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Executive Summary
Urban Development Corporation
And Job Development Authority
Staff Study: Consolidation Of The State’s
Economic Development Entities And Programs
Scope of Study

The State Legislature created four primary entities to aid economic development within the State. These entities are the Department of Economic
Development (DED), the Job Development Authority (JDA), the Urban
Development Corporation (UDC), and the Science and Technology Foundation
(STF). Traditionally, these entities have provided grants, loans, and training
to assist businesses in New York State. Prior to 1995, each of these entities
was administered separately. However, since 1995, the four entities have been
operationally merged and referred to as Empire State Development (ESD). The
Commissioner of DED chairs the boards of directors of UDC, JDA, and STF.
To guide the consolidation, officials developed a plan known as “The New
Beginning.” This plan included 11 recommendations for the consolidation of
the four organizations. The recommendations included such items as reductions
in the number of employees and programs, and decentralization of the loan
review process. In addition, to facilitate the consolidation, officials created the
Empire State Development Corporation (ESDC), as permitted by state law.
ESDC is a subsidiary of UDC and administers the programs of JDA and UDC.
An Executive proposal submitted with the 1997-98 budget to merge the
Department of Economic Development, and Science and Technology
Foundation into the ESDC was not enacted by the State Legislature.
We reviewed The New Beginning and ESDC’s current state of operations to
determine whether the plan’s 11 recommendations were implemented. In
addition, we evaluated the level of customer service satisfaction as a result of
the consolidation. We reviewed its database system, its current governance
structure and briefly reviewed JDA’s loan portfolio management in follow-up
to an earlier audit. We also reviewed the levels of program activity of the
State economic development entities from April 1, 1992 through January 31,
1997. Our study sought to answer the following questions:
!

Did the merger/restructuring have a positive effect on ESDC’s strategic
goals and performance?

!

How has customer service been impacted by the consolidation?

Study Observations
and Conclusions

Most of The New Beginning’s recommendations have been implemented. For
example, there are fewer and more flexible economic development programs
and the cost to administer the programs is lower. However, management still
needs to complete efforts to decentralize loan review processes and meet its
goal to further reduce the entities’ aggregate budget. We also noted that the
consolidation plan lacked formal time frames for full implementation of
recommendations and performance indicators to help assess the impact of this
initiative. Without formal benchmarks and subsequent assessments to measure
the impact of the consolidation, management has limited assurance that the
consolidation is achieving its objectives of economic development initiatives.
(See pp. 5-8)
Although ESDC has improved (customer community organizations that provide
economic development assistance to local businesses) service by providing onestop shopping through its ten regional offices, it still has not placed loan review
officers at four of these offices or developed alternatives to doing so. Further,
some of the customer organizations we surveyed stated that since the
consolidation they have been unable to obtain relevant and timely program
information from the regional offices. Some respondents indicated that
regional office staff appear to be unsure of which programs are active and have
to contact central ESDC offices in New York City or Albany to get answers.
This may have a negative impact on overall program activity. (See pp. 9-13)
ESDC officials could not provide us with a comprehensive report which
summarized all of ESDC’s program activity. Instead, officials provided us
with separate reports from each entity, with the exception of the DED (for
which no report was provided). Such a report could not be generated because
information needed on the report was maintained on different databases that
were not totally linked. Moreover, the reports received were incomplete and/or
contained errors. System weaknesses increase the risk that economic development recipients may receive funding when they are no longer qualified for it.
Efforts to improve data systems must therefore be accelerated. (See p. 15)
The internal control environment of an organization can be significantly
impacted by the actions of its board of directors, which provides direction on
major issues. The level of attention and direction provided by the board can
help set the tone of an organization and influence the control consciousness of
management. Consequently, the presence of an independent board is necessary
to help ensure that adequate internal control exists within an organization.
However, the board of directors of ESDC is not independent, because the
Commissioner is both board chairman and CEO of ESDC. We would note that
major problems in recent years at JDA (prior to the current administration)
have been attributed, at least in part, to the inadequate oversight by the board
of directors. Thus, we conclude that ESDC’s board of directors should be
independent from its executive management. (See pp. 17-18)

