Dutchess County Economic Development Corporation
January 1, 2008 — December 31, 2008
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Comptroller’s Summary

Background

Dutchess County Economic Development Corporation (EDC) is a private, not-for-
profit corporation which works in partnership with the private and public sectors,
to create and retain employment and promote tourism in Dutchess County.
Additional information IS available on the EDC website:
http://www.thinkdutchess.com.

EDC also provided administrative services to the Poughkeepsie/Dutchess
Development Inc. (referred to in this report as Empire Zone); a corporation
responsible for administering the Economic Development Zone. Additional
information is available on the website: http://www.thinkdutchess.com/empire-
zone.

Audit Scope, Objective and Methodology

An audit was conducted of the Dutchess County Economic Development
Corporation for the period January 1, 2008 through December 31, 2008.
Dutchess County funded EDC $350,000; and its major department Tourism
$671,617; and the separate entity Empire Zone $60,000.

The contracts were under the auspices of the Dutchess County Department of
Planning and Community Development. Addendum | provides an overview of
funding. Addendum Il details EDC funding and program descriptions. Addendum
[l details a summary of Tourism funding and program descriptions.

The audit included a review of the contracts, claims, agency financial records and
internal controls regarding the accounting activities.

Summary of Findings

As noted in previous audits, accounting functions were not properly segregated.
Additional oversight and monitoring by management was not in place to prevent
the following findings:
e Duplicated entries which resulted in overstatements of revenues and
expenditures.
e Bidding procedures were not consistently in place for contracts.
e Employee compensation was in excess of authorized funding by $8,390.
e Allocations for fuel were not included on W-2s for employer provided
vehicles for the President and Executive Director’s personal use.
e Allocation methodologies for expenditure claiming were not documented.



Detailed Findings

Control Environment

Internal controls provide oversight to ensure efficient and effective management
of resources as well as compliance with applicable legal requirements.
Management is defined as the President and Board of Directors. Monitoring is a
critical role that must be undertaken by management to ensure fiscal
accountability and alleviate risk.

Finding:

Management exercised limited oversight of fiscal operations. The chief fiscal
officer had sole control over major accounting functions and processes. There
were not proper checks and balances to ensure additional scrutiny for the
interpretation and institution of the accounting policies and procedures as noted
in the reviewed control activities.

Recommendation:

Management (President and Board) should review internal controls to ensure
checks and balances are in place and ensure one individual does not have total
control over all major accounting activities. Management’s review of the control
activities and the control environment should include interpretations of policies
and procedures for accounting and control activities.

Control Activities

Internal Controls

The agency’s activities for daily operations were reviewed. This included
accounting procedures, separation of duties, banking, cash handling, tax
reporting and claims.

General Accounting and Separation of Duties

The Chief Fiscal Officer is responsible for management of the agency’s general
accounting. An outside payroll service processes payroll and payroll taxes. A
Certified Public Accountant provided an independent audit. Separation of duties
requires one individual not have the sole responsibility to record transactions,
prepare financial documents and reconcile financial records.

Findings:

1) There was not a proper separation of duties as the CFO received funds,
prepared deposits, deposited funds, made telephone banking transfers,
processed checks, approved purchases, reconciled the bank accounts,
prepared financial records including financial reports and communicated
with the finance committee.



2) The independent audited financial statement for year ending December 31,
2008 included duplicated administration costs and did not include prior year
information for comparison purposes.

3) The current process for paying invoices results in multiple checks being
drawn on various bank accounts to pay a single vendor. Additionally
invoices are copied multiple times and filed in separate files.

4) The payroll system is not used to allocate employee salary costs to
programs and for the tracking of benefit time. These functions are manually
performed by the CFO through separate spreadsheets. Employees fill in two
sets of time sheets, one for payroll submission and one to record time spent
on delivering the various services. Tracking of benefit time is maintained by
the CFO.

5) The processes for allocating expenses were not documented. The agency
submits budgets to the DC Department of Planning with specific costs for
each service purchased; however, there was no documented procedure on
how operating costs are charged for the services.

Recommendations:
1) Accounting functions should be restructured to provide a separation of
duties and necessary oversight.

2) The audited financial statements should not include duplicated expenses.
Additionally, for comparison purposes the prior year’s information should be
provided.

3) The agency should consider having one operating bank account from which
invoices are paid; the various cost centers could be charged to track
expenses by program through the agency’s accounting system. This would
eliminate the need to make copies of invoices and reduce the amount of
filing required; it would also make the tracking of payments easier. The
number of bank accounts to be reconciled and reviewed by a board member
would also be reduced.

4) The use of the payroll service to allocate employee costs and track benefit
time should be reviewed to determine cost effectiveness.

5) The allocation methodologies used should be documented and approved by
management.

Banking and Cash Handling

Deposits and bank reconciliations were reviewed. Monies received from
Dutchess County were deposited timely. Monthly bank reconciliations were
completed, verified to the general ledger, and reviewed by a board member.




Findings:

1)

2)

3)

The agency had a total of 8 bank accounts distributed over 3 banks; there
were 4 checking accounts and 4 money market/savings accounts.

Cash balances at the agency reached a maximum of $1,128,806.04 and a
minimum of $504,740.18 for all bank accounts during 2008. The only bank
investment products used were money market and checking accounts.

Balances in two banks exceeded the FDIC insured limit of $250,000.

Recommendations:

1)

2)

3)

The agency should reduce the number of checking bank accounts. Balances
in non-interest bearing accounts should be at a minimum. Bank products
should be used to assist in maintaining low balances in non-interest bearing
accounts.

