisions were  
documented and the decision process were 
subject to formal guidelines.   
 
One of the requests for proposals that we 
examined related to a contract for consultant 
engineering services in connection with the 
debt issuance process.  In this type of 
contract, an engineering firm is asked to 
provide an opinion on the engineering 
feasibility of the City’s water system and the 
capital improvement projects.   
 
We found MWFA has been using the same 
engineering firm for these services since it 
was created in 1984.  MWFA does not seek 
proposals from other firms when it needs 
these services.  Rather, it hires the one firm as 
a sole source vendor, claiming that the firm is 
uniquely qualified to provide the services 
because of its extensive experience with New 
York City’s municipal water system.  (Since 
1983, the City has awarded the firm 31 
contracts totaling $185.7 million for design, 
construction, and other types of work on the 
system.)  
 
We question whether this engineering firm is, 
in fact, a sole source vendor.  Many other 
engineering firms perform similar work, and 
some of these firms have experience with 
New York City’s water system.  For example, 
DEP has pre-qualified 30 firms for its 
engineering needs (the firm used by MWFA 
and 29 others).  
 
We also question whether it is in MWFA’s 
best interests, or the best interests of the 
public, to always use the same firm without 
seeking proposals from other qualified firms.  
In the absence of a competitive selection 
process, MWFA has no assurance it receives 
these consulting services in the most 
economical manner. 
 

We also note that, in light of the firm’s 
extensive involvement with prior, ongoing 
and possibly future construction projects in 
New York City’s water system, questions 
could be raised about the firm’s independence 
in evaluating such capital projects for 
financing by MWFA.  A recent audit by the 
Nassau County Comptroller identified an 
independence issue in a similar situation, as a 
long-term sole source engineering consultant 
for the Great Neck Water Pollution District 
was found to have both recommended (as the 
consultant) and performed (as the contractor) 
certain maintenance and repair projects for 
the District.  
 
Another of the requests for proposals that we 
examined related to a contract for auditing 
services.  A financial audit of MWFA must be 
performed each year.  When MWFA issued a 
request for proposals in 2004 for a multi-year 
auditing contract, MWFA received six 
proposals and selected one.  The selected firm 
cost more than most of the other firms 
submitting proposals, which is not necessarily 
inappropriate, because cost is not the only 
factor to be considered.  However, there was 
no contemporaneous documentation showing 
why the firm was selected in spite of its 
higher cost.    
 
For example, the selected firm bid $243,000 
for the 2006 audit, while four other firms 
(including two Big Four auditing firms) bid 
$183,000 or less for that year.  Moreover, two 
of these lower-bidding firms proposed to do 
more work for their lower prices, as they 
indicated that they would do their audits in 
accordance with generally accepted 
government auditing standards (GAGAS).  
The selected firm indicated that it would 
follow generally accepted auditing standards 
(GAAS), which are less comprehensive than 
GAGAS.   
 

 
 
Report 2006-S-124  Page 6 of 21  



 
 

 

 

We note that the selected firm did not meet 
two important requirements when it 
performed its audits: (1) it did not provide 
MWFA with an annual investment report, 
even though such a report was explicitly 
required by the contract, and (2) it did not 
meet the City Comptroller’s requirement that 
the audit be performed in accordance with 
GAGAS.  These matters are discussed in 
more detail later in this report.   
 
We also determined, during our review, that 
MWFA did not comply with the following 
contracting requirements: 
 

• MWFA obtained printing services 
from a number of vendors that printed 
materials for bond issuances.  
However, MWFA did not enter into 
formal, written contracts with any of 
these vendors.  Rather, according to 
MWFA officials, the vendors accepted 
the terms set forth in MWFA’s request 
for proposals. MWFA officials 
advised that the acceptance of the RFP 
constitutes a formal contract, and no 
further action is needed.  They added 
that the selection of the firm is evident 
from the name of the firm printed on 
the documents.  To fully protect its 
interests, MWFA should enter into 
formal, written contracts in such 
instances.   

 
 (MWFA officials stated that when the 

costs associated with delivering 
consent letters in connection with the 
printing of official statements are 
taken into account, only two of the 
firms were less expensive than the one 
they selected.  These officials then 
advised us why each of these two 
firms was unacceptable to them.  
Accordingly, MWFA officials assert 
that the firm selected was the best of 
the six that submitted proposals.  

However, the officials could provide 
no documentation to support this 
position.) 