Comments of
Officials

In their response to the draft report, ESDC officials indicated that they have
taken and will be taking actions to address all but one of the issues we
identified for consideration. Officials stated that the Commissioner’s dual
position of CEO and Board Chairman of ESDC does not impact the quality of
Board oversight of ESDC activities. In response to our concern that ESDC
establish measurable goals and objectives, ESDC officials cited improvements
in the statistics on Statewide employment and various other economic
indicators. However, we believe that these statistics are not an appropriate
gauge of the impact of New York’s economic development programs and do
not confirm the effectiveness of ESDC’s efforts in contributing to those factors.
For example, ESDC’s response ignores the fact that the State’s economic

growth has been driven by the strength of the financial markets in New York
City, where employment has grown at over twice the upstate pace since 1995.
New York ranks 45th among states in private sector job growth from January
1994 to August 1997, and ranks 48th on a total employment basis. ESDC
officials also cite the Governor’s tax reductions and regulatory reforms as the
cause of New York’s improvements. However, ESDC has not provided an
analysis to support the claim that personal income tax reductions and
regulatory reform have led to significant job creation in New York or had
measurable impacts on the business climate. In fact, New York State still
ranks among the states with the highest cost of doing business according to
independent studies. The claim that ESDC’s efforts have improved New York
State’s economic development remains unsubstantiated by findings within this
study.
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Introduction
Background

The New York State Legislature created four primary entities with the mission
of generating economic development within the State. These entities are the
Department of Economic Development (DED), the Job Development Authority
(JDA), the Urban Development Corporation (UDC), and the Science and
Technology Foundation (STF). Prior to 1995, each of these entities existed and
were administered separately. However, since 1995, State economic
development officials have collectively referred to these entities as Empire
State Development (ESD), as part of their effort to consolidate the State’s
economic development programs. ESD is neither a public corporation nor a
State agency. ESD is a name created by the current administration to help
market these programs. Also in 1995, UDC created a subsidiary named the
Empire State Development Corporation (ESDC), as permitted by State law.
JDA and UDC conduct affairs under the name of ESDC. An organization
chart of the ESD entity is included as Exhibit A.
The DED was created in 1941 as the lead agency to coordinate all statewide
economic development programs, prepare strategic plans, and review program
plans in conjunction with State authorities and agencies. Its’ programs
emphasize technical assistance for economic development. The DED promotes
domestic and international investment in New York State to create private
sector jobs and generate additional tax revenues. It also coordinates its own
technical and financial assistance with that provided by public and private
development agencies to attract new industries, encourage existing businesses
to expand, increase foreign investment and trade, promote tourism, and
encourage manufacturers to use secondary or recycled materials.
JDA is a public benefit corporation, created in 1961 to promote, encourage,
and develop the general prosperity and economic welfare of the State. JDA
provides loans to companies seeking to expand facilities, build new plants, and
acquire machinery and equipment. In addition, the JDA operates special
programs for rural development, long-term economic development, and
construction bonding assistance. JDA also administers several special revenue
funds and is currently authorized to issue $750 million in state-guaranteed
bonds and notes to generate the operational funds it needs. As of March 31,
1996, JDA had a cumulative operating deficit of $71.7 million, which was
generated during the prior administration. To eliminate this deficit, UDC
officials had to develop a multi-year deficit reduction program.
UDC is a public benefit corporation created in 1968 to develop housing for
people with low and moderate incomes; its program emphasis was shifted in
the late 1970s from housing to economic development. UDC’s goal is to
create and retain jobs in the State; help industries and businesses start up,
retool, and expand; and eliminate blight in economically-depressed areas. To
achieve this goal, UDC administers a series of economic development programs

designed to assist businesses and industries. UDC obtains State appropriations
to fund its operations.
The STF is a public benefit corporation established in 1963 to create and
administer programs that promote scientific and technical education,
industrially-relevant research and development, industrial productivity, and the
capitalization of new businesses in high technology. Funded primarily through
annual State appropriations, STF makes equity investments, loans, and awards
through a variety of programs.
The Commissioner of the DED chairs the boards of directors of UDC, JDA,
and STF. The Commissioner is also the President and CEO of the UDC, as
well as the board chairman and CEO of ESDC.
In 1995, to guide the administration of the State’s economic development
programs, the Governor’s transition team developed a consolidation plan called
“The New Beginning.” This team included representatives from each of the
four entities. The goal of the plan was to “prune bureaucracy to more
efficiently deliver services that encourage new growth in the private sector, and
reduce spending...” To meet this goal, the plan recommended that the four
economic development entities be legally consolidated into two entities. The
DED would absorb the STF’s functions, and the UDC would absorb the JDA’s
functions and be renamed the Empire State Development Corporation. This
Executive proposal for 1997-98 was not enacted by the State Legislature.

