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Division of State Government Accountability

State of New York
Office of the State Comptroller

August 12, 2010

Mr. John C. Egan 
Commissioner
Office of General Services 
Corning Tower
Albany, New York 12242

Dear Mr. Egan:

The Office of the State Comptroller is committed to helping State agencies, public authorities 
and local government agencies manage government resources efficiently and effectively and, 
by so doing, providing accountability for tax dollars spent to support government operations.  
The Comptroller oversees the fiscal affairs of State agencies, public authorities and local 
government agencies, as well as their compliance with relevant statutes and their observance 
of good business practices.  This fiscal oversight is accomplished, in part, through our audits, 
which identify opportunities for improving operations.  Audits can also identify strategies for 
reducing costs and strengthening controls that are intended to safeguard assets. 

Following is a report of our audit of contract PC53575 awarded by the Office of General 
Services to EBSCO Subscription Services, Inc.  This audit was performed pursuant to the State 
Comptroller’s authority under Article V, Section 1 of the State Constitution and Article II, 
Section 8 of the State Finance Law.

This audit’s results and recommendations are resources for you to use in effectively managing 
your operations and in meeting the expectations of taxpayers.  If you have any questions about 
this report, please feel free to contact us.

Respectfully submitted,

Office of the State Comptroller
Division of State Government Accountability

Authority Letter
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State of New York
Office of the State Comptroller

EXECUTIVE SUMMARY

Audit Objective

A joint audit/investigation was conducted by the Offices of the New York State Comptroller’s 
Division of State Government Accountability and its Investigations Unit (State Comptroller) 
and the New York State Inspector General (Inspector General).  The objective was to determine 
whether EBSCO Subscription Services, Inc. (EBSCO) charged user agencies appropriate prices 
in compliance with contract terms.  The Comptroller’s Investigations Unit and Inspector 
General  focused on whether EBSCO or its officers and officials had intentionally provided 
inaccurate information and documentation to conceal contract breaches.  

Summary

The Office of General Services (OGS) was created in 1960 to provide essential support services 
for the operation of State government.  One OGS responsibility is the awarding of State-wide 
contracts servicing common purchasing needs of all State agencies and other authorized 
government entities.  

On June 14, 1998, OGS set up contract group 20020 with multiple subscription service providers 
to provide books, journals, magazines and other literary materials (Titles) in all formats (e.g., 
print, CD-ROM, electronic journals, etc.) to State agencies, political subdivisions and other 
authorized entities.  EBSCO Subscription Services, Inc. (EBSCO) is the largest provider in this 
contract group.  State agency purchases from the EBSCO contract (PC53575) average over 
$10 million annually, aggregating to over $115 million since the contract’s inception through 
December 31, 2008.  

The EBSCO contract establishes a set price for each individual Title sold, and allows for EBSCO 
to apply a percentage service charge to recover processing costs. Under the terms of its contract 
with the State, this service charge may not exceed the lesser of five percent of the Title price or 
$35 per Title.  

All EBSCO invoices billed to 13 State University of New York-related user agencies (EBSCO’s 
major customers) for the 2006-07 and 2007-08 school years were selected to determine whether 
EBSCO was billing agencies in compliance with contract terms.  The total dollar value of the 
sampled invoices was $11.6 million.  

Executive Summary
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It was determined that EBSCO’s practice has been to report its service charges as one lump 
sum on each invoice.  Therefore, user agencies cannot determine whether any of the individual 
service charges for specific Titles were accurate or exceeded the agreed upon service charge 
limits.  

After EBSCO officials were asked for the detailed billing information (individual Title prices 
and service charges) for each of the sampled invoices, it was determined that the $35 cap on 
service charges contained in the contract was not being applied.  Instead, EBSCO assessed 
the agreed upon service charge percentage on each Title without limit.  For example, one user 
agency had invoices that totaled $2,066,668 before the service charge.  Despite the fact that the 
actual service charge for this user agency should have totaled $20,822 based on the prices of 
the individual Titles and applying the $35 cap, EBSCO billed the agency $29,925 as a result of 
applying a range of service charges that averaged about 1.45 percent on each Title listed on the 
invoice. 
  
After comparing the actual service charges billed to each of our sampled agency invoices to 
the detailed billing information subsequently supplied by EBSCO, total overbillings for the 
sampled invoices amounted to approximately $105,000, an average of about nine tenths of one 
percent of the total sampled billings ($105,000 / $11.6 million). 