 
 
• MWFA’s procurement guidelines 

require compliance with the MacBride 
Principles Provisions for New York 
City contractors. The MacBride 
Principles, which were enacted into 
New York City’s Administrative Code 
in September 1991, require contractors 
to address employment discrimination 
and freedom of workplace 
opportunities.  However, we did not 
find any reference to the MacBride 
Principles during our review of 
MWFA contract files.   

 
Investments 

 
MWFA routinely invests millions of dollars 
annually in the course of meeting its long-
term financial obligations.  As of September 
30, 2006, MWFA had about $1.4 billion in 
investments.   
 
MWFA is required by the New York State 
Public Authorities Law to prepare formal 
investment guidelines (i.e., general guidelines 
addressing such matters as the types of 
investments that are to be made in various 
circumstances) and obtain the annual approval 
of its Board of Directors for the guidelines.  
We found MWFA has prepared such 
guidelines and has obtained the annual 
approval of its Board for the guidelines.   
 
MWFA’s investment guidelines state that 
MWFA is to submit quarterly investment 
reports to its Board of Directors, obtain an 
annual independent audit of its investments, 
and make the audit available to the Board 
when it performs its annual review of the 
guidelines.  We found MWFA has submitted 
quarterly investment reports for Board 
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review, as required.  However, MWFA has 
not obtained an annual independent audit of 
its investments since at least 1998 (we did not 
review the records for earlier years).  As a 
result, the Board has less assurance the 
quarterly investment reports have been 
accurate and the investment guidelines are 
adequate.   
 
In addition, MWFA is required to submit an 
annual investment report to certain State and 
City oversight agencies (the Office of the 
State Comptroller, the Office of the Mayor of 
the City of New York, and the Office of the 
New York City Comptroller).  This report is 
supposed to include an annual independent 
audit of MWFA’s investments.  Thus, in the 
absence of the audit, MWFA was unable to 
prepare the annual investment report and 
comply with the reporting requirement.   
 
An independent auditor performs an annual 
financial audit of MWFA in accordance with 
the City Comptroller’s Directive No. 22.  As 
was previously noted, MWFA’s contract with 
its auditor requires the auditor to prepare the 
annual investment report (and thus perform 
the annual investment audit).  However, since 
1998, none of MWFA’s auditors has prepared 
the annual investment report, and MWFA has 
taken no action to enforce compliance with 
the contract terms.  We recommend MWFA 
monitor its auditing contract more closely and 
make sure that required work is actually 
performed.   
 
MWFA officials agreed with our findings and 
stated they would take corrective action.  
They stated they believed a separate audit of 
investments was not necessary, because 
MWFA received an unqualified audit opinion 
each year; and no management letter from its 
auditors has indicated problems with its 
investments.  However, a separate audit of 
investments is necessary, because this type of 
audit includes a more thorough examination 

of investments than the general type of audit 
that was performed by MWFA’s auditors.  
MWFA’s current auditor acknowledged that it 
did not do enough work to express an opinion 
on MWFA’s investments.  (MWFA officials 
stated at the closing conference that they did 
not pay for services that were not performed.  
However, the agreement for services includes 
certain services that must be performed “at a 
minimum.”  We note that one of those 
services is the Investment Report, which, as 
noted, was not done.) 
 
We note that, while MWFA’s investment 
guidelines provide general guidance to its 
employees, they do not describe the detailed 
procedures that are to be followed by the 
employees when they make various types of 
investments or take the other actions required 
by the guidelines.  Consequently, these 
guidelines do not constitute formal investment 
procedures, as is noted earlier in the section of 
this report entitled Policies and Procedures.  
This is why we recommend that MWFA 
develop such procedures.   
 

Hiring Policy 
 
A 1994 agreement between MWFA and OMB 
states that MWFA will adopt OMB’s 
personnel and human resources policies. 
OMB’s Deputy Personnel Director told us 
that, under these policies, MWFA must 
advertise open positions on the OMB internal 
website for a minimum of two weeks.  In 
addition, all candidates for the position must 
be interviewed and a record of the interviews 
must be forwarded to OMB’s Human 
Resources Department.  If no one is selected, 
then MWFA should advertise the position on 
the Internet until the position is filled.  The 
successful job candidate should be approved 
by MWFA’s Executive Director and Board 
Chairperson.  
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MWFA officials agreed that the provisions of 
the 1994 agreement apply and stated they 
generally follow OMB’s personnel, payroll, 
and human resources policies.  However, they 
further stated that they have some discretion 
when hiring senior-level employees.  We 
question why senior-level employees would 
not be subject to the same personnel, payroll, 
and human resources policies as other 
employees.  We note that OMB’s personnel, 
payroll, and human resources policies make 
no such distinction.   
 