Study Scope,
Objectives and
Methodology

We reviewed the effects of the consolidation of the four entities for the period
January 1, 1994 through February 28, 1997. Our objectives were to answer
the following questions:
!

Did the merger/restructuring have a positive effect on ESDC’s strategic
goals and performance?

!

Was customer service impacted by the consolidation?

To accomplish our objectives, we reviewed relevant laws, rules, regulations,
policies, procedures, and other documents relevant to the consolidation. We
interviewed ESDC officials and visited a DED regional office. We also
interviewed officials from local development corporations and the New York
Power Authority. In addition, we sent a survey on customer satisfaction to
organizations that have transacted business with the State economic development entities.
We note that prior reports issued by the Office of the State Comptroller
identified serious deficiencies in JDA’s loan portfolio management. In those
reports, we recommended that JDA strengthen its loan review procedures and
enhance monitoring of outstanding loans and loan guarantees. As part of this
study, we surveyed ESDC’s portfolio management procedures to determine if
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improvements had been made. We also surveyed JDA’s old and new loan
review and portfolio management procedures to determine JDA’s exposure to
delinquent loans. We found that the new procedures require ESDC’s staff to
perform more testing of financial information received from the borrower.
ESDC has also placed a cap on the dollar amount of loans given to applicants.
Further, ESDC officials informed us that the billing functions at JDA will be
outsourced, thereby freeing ESDC’s staff to address the problem loans already
issued. The combination of these factors should allow JDA to maximize its
collection of receivables, while minimizing its risk of loss that occurs when
borrowers do not pay their loans. Thus, our study does not include any further
detail on this issue.

Comments of
Agency Officials

We provided draft copies of this study to ESDC officials for their review and
formal comment. We have considered their comments in preparing this final
report and have included them as Appendix B.
Within 90 days after final release of this study, we request the Chairman of
Empire State Development Corporation to report to the Governor, the State
Comptroller, and the leaders of the Legislature and fiscal committees, advising
what steps were taken to address the issues for consideration contained herein,
and where such issues were not addressed, the reasons therefor.
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Consolidation Design and Implementation
To facilitate the process of decision-making, a governmental entity should
establish and communicate relevant goals and objectives, set measurable targets
for accomplishment and develop and report indicators that measure its progress
in achieving those goals and objectives. We reviewed ESDC’s consolidation
plan to determine whether it outlined goals and objectives, a time frame for
implementing those goals, and performance indicators to measure the outcome
of implemented objectives.
We found that, although the plan outlined 11 recommendations (or objectives)
for consolidating the four entities, it lacked a time frame for implementation
or performance indicators for measuring the impact of implemented objectives.
Without formal benchmarks and subsequent assessments to measure the
effectiveness of the consolidation of the State’s economic development
programs, there is limited assurance that ESDC’s program operations have been
improved sufficiently. For example, one of the plan’s stated objectives was to
reduce operating costs. ESDC implemented this objective by reducing staffing
levels and the number of programs to administer. However, without performance measures, it is difficult to determine what impact, positive or negative,
that these staff and program reductions had. Furthermore, since no time frame
was established for completing the consolidation, it is uncertain when it will
be completed and therefore measurable.
We sent survey questionnaires to Local Development Corporations (LDCs)
which serve as the contact between businesses wishing to obtain economic
development aid and ESDC. The results of the survey indicate that some
LDCs were unsure about which programs were still available through ESD.
For example, LDC officials we interviewed indicated that the uncertainty had
caused them to reduce their marketing efforts in certain programs, such as the
Minority Women Business Revolving Loan Fund, because they are unsure of
the status of the program. This could be detrimental to businesses that
genuinely need loans to compete effectively, but do not receive them.
To accomplish the Governor’s goal of streamlining State government,
representatives from the DED, JDA, UDC, STF and the Governor’s office
formed a transition team. In early 1995, the team produced a planning
document (The New Beginning) that highlights ESDC’s operation, and made
11 recommendations for a consolidation of the four entities. We reviewed
ESDC’s operations to determine whether the 11 recommendations have been
implemented. The following table summarizes each of the plan’s recommendations and indicates its stage of implementation at the time of our review:
The New Beginning Recommendations

Stage of Implementation
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Number of agencies should be reduced to two - the DED/STF and
JDA/UDC (ESDC).