In response to these findings, EBSCO officials offered various explanations. One EBSCO official 
responded that “there is no actual service charge cap applied to each Title,” while another official 
explained  “the advent of electronic Titles and ‘packaging’ of Titles in discount packages render 
the service charge cap obsolete.” 

If the calculated overbillings on the sampled invoices are consistent with EBSCO’s state-
wide billings since contract inception in 2005 ($115 million), statewide overbillings would 
approximate $1 million.
 
As a result of our audit testing and interviews with EBSCO officials, it is evident that EBSCO is not 
complying with contract billing terms.  While the documentation provided to the Comptroller 
at the inception of this audit contained misleading data related to the cap on surcharges, it 
could not be definitively determined that the information was presented to deceive the auditors.  
OGS officials generally agree with these findings and have been working with EBSCO officials 
to redesign the contract language for future periods and to discuss reimbursement.  

Our audit report contains three recommendations.

This report, dated August 12, 2010, is available on our website at: http://www.osc.state.ny.us.
Add or update your mailing list address 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



                                     
Division of State Government Accountability    9

Introduction

The Office of General Services (OGS) was created in 1960 to provide 
essential support services for the operation of State government. 
OGS services  include property management, design and construction, 
information technology, and procurement services.  OGS is responsible 
for awarding many State-wide contracts servicing common purchasing 
needs of all State agencies and other authorized government entities.  
These Statewide contracts are designed to provide assurance that 
reasonable prices will be charged for the respective goods and services 
offered.

On June 14, 1998, OGS set up contract group 20020 with multiple 
subscription service providers, to provide books, journals, magazines 
and other literary materials (Titles) in all formats (e.g., print, CD-Rom, 
electronic journals, etc.) to State agencies, political subdivisions and 
other authorized entities.  Subscription ordering and billing activities take 
place directly between the subscription service provider (provider) and 
user agencies.  Prices for each subscription Title are set by the publisher, 
and each provider is permitted to apply an agreed upon service charge 
calculated as a set percentage of the publisher’s price.  Under the EBSCO 
agreement, EBSCO agreed that its service charge would not exceed the 
lesser of five percent of the cost of each individual Title or $35 for any 
individual Title.  

The contract requires provider invoices to include sufficient data, such as 
the contract number, description/quantity of items purchased, the price 
per item, and service charge, to allow user agencies the opportunity to 
review the propriety and accuracy of billings.  

EBSCO Subscription Services, Inc. (EBSCO) is the largest provider in 
this contract group.  State agency purchases from the EBSCO contract 
(PC53575) average over $10 million annually, aggregating to over $115 
million since the contract’s inception through December 31, 2008.  

The objectives of this joint audit/investigation were to determine whether 
EBSCO has been charging user agencies appropriate prices in compliance 
with contract terms for the period January 1, 2005 through December 31, 
2008, and if EBSCO or its officers and officials had intentionally provided 
inaccurate information and documentation to conceal contract breaches.  
To accomplish our objectives, interviews were conducted of OGS and 
EBSCO officials and staff and records pertaining to the contract were 

Background

Audit Scope, 
Methodology 
and Authority

Introduction
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reviewed, including selected purchasing documentation and EBSCO 
invoices, as well as summary expenditure reports from OGS and EBSCO.  
The audit testing included a comparison of prices charged by EBSCO to a 
sample of SUNY-related user agencies selected invoices to contract pricing 
and service charge specifications.  The Comptroller’s Investigations Unit 
and the  New York State Office of the Inspector General focused on areas 
of potential impropriety based on a suspicion that EBSCO regional Vice 
President and General Manager Carl Teresa had intentionally provided 
false information and documentation to conceal his office’s breach of the 
2005 contract terms specific to the $35.00 cap on service charges.    

The State Comptroller’s audit staff conducted the performance audit 
portion of this review according to generally accepted government 
auditing standards. Those standards require that auditors plan and 
conduct the audit to obtain sufficient, appropriate evidence to provide 
a reasonable basis for their findings and conclusions based on the audit 
objectives.  It is believed that the evidence obtained provides a reasonable 
basis for our findings and conclusions based on our audit objectives.

The examination was conducted 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, as well as New York State 
Executive Law Article 4-A which establishes the Office of the New York 
State Inspector General and outlines its duty and authority to investigate 
allegations of corruption, criminal activity, conflicts of interest or abuse 
in state agencies.  The Inspector General further has the duty to review 
and examine the policies and procedures of agencies regarding the 
prevention of misconduct and to recommend remedial action to prevent 
or eliminate such abuses.  

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. 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.
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A draft copy of this report was provided to Office of General Services and 
EBSCO officials for their review and comment. Their comments were 
considered in preparing this final report.  