We found that MWFA did not fully adhere to 
the OMB policies when it hired one senior-
level employee, as follows. 
 
There is no evidence that the Executive 
Director’s position was advertised anywhere.  
Rather, it appears that the former Executive 
Director simply selected a replacement when 
he was promoted.  The Board’s approval was 
not obtained until after the individual was 
hired.  According to MWFA officials, the new 
Executive Director was initially hired as an 
“employee” - with a salary commensurate 
with that of an Executive Director - and was 
not actually promoted to the Executive 
Director position until Board approval was 
obtained.  MWFA also indicated that this 
process was resorted to after a nationwide 
search for an Executive Director resulted in 
the selection of an individual who resigned 
after less than one year.  They added that 
advertising for open positions can be waived 
when the situation warrants. 
 
In support of their views, MWFA officials 
provided an opinion from the City OMB.  
(See Appendix A, page 21.) 

 
Financial Reporting Requirements 

 
According to Article 2A, Section 1045-y, of 
the New York State Public Authorities Law, 
MWFA’s accounts are subject to supervision 

by the New York City Comptroller.  Because 
it is part of the New York City reporting 
entity, MWFA is also subject to all of the City 
Comptroller’s internal control and 
accountability directives.  In addition, as a 
State-established public authority with at least 
one director appointed by State leaders, 
MWFA is subject to certain general sections 
of the Public Authorities Law that deal with 
reporting requirements, personnel, and 
investments. 
 
We found that MWFA complied with some of 
these reporting requirements, but did not 
comply with others.  For example, MWFA is 
supposed to file annual personnel and 
investment reports with certain State 
agencies.  However, MWFA has not filed the 
annual personnel report or the annual 
investment report.  The annual personnel 
report is supposed to describe the position, 
grade, salary, and title for each of MWFA’s 
employees, while the annual investment 
report is supposed to describe MWFA’s 
investment procedures and contain an 
independent audit of its investments, a record 
of its investment income, and a list of all fees 
associated with the investments.  In the 
absence of these reports, MWFA is not being 
fully accountable to the public.   
 
MWFA is also required by the City 
Comptroller’s Directive No. 1, which was 
most recently updated in 1995, to complete an 
annual internal control questionnaire. 
However, MWFA had never completed this 
questionnaire.  After we brought this matter to 
the attention of the City Comptroller’s Office, 
MWFA was asked to complete the 
questionnaire for calendar year 2006.   
 
After MWFA officials had completed the 
internal control questionnaire, we reviewed it 
and found it had not been fully completed, as 
MWFA had indicated that 523 of the 564 
questions were not applicable because it 
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relied on OMB in these areas (which include 
payroll, personnel, and information systems).  
We believe MWFA still needs to ensure that 
these areas are controlled adequately (e.g., 
MWFA needs to ensure that a written 
information technology contingency and 
disaster plan has been prepared).  We also 
note that OMB had not completed the internal 
control questionnaire, either.  Accordingly, 
we recommend MWFA coordinate with OMB 
and ensure that the questionnaire is completed 
fully and adequately.   
 
We also found that MWFA was not fully 
complying with a provision in the City 
Comptroller’s Directive No. 22. This 
provision requires that an annual financial 
audit of the agency be conducted in 
accordance with generally accepted 
government auditing standards.  MWFA has 
an annual financial audit, but the audit has 
been conducted in accordance with GAAS, 
which provide less comprehensive audit 
coverage than GAGAS.  
 

Disbursements 
 
MWFA sells bonds and notes to finance 
capital improvement projects for New York 
City’s water system.  MWFA makes these 
sales when the projects have been approved 
and their expected costs are known.  MWFA 
then retains the proceeds from the sales until 
funds are requested by the City to pay for 
capital project costs.  Generally, such requests 
are made on a monthly basis.  Funds are to be 
provided to the City only to pay for costs that 
have actually been incurred, and the requests 
are to be certified by the City Comptroller.   
 