Partially implemented

UDC should absorb the functions of JDA.

Implemented

Reduce JDA staff from 40 to 12 employees and place remaining
staff on UDC’s payroll.

Implemented

Reduce JDA budget from $5.3 million annually to $1.1 million.

Implemented

Provide for an orderly workout of JDA Debt.

Implemented

The chief administrative officer should hold a joint appointment at
the two organizations, heading all administrative functions.

Implemented

Reduce the number of programs to fewer, more flexible programs.

Implemented

Create one-stop shops at regional offices.

Implemented

Decentralize program approval process.

Partially Implemented

Reduce the entities’ aggregate budget from $362 million to $148.6
million.

Partially Implemented

Submit legislation that would:
1.
Provide for common membership of the Boards of JDA,
UDC, and STF.
2.
Change the name of UDC to ESDC.
3.
Make other technical changes to the enabling statutes.

Partially Implemented

As indicated by the table, ESDC officials have implemented most of the
plan’s recommendations. For example:
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!

JDA’s budget was reduced by over $4 million, and its staff was
reduced from 40 to 12 employees. UDC absorbed JDA’s functions
and its remaining employees. Both JDA and UDC now do business as
ESDC. As a result of the consolidation, the four entities now do
business as one organization - ESD. In addition, UDC refinanced its
outstanding bonds and used some of the proceeds to reduce JDA’s
debt. Also, one individual was appointed to serve as the Chief
Administrative Officer of both the DED and ESDC.

!

The number of programs was reduced and the Economic Development
Fund, a comprehensive loan and grant fund, was created. This fund
provides financing for most of the economic development programs
ESDC offers. ESDC implemented one-stop shopping by offering all
of its programs at its regional offices and by providing a standard (or
“universal”) application form that can be used at any of the four
economic development entities.

The plan also contained four recommendations that ESDC has not fully
implemented, as described by the following:
!

Although ESDC officials have programmatically consolidated the
agencies, they have not legally consolidated the agencies. The
Legislature must approve the legal consolidation. (Note: ESDC
officials submitted their response to our draft report after the Legislature passed the 1997-98 State budget. In their response, ESDC
officials noted that the Legislature chose not to support a proposal to
statutorily merge DED and STF into ESDC.)

!

ESDC attempted to decentralize the program approval process by
placing a loan review officer at each of its 10 regional offices.
Currently, however, only 6 of the 10 regional offices has a loan review
officer assigned to it. (Note: In their response to the draft study,
ESDC officials indicated that they have not placed an officer in each
regional office at this time because they did not believe that loan
volume justified placement of a loan officer in all of the smaller
regional offices.)

!

ESDC reduced overall program costs by $163 million compared to its
goal of $213 million during the 1996 fiscal year. (Note: In their
response to the draft study, ESDC officials acknowledged that they
had not completely reached this budgetary objective. They further
noted that the reduction achieved was 45 percent of the prior year’s
spending level.)

!

At the beginning of our fieldwork (August 1996), ESDC officials had
not submitted a legislative proposal to consolidate the four entities into
two by statute. Thus, each of the four entities’ original statutes are
still in force. Also, the UDC, JDA and STF boards continue to
operate as separate bodies. The Commissioner of DED is the
Chairman of the boards of UDC, JDA and STF. However, in January
1997, the Governor’s office submitted a legislative proposal, with the
1997-98 Executive Budget, to merge the DED and STF into ESDC.
(Note: As stated previously, this legislation was not enacted.)

Issues to be Considered
1.

When will ESDC officials establish formal, measurable program
goals and objectives to assess the impact of the consolidation and a
time frame for completing the consolidation?

2.

