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         Report 2004-S-89 

 
Dear Mr. Rothbard: 
 

Pursuant to Article 14 of the 1983 agreement between the City University of New York and 
the Research Foundation of the City University of New York, we have audited the procurement and 
contracting practices of the Research Foundation of the City University of New York.  Our audit 
covered the period July 1, 2003 through January 31, 2005.   
 
A.  Background 
 
 The Research Foundation of the City University of New York (Foundation) was chartered in 
1963 as a non-profit [501(c) (3)] educational corporation to administer external grants (for research, 
training, student support, and other activities) that are awarded to the City University of New York 
(CUNY).  The Foundation is governed by a Board of Directors that includes representatives from 
CUNY colleges, as well as a representative from private industry.  The Chancellor of CUNY serves 
as chairperson of the Board, ex officio.  The Foundation carries out its responsibilities pursuant to a 
contract with CUNY effective January 1, 1983.  The Foundation provides business administrative 
functions; including personnel, payroll, purchasing, timekeeping, and accounting for grant awards to 
the CUNY campuses.  In addition, the Foundation collects reimbursements for the facility and 
administrative support (or indirect) costs incurred by the Foundation and CUNY for sponsored 
programs.  (Indirect costs are those incurred for common or joint objectives, and therefore, such 
costs cannot be identified readily and specifically with a particular sponsored project or other 
institutional activity.)  The Foundation collects more in indirect cost reimbursements than it needs to 
fund Foundation administrative and support functions.  The residual indirect cost recoveries and 
other miscellaneous revenues are available to campus officials for discretionary purposes, as 
identified by CUNY officials.  
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The Foundation has about 5,000 employees.  For the fiscal years ended June 30, 2003 and 
2004, the Foundation administered $287 and $301.5 million, respectively, in government and private 
grants for CUNY.  Revenues from indirect cost recoveries, investments, and miscellaneous sources 
totaled about $46 million for the two years.  The Foundation expended about $38 million of these 
revenues on administrative operations and other CUNY initiatives.  The Foundation also makes a 
payment each year to the CUNY tuition and fees income fund from these indirect cost recoveries.  
The amount of the payment is agreed upon by the Foundation and CUNY and approved by the State 
Director of Budget.  For the 2003-2004 year, the direct payment made to CUNY’s income fund was 
$3.5 million. 
 
 The Foundation is not subject to the State’s standard review and approval processes with 
respect to procurements.  Specifically, disbursements made by the Foundation are not subjected to 
the State’s standard budgetary controls and the pre-audit processes of the Office of the State 
Comptroller (OSC).  However, the Foundation’s contract with CUNY requires it to establish policies 
and procedures that are consistent with New York State and CUNY regulations.     
 
B. Audit Scope, Objective and Methodology 
 

We audited the Foundation’s controls over the procurement of goods and services for the 
period July 1, 2003 through January 31, 2005.  The objective of our audit was to determine if the 
Foundation had established adequate internal controls over its purchasing and contracting functions. 
 Specifically, we sought to determine if the Foundation complied with its requirements for vendor 
competition, and if the justifications for sole/single source procurements were adequately 
documented.  To accomplish our objective, we reviewed the Foundation’s procurement policies and 
procedures, interviewed Foundation officials, downloaded payment information from the 
Foundation’s computer system, and tested samples of payments.  Using both random and judgmental 
sampling methodologies, we selected 165 payments (including 88 non-contract payments and 77 
payments related to Foundation contracts) for review.  In addition, we judgmentally selected and 
reviewed a limited number of payments made to Foundation employees, CUNY employees, and 
members of the Foundation’s Board of Directors.  We also reviewed a limited number of Foundation 
payments that were made for claims originally submitted by CUNY to OSC for payment with State 
funds.          
 

We conducted our audit in accordance with generally accepted government auditing 
standards.  Such standards require that we plan and perform our audit to adequately assess 
Foundation operations included in our audit scope.  Further, these standards require that we 
understand the Foundation’s internal control structure and compliance with those laws, rules, and 
regulations that are relevant to the operations included in our audit scope.  An audit includes 
examining, on a test basis, evidence supporting transactions recorded in the accounting and 
operating records and applying such other auditing procedures as we consider necessary in the 
circumstances.  An audit also includes assessing the estimates, judgments and decisions made by 
management.  We believe that our audit provides a reasonable basis for our findings and 
conclusions. 
 