Within 90 days of the final release of this report, as required by Section 
170 of the Executive Law, the Commissioner of the Office of General 
Services 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.

Major contributors to this report include OSC staff members Frank 
Patone, Michael Solomon, Brian Lotz, Adrian Wiseman, Anthony 
Calabrese, Melissa Davie, and Stephanie Kelly, and Inspector General 
staff members Sherry Amarel and Daniel Sullivan.

Reporting 
Requirements

Contributors 
to the Report
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Audit Findings and Recommendations

The State Comptroller and the Inspector General found that EBSCO was 
overcharging certain user agencies by not complying with contract pricing 
terms. If the rate of overbilling determined from our audit sampling is 
consistent throughout EBSCO’s billing practices statewide since contract 
inception, then overcharges to all user State agencies would approximate 
$1 million.  While the documentation provided to the Comptroller at the 
inception of this audit contained misleading data related to the cap on 
surcharges, it could not be definitively determined that the information 
was presented to deceive the auditors.

The EBSCO contract establishes a set price for each individual Title sold, 
and allows for EBSCO to apply a service charge to recover processing 
costs. The service charge is applied as a percentage of the individual Title 
price and varies based on user agency volume (e.g., a lower percentage 
service charge for high-volume user agencies).  In all cases, the service 
charge percentage is not to exceed the lesser of five percent or $35 per 
individual Title.  Pursuant to the contract, for billing purposes, EBSCO 
invoices may reflect a service charge for each individual Title, or aggregate 
the service charge dollars into one lump sum.  

All EBSCO invoices billed to 13 SUNY-related user agencies (EBSCO’s 
largest State customers), for the 2006-07 and 2007-08 school years, were 
selected in order to determine whether EBSCO was billing the agencies 
in compliance with contract pricing terms.  The total dollar value of the 
sampled invoices was $11.6 million.  

Records revealed that EBSCO reported its service charges as one lump 
sum on each invoice.  As such, user agencies could not determine whether 
any of the individual service charges for specific Titles were accurate or 
exceeded the agreed upon service charge limits.  Agencies were permitted 
by the contract to request detailed invoices from EBSCO; however, this 
request was never made.

EBSCO Vice President and General Manager, Carl Teresa, who was the 
regional manager in charge of sales and service in New York State, was 
contacted at the beginning of the audit to determine how EBSCO applied 
its service charges and how the $35 cap was implemented.  Teresa told 
officials that EBSCO’s computer system was configured with a “customer 
control line,” which he explained as an encoded feature in the mainframe 
to prevent the service charge from exceeding $35 for all New York state 
customers purchasing from the OGS contract.  

Service 
Charge 
Overbillings

Audit Findings  and 
Recommendations
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The Inspector General visited one of the sampled SUNY user agencies, 
SUNY Binghamton, to review its EBSCO invoices.  The Director of 
Libraries told the Inspector General that his staff reviewed EBSCO’s 
recent billings and determined that EBSCO was charging a flat rate of 
4.5% service charge for each title, which he believed was consistent with 
the terms of the EBSCO contract.  The Director of Libraries admitted he 
had no knowledge of the $35 maximum service charge stipulated in the 
contract. 

Based on the records the State Comptroller received from the sampled 
SUNY agencies and SUNY Binghamton’s invoices obtained by the Inspector 
General, each of which contained a one-lump sum service fee, a request 
was made to EBSCO Vice President Teresa to provide a copy of SUNY 
Binghamton’s invoice to determine how the $35 cap was implemented.  
Teresa provided an invoice containing remarkable differences with the 
invoice SUNY Binghamton had provided investigators.  The invoice 
Teresa provided referenced a $35 service charge cap for specific titles 
whereas Binghamton’s record noted a lump-sum service charge.  As a 
result, the audit/investigative team conducted an on-site meeting at 
EBSCO’s Regional Office in Tenafly, NY, with Teresa to seek clarification.      

During the visit, Teresa admitted he was aware of the terms of the 
OGS contract, referring to the $35 cap.  When asked about the copious 
discrepancies between the Binghamton invoice he recently sent to the 
Comptroller and the invoice obtained directly from Binghamton, Teresa 
admitted he modified the statement he sent to the Comptroller because 
he purportedly believed the Comptroller requested the data in a specific 
format applying the $35 service charge cap to each title and did not 
request a copy of the original billing invoice sent to SUNY Binghamton. 
Teresa claimed that although EBSCO sometimes limits its per Title 
service charges to $35, he negotiated several new written terms with each 
SUNY entity, contrary to the OGS contract terms, in favor of a lower 
standard service charge rate.  The new rate allegedly resulted in a better 
deal for the SUNY entity; however, under these arrangements the $35 
cap on service charges would not apply.  A request was made for copies 
of these written proposals of new terms but our review found that none 
were signed by any user agencies or incorporated into a contract.  
   