What impact has the Legislature’s action not to approve the merger
of the four entities had on ESDC’s plans for the future, both
internally and externally?
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Customer Service and Level of Program Activity
A major goal of the consolidation was to improve customer service by: (a)
reducing the number and complexity of programs; (b) providing customers with
one-stop shopping; and (c) providing decentralized decision making. We
reviewed UDC/JDA’s (ESDC’s) operations and found that, for the most part,
ESDC accomplished these three goals. Including programs previously
administered by the DED, the total number of programs provided by ESDC has
been reduced, with some programs eliminated and others merged. ESDC also
created the Economic Development Fund, that enables ESDC to make
available money for any project that meets the prescribed criteria, thus making
ESDC’s overall funding effort more flexible.
ESDC provides customers (community organizations that provide economic
development assistance to local businesses) with one-stop shopping through the
DED’s regional offices. Businesses that need economic development aid can
now obtain information about the various programs offered by all four
economic development entities at any regional office. ESDC has also
developed a universal application available at any regional office that the
customer can use to apply for economic development aid. To facilitate one-stop
shopping for its customers, ESDC will provide decentralized decision-making
at the regional offices. It planned to accomplish this goal by providing each
regional office with a loan review officer.
The loan review officer determines whether or not an applicant qualifies for
funding from ESDC and which applications will be sent to the board for
approval. However, at the time of our review, only six of the ten regional
offices had a loan review officer. By reducing the number of programs,
providing its customers with one-stop shopping, and attempting to place loan
review officers at regional offices, ESDC has improved customer service.
(Note: As stated previously, in their response to the draft study, ESDC officials
indicated that they have not placed an officer in each regional office at this
time because they did not believe that loan volume justified placement of a
loan officer in all of the smaller regional offices.) ESDC has also developed
a web site that allows the public to obtain information, through the Internet,
about doing business in New York State.
Because one function of the State’s economic development entities is to
provide loans to business to strengthen the economy, we concluded that a
potential indicator of program performance is the aggregate level of loans
made (funds disbursed) over specific time periods. ESDC officials advised us
that the amounts of appropriations and drawdowns of those appropriations can
significantly impact the level of loan disbursements made by ESDC.
Consequently, we tried to assess program activity by comparing the number
and dollar amount of drawdowns, disbursements, and appropriations over the
most recent four to five fiscal years to identify trends. The following table
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summarizes the indicators that could be used to assess changes in ESDC’s
program activity levels. However, because ESDC officials did not provide us
with data on the DED’s programs, our summaries do not include the DED’s
program activities. As a result, we could not draw any reasonable conclusions
from the statistics nor could we identify the causes for the variations from year
to year.
Appropriations - (The amounts allocated pursuant to the State budget for the years indicated.)

Fiscal Years
4/1/96-3/31/97
4/1/95-3/31/96
4/1/94-3/31/95
4/1/93-3/31/94
4/1/92-3/31/93

DED
Appropriations
$43,536,200
$46,814,600
$58,852,000
$38,505,000
$32,403,400

UDC
Appropriations
$127,080,100
$127,350,276
$295,152,576
$102,208,276
$ 78,585,808

STF
Appropriations
$22,581,000
$23,800,000
$34,645,000
$21,873,000
$17,113,000

Total
Appropriations
$193,197,300
$197,964,876
$388,649,576
$162,586,276
$128,102,208

Drawdowns - (The amounts of funds that ESDC entities received from the Division of the Budget during the
years indicated.)
Fiscal Years
4/1/96-1/31/97
4/1/95-3/31/96
4/1/94-3/31/95
4/1/93-3/31/94
4/1/92-3/31/93
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Number of projects
308
440
359
321
289

Total $ Drawn down
$26,789,159
$39,477,494
$58,799,533
$40,090,941
$25,762,755

Disbursements - (The actual amounts paid out by ESDC entities to grant/loan recipients for the years indicated.)
Fiscal Years

4/1/96-1/31/97
4/1/95-3/31/96
4/1/94-3/31/95
4/1/93-3/31/94

Number of projects

Total $ Disbursed

230
618
582
532

$93,163,477
$84,649,579
$54,374,960
$49,623,440

Total $ Disbursed
(Excluding Sports Facility
Asst. Prgm.)
$52,214,974
$50,117,851
$40,056,571
$49,566,382

(We present total disbursements both including and excluding disbursements for the Sports Facility
Assistance program because of its unique nature. In general, using bond proceeds, ESDC disbursed comparatively
large sums of money for a small number of stadium, arena and athletic field projects under this program. Sports
Facility Assistance disbursements totaled $57,058 for two projects in fiscal year 1993-94; $14.3 million for four
projects during 1994-95; $34.5 million for six projects during 1995-96; and $57.8 million for ten projects during
1996-97, through January 31, 1997.)