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; 
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preparing the State’s financial statements; and approving State contracts, refunds, and other 
payments.  Furthermore, the Comptroller appoints members to certain boards, commissions, and 
public authorities, some of whom have minority voting rights.  These duties may be considered 
management functions for purposes of evaluating organizational independence under generally 
accepted government auditing standards.  In our opinion, these management functions do not affect 
our ability to conduct independent audits of program performance. 
 
C. Results of Audit  
 

We concluded that the Foundation generally complied with its procurement policies and 
procedures for the non-contract type payments that we reviewed.  However, the Foundation often 
did not comply with its prescribed policies and procedures related to contract procurements and for 
procurements that should have required a contract.  We noted that the Foundation failed to obtain 
competitive bids for certain procurements and the basis for selecting particular sole source vendors 
was not always documented.  Also, consultant payments to a SUNY employee and a CUNY 
employee were not consistent with the Foundation’s procurement policies, and they might have been 
in violation of the Public Officers Law.   

 
1.  Compliance with Foundation Policies and Procedures 

 
The Foundation’s procurement policy 501-D prescribes certain requirements for the 

acquisition of equipment, supplies and services.  Specifically, the policy requires officials to obtain 
three written bids for purchases that exceed specific thresholds ($25,000 for procurements with 
Federal and Foundation funds - and $15,000 for procurements with State and private grant funds). 
The policy also addresses exceptions to the bidding requirements, including the following situations: 
when a vendor is the sole manufacturer/distributor of a product; when the purchase price of an item 
is established by New York State, New York City or Federal contract; and when extenuating factors 
exist (i.e., emergencies and/or the experience with a particular vendor).  If extenuating factors exist, 
Foundation policy requires formal justification for all such single source procurements.  

 
In addition to policy 501-D, Foundation policy 518-B also provides guidance for personal 

service procurements.  However, these two policies conflict in a significant respect.  Although policy 
501-D requires competitive bidding for personal services (generally consultants), policy 518-B does 
not.  Instead, policy 518-B requires Foundation staff to maintain documentation of the process used 
to select a personal service contractor, including the need for that particular contractor’s services and 
the reasonableness of the contractor’s fees.  We concluded that policy 518-B was the appropriate 
criterion for the purposes of our audit because it is consistent with the practices generally used by 
State agencies and other public benefit corporations to select personal service contractors.  Further, 
we determined that Foundation officials should revise these policies, as appropriate, to ensure that 
they are applied correctly.     
 

We reviewed the supporting documentation for 165 sampled payments.  The 165 payments 
consisted of 77 contract payments (including payments made from existing contracts and large 
payments that should have been subject to contractual agreements) and 88 smaller non-contract 
payments (for travel, supplies and various other expenses).  The Foundation generally complied with 
its procurement policies for the non-contract payments we reviewed.  The Foundation, however, did 
not fully comply with its policies for 17 of the 77 contract payments examined.  These 17 payments 
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totaled $735,864 and corresponded to about $1.3 million in procurements.  In some instances, the 
payments did not comply with more than one of the Foundation’s procurement policies.  Based on 
our review, we identified: 

 
• Ten payments totaling $472,388 were made on contracts without documentation that the 

Foundation’s prescribed vendor selection processes had been followed.  The ten payments 
ranged from $3,000 to $312,500.  The payments were made for insurance and risk 
management, legal and other consultant services, including lobbyists.  The Foundation 
entered into two contracts with a lobbyist without obtaining formal bids or proposals for 
the work.  The contracts totaled $358,000 (including one for $250,000 and the other for 
$108,000).  Moreover, the contracts did not prescribe the specific deliverables the 
lobbyist should provide, and the payment process did not include the specific information 
and documentation the lobbyist should provide to support its bills to the Foundation. 

 
• Five payments totaling $143,261 were made to vendors with whom the Foundation had 

no contractual agreements, although the dollar amounts of the procurements exceeded the 
thresholds for which contracts were required in each case.  The payments we identified 
ranged from $13,000 to $38,000.  Further, these procurements were not competitively bid, 
nor was there documentation justifying the selection of the vendors in question.  Without 
written contracts and appropriate vendor competition, the Foundation had limited 
assurance that contractors provide the required services at the proper prices and/or rates; 
and 

 
• Two payments totaling $120,215 were made on contracts that were not competitively bid. 