It is MWFA’s practice to disburse the 
amounts requested, as long as the requests 
have been certified by the City Comptroller.  
MWFA requests no additional supporting 
documentation for the amounts requested, 
such as invoices submitted to DEP by project 

contractors.  Rather, MWFA relies on City 
agencies, such as DEP, to review and validate 
the costs claimed by contractors.  We 
recommend MWFA periodically obtain 
additional assurances about the 
reasonableness of these costs.  We believe it 
would be prudent for MWFA, as an 
independent public benefit corporation with 
significant fiduciary responsibilities, to seek 
such assurances.   
 
At the closing conference, MWFA officials 
stated that they are in compliance with their 
agreement with the City, which calls for them 
to sell bonds and to pay the City for amounts 
it has certified to reimburse the City for the 
capital costs of water projects.  Therefore, 
they will not change their practice. 
 
In addition, MWFA paid $6,800 in 2005 for 
the purchase and use of eight cellular 
telephones.  We attempted to review the 
documentation supporting these 
disbursements and found MWFA had no such 
documentation. However, OMB did have 
documentation for six of the eight telephones, 
and this documentation indicated that the 
telephones were purchased for OMB officials.  
No documentation was available for the other 
two telephones, which MWFA officials state 
were bought for its Comptroller and Assistant 
Comptroller.  We recommend that the 
Authority charge OMB for devices 
attributable to OMB work.   

 
Recommendations 

 
1. Develop written policies and procedures 

for all operational activities.  
 
2. Expand MWFA’s procurement 

guidelines to include specific guidance 
on the use of common competitive 
practices such as requests for proposals, 
sole source procurements, price 
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negotiations, and competitive sealed 
proposals.   

 
3. Ensure that the contractor selection 

process is documented adequately.   
 
4. Seek proposals from more than one firm 

when consultant engineering services 
are needed in connection with bond 
issuances.  

 
5. Enter into formal, written contracts with 

vendors that provide services. 
 
6. Include a reference to the MacBride 

Principles in each MWFA contract. 
 
7. Ensure that an annual independent audit 

of MWFA’s investments is performed 
and made available to the Board of 
Directors when it performs its annual 
review of MWFA’s investment 
guidelines.  

 
8. Monitor the auditing contract more 

closely and pay only for work that is 
actually performed.  

 
9.  The recommendation has been deleted 

based on information provided in the 
response to the draft report.  

 
10. Comply fully with all applicable State 

and City financial reporting 
requirements.   

 
11. Obtain additional assurances 

periodically about the reasonableness of 
the costs claimed on capital 
improvement projects financed by 
MWFA.   

 
12. Charge OMB for its share of telephone 

costs.   
 

Board Governance 
 
In 2004, the Governor’s Office established a 
set of Model Governance Principles 
(Principles) to help improve oversight, 
accountability, and transparency at the public 
authorities operating in New York State.  The 
Principles were based on best practices of 
corporate governance in the private sector, as 
well as the requirements of the Federal 
Sarbanes-Oxley Act of 2002.  The Principles 
addressed board member training, the 
separation of oversight and executive 
functions, independence of board members, 
the establishment of audit and governance 
committees, and other areas of governance.   
 
MWFA was not named specifically as one of 
the public authorities expected to follow the 
Principles, and MWFA made no changes to 
its governing practices at that time.  However, 
in January 2006, the Public Authorities 
Accountability Act of 2005 effectively 
codified the Principles in New York State 
law, and thus required public authorities to 
implement the Principles and abide by them.  
MWFA was named as one of the public 
authorities required to comply with the Act, 
and it began to make corporate governance 
changes.  MWFA’s Board of Directors is also 
subject to the New York State Open Meetings 
Law.   
 
We found certain improvements are needed in 
the governance practices of MWFA’s Board 
of Directors.   
 

Board Meetings 
 
Proper direction and oversight of any public 
authority depends inherently on the active 
participation of the board members, since they 
are required to approve all major items of 
business, such as bond issuances and 
contracts.  It is therefore important that they, 
or their delegates, attend scheduled board 
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meetings (ex officio board members are 
permitted by law to delegate a representative 
to act on their behalf in their absence).  
 
However, we found that, during the period 
February 24, 2003, through December 31, 
2006, two of MWFA’s Board members 
missed a significant number of meetings, as 
follows: 
 

• The two previous ex officio members 
from the State Department of 
Environmental Conservation did not 
attend any Board meetings.  Both 
named delegates, but the delegates 
failed to attend several meetings.  The 
delegate for the period February 2003 
through November 2004 attended only 
4 of the 9 meetings held during that 
period, and the delegate for the period 
February 2005 through November 
2006 attended only 10 of the 17 
meetings held during that period. 