As the table indicates, the indicators provide varying results. For example, the
amounts of appropriations and drawdowns increase from FY 1992-93 through
FY 1994-95, and decrease thereafter. Also, the amount of program funding
disbursed by ESD organizations increased annually from $49.6 million in fiscal
year 1993-94 to $93.2 million during the 1996-97 year, through January 31,
1997. However, when disbursements for the Sports Facility Assistance
program are excluded, annual disbursements fluctuated during that period in
the narrower range of $40.1 million to $52.2 million. Moreover, the number
of projects funded decreased significantly, from more than 500 per year from
the 1993-94 through 1995-96 years, to 230 during the 1996-97 year (as of
January 31, 1997). Although there were still two months remaining in the
1996-97 year at the time our fieldwork ended, we believe that it was unlikely
that the number of projects funded during 1996-97 would approach the levels
of prior years. Consequently, based on this set of indicators, it is unclear
whether or not the consolidation has had a positive programmatic impact on
ESDC operations.
(Note: In their response to the draft study, ESDC officials stated that our study
focused on the number and amount of project disbursements as indicators of
program performance. Regarding the number of projects funded, officials
noted that they have refocused current efforts more on larger projects which
can attract and retain significant numbers of jobs.
While ESDC’s response indicates that its programs have resulted in the “recent
increases in employment growth rates...,” we note that there are other factors
that should also have been mentioned to provide a balanced picture. For
example, the response ignores the fact that the State’s employment growth has
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been driven by New York City, where employment has grown at over twice the
upstate pace since 1995. In addition, New York State ranks 45th among the
states in private sector growth from January 1994 to August 1997, and ranks
48th on a total employment basis. As a result, we believe that ESDC officials
need to consider additional factors when assessing the impact of its programs.)
In the responses to a customer satisfaction survey questionnaire we sent to
organizations that coordinate economic development efforts with ESDC,
several organizations told us that ESDC has improved the administration of
economic development programs. However, other respondents stated that since
the consolidation they have been unable to obtain relevant and timely program
information from the regional office staff. They claim that some staff at the
regional offices appear to be unsure of which programs are active and
frequently need to contact central offices (in New York City or Albany) to get
answers. Some respondents also indicated that the consolidation may have
negatively impacted the number and dollar value of projects that received
funds. We believe that ESDC should address this issue to ensure that the
consolidation does not adversely or unfairly affect businesses that are its
customers.
(Note: In responding to the draft study, ESDC officials asserted that the broad
growth of the State’s economy suggests that ESDC’s programs are effective.
In additi on, as part of a new strategic plan initiative, ESDC officials will
request operating divisions to assess current activities and to propose initiatives
to remedy shortcomings. However, ESDC’s response does not provide an
analysis to support its claims that personal income tax reductions and limited
regulatory reform have led to significant job creation in New York State or
have had measurable impacts on the business climate. ESDC officials also
replied that they have undertaken several initiatives to improve the quality of
their customer service. For example, a Re-engineering Task Force was created
to identify key areas of concern and in need of improvement and to make
recommendations to Senior Management. They added that several of the Task
Force recommendations coincided with ours and corrective action has been
taken. Another initiative is the development of a Product Guide describing all
of the economic development assistance programs available through the State.)
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Issues to be Considered
3.

How will ESDC expedite loan reviews in the smaller regional offices
in absence of placing a loan officer in each of them?

4.

Should State policymakers require ESDC to analyze the trend in the
decrease of the number of projects to determine if any type or
category of business or need has been adversely affected?
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ESDC Database System
A key component of an organization’s operation is a management information
system and database that allows the organization to capture and exchange
information in a form and time frame that enables staff to carry out their
responsibilities effectively. However, our review of ESDC identified a
weakness in its database systems. Specifically, we requested a comprehensive
report which summarized all of ESDC’s program activity. However, ESDC
officials could not produce this report. Instead, officials provided us with
separate reports from each entity, with the exception of the DED (for which no
report was provided). Moreover, the reports received were incomplete and/or
contained errors. For example, the dates of loan approval and closing (fund
disbursement) were sometimes missing. In other instances, the dates the loans
were closed preceded the approval dates.
In addition, we noted that the databases were not shared within each entity.
For example, to obtain detailed summary information about programs we
requested a comprehensive report from ESDC management. However,
management could not produce this report because the required information
was maintained on two different databases that were not adequately linked.
Therefore, we obtained a separate report from each entity and combined them
to produce one report that summarized the entities’ aggregate program
activities. Also, the planned consolidation of the four agencies did not include
establishing a common database that was accessible to more than one user
within the individual economic development entities. This made overall
project monitoring more difficult than it should have been. We also note that
system weaknesses increase the risk that economic development recipients may
receive funding when no longer qualified to do so.
When we discussed these system weakness with ESDC officials, they stated
that they were taking actions to update the system. Specifically, officials
purchased Microsoft Access and were standardizing both the hardware and
software used by all four entities. In addition, at the time of our review, UDC
officials were taking actions to fill the vacant position of Chief Information
Officer. The person hired will be responsible for centralizing ESDC’s computer
system and developing a universal database system.
(Note: In response to the draft report, ESDC officials indicated that staff have
designed a new project tracking system to be used by all ESD entities to
collect information for management reporting. Officials added that testing of
the system would begin in September 1997. Officials plan to have the system
fully operational by the end of 1997. In addition, the Board of Directors has
approved the hiring of a systems integration consultant who will review ESD
system needs, personnel, and applications and develop an integration plan to
implement ESD’s information technology strategy.)
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Issue to be Considered
6.
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Should ESDC establish a formal plan and timetable to merge systems,
including databases, as necessary, to facilitate efforts to enable staff
to more readily produce comprehensive management reports and
databases for the entire ESDC entity?