One of the payments (for $104,836) was for printing.  Officials indicated that the vendor 
was a sole-source provider.  However, there was no documentation that other printers 
were contacted to determine if they could provide the particular services in question. 

   
We also determined that the Foundation entered into a five-month contract with a consultant 

for training and supervising new admissions personnel at CUNY’s City College.  The original 
contract amount was $25,000.  However, the contract was extended several times during 2003 and 
2004, and consequently, the consultant was paid a total of $100,750.  The justification for the 
selection of this particular consultant, the need for the service provided, and the reasonableness of 
the consultant’s fees should have been documented, as required by policy 518-B.  However, they 
were not.  According to officials, the consultant was selected because she had the experience needed 
for the job.  In addition, officials indicated that they did not advertise the contract or search for other 
potential providers because the consultant was hired on a part-time basis.  We maintain, however, 
that the Foundation should have followed its formal procurement policies in this instance given the 
amount of the total payments ($100,750) made to the consultant under this arrangement. 

 
2.  Payments to a SUNY Employee and a CUNY Employee 

 
 Section 73, subdivision 4(a) of the Public Officers Law (Law) states that an employee of a 
State entity may not sell any goods or services, having a value in excess of $25, to any State agency 
unless such goods or services are provided pursuant to a public, competitive bid.  Section 73 applies 
to employees of the State University of New York (SUNY), CUNY, and other State agencies.  We 
compared the payments made by the Foundation to State payroll information to determine if State 
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employees were conducting business with CUNY through the Foundation.  Our test was designed to 
identify instances whereby Foundation funds were used in possible violation of the Public Officer’s 
Law.  We identified two potential violations.   
 

In one instance, the CUNY Law School hired an employee of SUNY’s College at Purchase 
as a consultant for website design services, and the CUNY Law School used its allocation of 
Foundation discretionary funds to pay the SUNY employee about $16,000.  The services were 
acquired without competition.  According to an Associate Dean, the CUNY Law School hired the 
SUNY employee because the consultant had worked previously on certain Law School publications. 
According to CUNY officials, the employee was only an adjunct instructor at SUNY Purchase, and 
therefore, he was not prohibited under the Law from providing services.  In the second instance, a 
CUNY employee was hired, as a consultant, by Hunter College to provide training services related 
to immigration and child welfare issues.  Hunter College also used Foundation funding to pay for 
these services, which cost $4,800.  This service was also acquired without the benefit of competition. 
 

CUNY officials were responsible for the selection of both consultants and the authorization 
of the payments for their services.  Furthermore, there was no documentation supporting the 
selection of the individuals (as otherwise required by Foundation policy).  As such, both of the 
arrangements in question appear to conflict with Section 73 subdivision 4(a) of the Law.  Although 
we have not concluded that these arrangements constitute a violation of the Law, we will refer these 
matters to the State Ethics Commission for further review.  

 
3.   Payments of CUNY Vouchers Denied by OSC 

 
We compared the Foundation’s payment file to OSC’s list of rejected CUNY vouchers.  In 

two instances, we concluded that CUNY officials circumvented State controls by using the 
Foundation to pay vendors after OSC denied State payment of the claims because documentation of 
vendor competition was inadequate.  Specifically, we found that CUNY’s Hunter College submitted 
a voucher to OSC for space the College rented for continuing education classes it provided at a 
nearby high school. OSC rejected the voucher and requested officials to provide bidding 
documentation or sole-source justification.  Instead, Hunter College contracted with and paid the 
high school $85,422 through the Foundation without evidence of competition or justification of the 
sole source.  In the second instance, the Foundation paid a professor, who was on paid leave from 
Kingsborough Community College, as a consultant for York College. York College initially 
submitted a voucher to OSC to pay this consultant.  However, OSC returned the voucher to York 
College and requested that the service in question be advertised and competitively bid.  Instead, 
York College hired and paid the consultant $38,500 through the Foundation without advertising for 
the service and obtaining vendor competition for it.   