 
• One of the Board members appointed 

by the Mayor attended only 6 of the 
26 Board meetings held between April 
2003 and December 2006. 

 
The Board is less able to function as the State 
Legislature intended when two of its seven 
members (or delegates) are absent on a 
regular basis.  To encourage attendance, we 
recommend the Board perform formal, 
periodic assessments of each member’s 
performance and use meeting attendance as 
one of the criteria for evaluating this 
performance.  MWFA management stated 
they were considering including such 
assessments in the Board’s new charter.  
 
Board committees are considered public 
bodies that are subject to the New York State 
Open Meetings Law.  The Open Meetings 
Law requires that the date and time of 
meetings be posted at least three days prior to 

the meeting.  MWFA posts the date and time 
of Board of Directors meetings, but not the 
meetings of the Board’s audit committee and 
governance committee.  To fully comply with 
the Open Meetings Law, MWFA should post 
the dates and times of these committee 
meetings.    
 
MWFA officials do not believe they are 
legally required to provide public notice for 
the committee meetings, but agreed to do so 
in the future. 
  
Governing boards are responsible for 
overseeing the work done by the executive 
staff they have selected to run day-to-day 
operations.  It is inherent in basic governance 
principles that governing boards do not 
include members of the executive staff.  The 
Model Governance Principles explicitly 
called for the separation of oversight and 
executive functions, and this kind of 
separation is also required by the Act.  
 
We noted that the Executive Director was a 
member of the Board and voted on the Board, 
but this practice stopped when the Act was 
passed.  As a result, board governance has 
been strengthened. 
 

Board Member Training 
 
The Act requires individuals appointed to a 
public authority’s board of directors to 
participate in State-approved training 
regarding their legal, fiduciary, financial, and 
ethical responsibilities as board members.  
The training is to be provided within one year 
of an individual’s appointment to the board.   
 
The New York State Authority Budget Office 
(Budget Office) was formed to oversee public 
authorities on matters related to the Act.  The 
Budget Office allowed existing board 
members one year from the start of their 
authority's fiscal year, between January and 
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December 2006, to receive the required 
training, but was willing to extend this 
deadline to the end of the authority's fiscal 
year in 2008, provided the board members 
made a “best faith effort” to satisfy the 
requirement. 
 
The Budget Office states that it is the 
responsibility of each authority to maintain 
documentation of board member participation 
in required training.  The documentation 
should include the names of board members 
who attended training, the date of the training, 
the location of the training, and the State-
approved trainer who conducted the training.  
All of this information should be listed on the 
course completion certificate. 
 
MWFA has seven Board members and an 
additional six individuals who serve as 
delegates for some of the Board members.  
All 13 of these individuals have been in their 
positions since June 2005.  As a result, they 
should have received the required training by 
June 30, 2007.  However, according to 
MWFA records, as of that date, only four of 
the seven board members and two of the six 
delegates had participated in a training 
program.  MWFA provided training 
certificates for the six. 
 
Seven of the 13 Board members/delegates had 
not participated in the training program.  
Three of these seven individuals told the 
Budget Office that they made a “best faith 
effort,” but were unable to attend the training 
and would attend before the end of the year.  
However, there was no documentation 
explaining what these best faith efforts were. 
We recommend MWFA provide and 
document all Board members training in 
accordance with requirements.   
 
At the closing conference, MWFA officials 
advised that the three ex officio Board 
members had completely delegated their 

Board responsibilities to another individual 
and do not plan to attend any Board meetings.  
As a result, they (ex officio) do not have to 
attend training.  MWFA officials provided the 
Authority Budget Office response to 
frequently-asked questions to support of the 
waiver for training for the three ex officio 
members.  However, MWFA did not provide 
any documents from the three individuals. We 
question whether this meets the intent of the 
law because the experience and expertise of 
the ex officio members are not available when 
they effectively delegate their responsibilities 
and do not attend Board meetings.   
 

Board Committees 
 

The Act and Directive No. 22 of the New 
York City Comptroller require public 
authorities, including MWFA, to establish an 
audit committee with certain designated 
responsibilities.  The Act also requires 
MWFA’s Board to establish a governance 
committee.  We found MWFA has had an 
audit committee for many years and it 
established a governance committee in 2006, 
after it was required to do so by the Act.  
 
The Budget Office recommends that board 
committees have charters to govern their 
operation and detail how the committees help 
the board direct affairs.  However, as of June 
2007, MWFA had not established charters for 
either the audit or governance committees. 
MWFA officials advised that in October 
2007, after our audit field work, both of these 
committees adopted a charter. 
 