Due to the misleading billing statement from Teresa which provided 
auditors with faulty information, the Inspector General subpoenaed 
from EBSCO detailed billing information (individual Title prices and 
service charges) for each of the 13 sampled invoices.  Upon receipt of the 
detailed documentation, OSC auditors determined that in none of the 
sampled invoices was the $35 per Title cap applied as required.  Instead, 
EBSCO assessed the approved service charge percentage on each Title 
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without limit resulting in certain more expensive Titles warranting 
service charges that far exceeded $35.

For example, for one of our sampled user agencies, the invoices for the 
selected 2006-07 school year period totaled $2,066,668 before adding 
on the approved service charge.  The aggregate service charges on the 
selected invoices totaled $29,925. The actual service charges for this user 
agency should have totaled $20,822 based on the prices of the individual 
Titles included on these invoices and the $35 cap.

After comparing the actual service charges billed to each of our sampled 
agency invoices to the detailed billing information subsequently supplied 
by EBSCO, the calculated total overbillings for the sampled invoices 
amounted to approximately $105,000, an average of nine tenths of one 
percent of the total sampled billings ($105,000 / $11.6 million).

The audit/investigation findings were shared with senior EBSCO central 
office officials who stated that they were unaware of the $35 service 
charge limit in the contract and conceded to the inappropriate billing in 
some instances by Teresa and agreed to reconcile the difference.  EBSCO 
officials requested an opportunity to review the detailed billing data we 
had previously obtained from Vice President Teresa and subsequently, 
several weeks later, provided their own explanation as to how the service 
charges were allocated among individual Titles on an invoice.  The newly 
submitted data reflected service charges being allocated evenly among 
each of the Titles on a given invoice. For example, an invoice with 100 
Titles and an aggregate service charge of $1,000 showed each Title with a 
$10 service charge.  This approach resulted in many individual Titles on 
the invoice having a service charge that exceeded the agreed upon service 
charge percentage limit of five percent - and in some cases - exceeded the 
actual price of the illustrated Title.  

EBSCO central office officials further stated that they had determined that 
the current contract’s $35 service charge limit is not always appropriate 
with the advent of electronic Titles and “Title packaging.”  Title packaging 
provides user agencies with discounted Title fees when purchasing several 
Titles at one time and also results in a reduced service charge since the 
service charge percentage is only applied once to the discounted price - 
and not on each individual Title. Although EBSCO officials were able to 
show examiners that they were packaging Titles to our sampled agencies 
for the 2008-09 school year (after our audit scope period), they could not 
provide any evidence of such discounting on the sampled invoices.  

Based on audit testing and investigative interviews with EBSCO 
officials, it is clear that EBSCO has not been complying with contract 
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billing terms.  Specifically, under Teresa’s supervision, EBSCO violated 
its contract with the state by offering its state customers a guaranteed 
rate program which was contrary to the terms of the OGS contract. As 
such, if the calculated percentage overbillings on the sampled invoices 
are consistent with EBSCO’s state-wide billings since contract inception 
in 2005 ($115 million), state-wide overbillings would approximate $1 
million. The investigation determined that while Teresa’s explanation 
of why he provided the requested information in a misleading format 
strains credulity, it could not be determined that this was done with the 
intention to deceive auditors.  The reasonableness of this conclusion is 
confirmed based on the fact that Teresa provided accurate information 
to SUNY Binghamton after the audit was commenced, where it could 
be reasonably assumed that that information would find its way into the 
hands of OSC auditors.

OGS officials generally agree with these findings and stated that OGS 
did not approve any action to amend contract billing terms and that they 
were not aware that EBSCO had made such a determination.  They also 
noted that they have been working with EBSCO officials to redesign the 
contract language for future periods.

 

1.	 Follow up with EBSCO on the overbilling practices identified in this 
audit and determine the extent of recovery that is appropriate.

2.	 Work with the agencies to monitor EBSCO billing practices and to 
help ensure the practices comply with contract terms.

3.	 Continue to work with EBSCO to determine what amendments are 
necessary to existing contracts, or what provisions are necessary for 
any new contract, to ensure an appropriate billing methodology is in 
place for service charges.

Recommendations
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Agency Comments

Agency Comments
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