 
4.  Procurements Lacking Adequate Support Documentation 

 
Invoices from a vendor should only be paid when sufficient documentation is available to 

confirm that the goods or services provided were consistent with quantity, quality, and delivery 
specifications.  Foundation policy 501-D requires staff to use the receiving copy of a purchase order 
to certify the receipt of equipment purchased.  This is a check-off form which should be signed by an 
appropriate official to document that goods were actually received.   
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However, we identified five payments, totaling about $694,000 for computer equipment 
delivered to several CUNY colleges, for which the documentation that the equipment was received 
and in good working order was inadequate.  Officials provided the receiving copies for four of the 
payments in question to us.  As such, one of the receiving copies was missing.   Further, the 
receiving copies that were available did not demonstrate that officials actually verified that the 
equipment was received.  The receiving copies were not signed by either a Foundation or a CUNY 
official.  Foundation officials subsequently provided us with a Foundation equipment inventory 
report. However, this report did not identify the specific computer equipment in question.  
Consequently, there was insufficient evidence that CUNY colleges actually received all of the 
equipment.  We noted that certain CUNY colleges routinely submitted receiving reports (forms 
separate from the purchase orders) with their payment requests to the Foundation.  Perhaps the 
colleges that do not currently use receiving reports could prepare and submit them with vendor 
claims to the Foundation in the future. 

 
We also identified four payments totaling $92,891 in which the related invoices did not 

sufficiently detail the specific services that were rendered.  The payments were primarily for 
software maintenance (among other services) and ranged from $5,000 to $62,500. 

 
Recommendations 

 
1. To comply with Foundation procurement policies, require central office and campus officials 

to obtain a minimum of three written or verbal bids or proposals for procurements at or 
exceeding the prescribed threshold amounts.   

 
 (Foundation officials agreed with the recommendation and indicated that they will update 
 web-services and training programs, as well as strengthen enforcement efforts, to ensure 
 compliance with the established policies.) 
 

2. Ensure that the justification(s) for using single or sole source contracts and personal service 
consultants are adequately documented whenever such contracts or consultants are used.   

 
 (Foundation officials agreed with the recommendation and indicated that they will insist that 
 purchasers furnish adequate supporting documentation for single and sole source 
 procurements, consistent with the established policies.)  

 
3. Formally review Policies 501-D and 518-B and identify any conflicting guidance within 

them.  Amend the policies as necessary. 
 
 (Foundation officials agreed with the recommendation and indicated that they will eliminate 
 any conflicting statements in policies 501-D and 518-B.) 
 

4. Ensure that all Foundation business arrangements with SUNY and CUNY employees are 
fully consistent with pertinent provisions of the Public Officers Law. 
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(Foundation officials did not specifically agree or disagree with the recommendation.  
 However, officials indicated that they will implement procedures to heighten awareness of 
 CUNY employees’ obligations under the Public Officers Law.) 
 

5. Do not use Foundation funds to pay claims that have been denied payment with State funds 
by OSC.  

 
 (Foundation officials did not specifically agree or disagree with the recommendation.  
 However, officials indicated that they will ask CUNY officials to implement procedures to 
 prevent a reoccurrence of this problem.  In addition, officials indicated that they will deny 
 Foundation payment of claims denied by OSC and advise CUNY officials to revisit such 
 matters with OSC.) 
 

6. Prior to paying invoices, require adequate supporting documentation of the products and 
services provided.  Supporting documentation should include properly prepared receiving 
copies of purchase orders or receiving reports, when appropriate. 

 
 (Foundation officials agreed with the recommendation and indicated that they will increase 
 their scrutiny of purchase orders and receiving documents.)   

 
We provided Foundation officials with draft copies of this report for their review and formal 

comment.  Their comments were considered in preparing this report and are attached as Appendix A. 
Officials agreed with our recommendations and indicated that they will take steps to implement 
them. 

 
Within 90 days after the final release of this report, we request the President of the 

Foundation to report to the State Comptroller, advising what steps were taken to implement the 
recommendations contained herein, and where recommendations were not implemented, the reason 
why. 

 
Major contributors to this report were Tenneh Blamah, Bebe Belkin, Hugh Zhang, Arthur F. 

Smith and Brian Mason. 
 
We wish to thank the Foundation management and staff for the courtesies and cooperation 

extended to our auditors during this audit. 
 

Very truly yours, 
 
 
 

Steven E. Sossei 
Audit Director 

 
cc: Mr. Matthew Goldstein, City University of New York 

 Mr. David Rankert, City University of New York 
 Lisa Ng, Division of the Budget 
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