Directive No. 22, which was issued in 1995, 
requires audit committees to prepare minutes 
that document their activities and to prepare 
annual reports of their activities and 
decisions.  However, MWFA keeps no 
minutes of the audit committee meetings and 
prepares no annual report of the committee’s 
activities.  According to MWFA officials, the 
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minutes and annual reports are not prepared 
because the audit committee does not make 
decisions but instead recommends actions to 
the full governing Board.  The officials also 
stated they did not know that MWFA was 
subject to Directive No. 22. 

 
Budgetary Oversight 

 
Section 2801 of the New York State Public 
Authorities Law requires all authorities 
(including MWFA) to prepare an operating 
and capital budget, approved by the governing 
board, 90 days before the beginning of each 
fiscal year.  As a matter of good business 
practice, the board of directors should 
periodically monitor actual financial activity 
against the budget; and such financial 
supervision should be noted in the minutes of 
the board meetings.   
 
We reviewed MWFA’s Board meeting 
minutes for the period January 2003 through 
March 2007.  We found that the Board did not 
formally approve any annual budget during 
this period.  In addition, there was no 
indication in the meeting minutes, or 
elsewhere, that the Board had monitored 
MWFA’s actual financial activity against the 
budget.   MWFA officials advised that, after 
our audit field work, the minutes reflect the 
Board’s approval of the Authority’s budget. 
 

Recommendations 
 
13. Perform formal, periodic assessments of 

each Board member’s performance and 
use meeting attendance, by either the 
member or the member’s designee, as 
one of the criteria for evaluating this 
performance.   

 
14. Post the dates and times of all Board 

committee meetings publicly.  
 

15. Ensure that all Board members and their 
designees receive the required training 
within the required time frames, and 
fully document this training.  If any 
training requirements are not met, 
document the reasons why.   

 
16. Establish charters for the audit and 

governance committees.  
 
17. Prepare and maintain minutes of all 

Board committee meetings. 
 
18. File annual audit committee reports as 

required by the New York City 
Comptroller’s Directive No. 22. 

 
19. Ensure that MWFA’s budget is 

approved by the Board at least 90 days 
before the beginning of each fiscal year, 
and that the Board monitors MWFA’s 
actual financial activity against the 
budget throughout the year.   

 
AUDIT SCOPE AND METHODOLOGY 

 
We conducted our audit in accordance with 
generally accepted government auditing 
standards.  We audited selected financial and 
management practices of MWFA for the 
period April 1, 2004, through April 20, 2007.  
The areas of financial operation addressed by 
our audit included cash and investments, 
payroll, procurement and contracting, bond 
financing, and budgeting and expenditure 
control.  
 
To achieve our objectives, we reviewed 
applicable laws, rules, and regulations; 
interviewed MWFA personnel; and analyzed 
documents.  We also performed detailed 
reviews and analyses of records and reports 
relating to MWFA activities.   
 
In addition to being the State Auditor, the 
Comptroller performs certain other 
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constitutionally and statutorily mandated 
duties as the chief fiscal officer of New York 
State.  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 functions do not affect our 
ability to conduct independent audits of 
program performance. 
 

AUTHORITY 
 
The audit was performed pursuant to the State 
Comptroller’s authority as set forth in Article 
X, Section 5, of the State Constitution, and 
Section 2803 of the Public Authorities Law.  

 

REPORTING REQUIREMENTS 
 
A draft copy of this report was provided to 
MWFA officials for their review and 
comment.  Their comments were considered 
in preparing this final report, and are included 
as Appendix A. 
 
Within 90 days of the final release of this 
report, we request that the Chairman of the 
New York City Municipal Water Finance 
Authority report to the Governor, 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 why.  
 

CONTRIBUTORS TO THE REPORT 
 

Major contributors to this report include 
Carmen Maldonado, Gerald Tysiak, Roger C. 
Mazula, Joseph Smith, Richard Moriarty, 
Nancy Zgaljardic, Robert Stevens and Dana 
Newhouse.   

 

 
 
Report 2006-S-124  Page 15 of 21  



 
 

 
APPENDIX A - AUDITEE RESPONSE 
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* See State Comptroller's Comment, page 21 
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* State Comptroller's Comment:  The final audit report has been revised to 
reflect information provided in the Authority response to the draft audit 
report. 
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