Internal Control Environment
As noted previously, the State Legislature created the DED, JDA, UDC, and
STF to promote economic development, each entity in a somewhat different
manner from the others. Currently, these entities are directed by the
Commissioner of the DED who serves as both the maker and implementer of
major policy decisions, through ESDC. State law permits the Commissioner
of Economic Development to be the chairman of the boards of directors of
JDA, UDC, and STF to help ensure that the State’s economic development
programs are effectively coordinated. The Commissioner has chaired the
boards of these entities for many years, including prior administrations.
The internal control environment of an organization can be significantly
impacted by the actions of the board of directors, which provides direction on
major policy and program issues. Specifically, the level of attention and
direction by the board can help set the tone of an organization and influence
the control consciousness, philosophy and operating style of management. The
board also functions as a check over the most significant actions of senior
management. Consequently, the presence of an independent board is necessary
to ensure that adequate internal control exists within the organization.
However, the board of directors of ESDC (UDC and JDA) is not independent,
because the Commissioner is both board chairman and Chief Executive Officer
of ESDC. The lack of independence becomes more significant given the
proposal to merge the DED and the STF into ESDC. We believe that the
absence of adequate independence can compromise the oversight of a board of
directors. In turn, poor board oversight can create an environment where
significant problems occur. It is worthy to note that in a prior Comptroller’s
report (95-S-13, issued December 15, 1995), we attributed problems with
JDA’s loan portfolio management, at least in part, to deficiencies in the
board’s oversight. Although these problems occurred during the prior
administration, we conclude that ESDC’s board of directors should be
independent from its executive management.
In addressing this issue, we do not infer that we have identified any wrongdoing on the part of any official associated with the DED, UDC, JDA, and
ESDC. Rather, we believe that an independent Board of Directors will help
to preserve the appearance and influence of objectivity and to protect
executive management from future challenges related to independence.
(Note: In their response to the draft study, ESDC officials stated that they do
not believe that the quality of Board oversight relates to the issue of whether
or not the Commissioner holds a dual position as CEO and Chairman.
Officials added that this structure is consistent with numerous corporations
throughout the world and is an accepted practice in the private sector.
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However, we believe that there are significant distinctions in the obligations
and responsibilities of officials of public benefit corporations and those of
officials of private commercial corporations. Specifically, officials of public
corporations are generally held to higher standards of accountability because
they authorize the disbursement of public funds. Thus, we maintain that an
independent Board of Directors would help to establish a satisfactory control
environment for ESDC.)

Issue to be Considered
7.

18

Should the Governor and Legislature evaluate the Commissioner’s
dual position as Board Chairman and Chief Executive Officer and
consider separating these roles to make the Board more independent
to provide improved accountability?

(See Notes 1 and 2 on Exhibit A-2)

Exhibit A

Notes
1.)

The programs and activities of UDC and JDA are administered through the offices of the Chief
Financial Officer and the SVP-Loans and Grants under the Executive Vice President of ESDC.

2.)

The programs and activities of the STF are administered through the office of the Deputy
Commissioner-Science and Technology under the Executive Deputy Commissioner of DED.

Exhibit A-2

Acronyms Used In This Report

CEO

Chief Executive Officer

DED

Department of Economic Development

ESD

Empire State Development

ESDC Empire State Development Corporation
JDA

Job Development Authority

LDC

Local Development Corporation

STF

Science and Technology Foundation

UDC

Urban Development Corporation
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