Monitoring by management and the board of the agency’s cash balances
should be increased to determine if better investments are needed.

Money in a particular bank account should not exceed the limit covered
under the FDIC.

Expense Processes

Expenses were reviewed for internal control processes, claiming and adherence
to policies and tax requirements.

Findings:

1)

2)

3)

4)

Per the 2008 audited financial statements the agency expended $365,049
on advertising and marketing. Bids were not required but requests for
proposals were solicited at the discretion of the department head. Also, in
2008 two vehicles were leased without formal bids. Vehicles were for the
President of EDC and the Director of Tourism.

Sales tax was paid on local purchases. Additionally, sales tax and
occupancy tax was paid on out of state hotel rooms.

The President’s expenses were not approved by the Board. The President’s
contract provides for reimbursement of reasonable expenses as approved
by the Chairman or Treasurer. The contract also required any expenses to
be incurred in excess of $500 shall, to the extent possible, be pre-approved
by the Chairman or Treasurer.

The Department of Tourism claimed expenses that exceeded the specific
line items in the contract budget. The contract required strict compliance



with budgets and any change or modification had to be in writing. Written
modifications were not provided.

Recommendations:

1) For purchases exceeding a set ceiling amount, a formal documented
bidding process should be implemented. Dutchess County’s policy for
professional services and consultants require review of a formal Request
for Proposal process be completed for expenses in excess of $10,000.
We recommend a similar policy be adopted.

2) Staff should be required to use the sales tax exemption whenever
possible. Additionally, certificates should be obtained for use in other
states that honor the NYS sales tax exemption.

3) The President’'s expenses should be approved by the Board for all
methods of payment. Additionally if pre-approval is not possible a post
approval should be implemented.

4) Contract requirements must be adhered to regarding written approval for
contract changes.

Personnel Services

All employee salaries were charged to the EDC cost center. Reimbursement
from the cost centers for Tourism and External Marketing reduced salary costs in
the EDC cost center. Reimbursements from Empire Zone were recorded as
Administrative Fees. The Empire Zone did not have any employees; individuals
working for EZ are employees of EDC.

Personnel service expenses claimed to Dutchess County funding were verified to
W-2s; there were no discrepancies.

Fringe Benefits

In 2008, each employee received $10,285 to apply towards health insurance,
dental insurance or a retirement plan. The President’s benefit package is
equivalent to a staff member's fringe benefit compensation plus $5,000.
Amounts applied to the retirement plan resulted in additional costs to the agency
for FICA expense. The additional FICA expense was 13.5%, approximately
$16,760 ($8,390 for employer and $8,390 for the employee).

Two employees (President of EDC and the Executive Director of Tourism)
receive the use of an automobile and a cell phone; personal use costs of
automobiles are required to be reported on the W-2.



Findings:

1) When an employee chose to have part of their fringe benefit allocation for
retirement, the agency increased these employees salaries by the additional
funds which totaled approximately $8,390 (7.65% of $109,670) in 2008 for
the employees share of FICA. The additional FICA allocation resulted in
compensation to exceed the $10,285 allocated for these employees and
also resulted in an unauthorized increase in each employee’s wages.

2) The amount reported on the employees W2 for personal use of the
‘employer provided vehicle’ did not include the fuel costs which are required
per IRS regulations. Based on the fair market value rule the W-2s were
understated by $240 for the EDC president and $530 for the Director of
Tourism.

Recommendations:
1) Costs should not exceed the stipulated amount and should be returned.
Equitable distribution of fringe benefits should be reviewed by the Board.

2) IRS regulations should be adhered to. As a cost savings we recommend
vehicles not be available for personal use.

Revenues

Payments received from Dutchess County were traced to the cash receipts
journal, bank deposit slips, bank statements and detail ledger. Deposits were
made in a timely manner.

Note:
The contract provided $100,000 for the Quad Centennial Celebration; however,
only $24,886 was claimed and reimbursed.

IRS Form 1099-Miscellaneous Income

The IRS requires Form 1099-Miscellaneous Income Statements be issued to
individuals/businesses that receive payment of $600 or more in a calendar year
for services provided. The form W-9 (Request for Taxpayer ldentification Number
and Certification) is completed by a vendor and identifies a vendor’s business
status. Selected expenditures were reviewed for 1099 issuance. There were no
discrepancies found with the selection reviewed.

Tax Filing
CHAR 500, Annual Filing for Charitable Organizations and IRS 990 Information

Returns were filed.



Addendum |

EDC Funding Overview

EDC Tourism Empire Zone
Services Amount Services Amount Services Amount
Business $220,000.00 Centralized Reservation $14,000.00 Promote $30,000.00
Development Program Empire Zone
Program

Business Attraction ~ $35,000.00 Advertising $151,767.00 Administration  $30,000.00
Economic $95,000.00 Travel & Trade Show $80,223.00
Community Affairs

DC Travel Guide $24,250.00

Thermatic Brochures $63,800.00

Website Dev & Mkt $77,400.00

Packaging Program $20,000.00

Promotion/Publicity $57,650.00

Hudson Valley Regional $41,233.00

Community Relations $78,400.00

Product Enhancement & $38,008.00

Development

Quad Centennial $24,886.00

Celebration
Total $671,617.00 $60,000.00

$350,000.00



Addendum I

ECONOMIC DEVELOPMENT CORPORATION

Economic
Business Business Community
SERVICES Development Attraction Affairs Total
Personnel $173,000.00 $21,900.00 $68,000.00 $262,900.00
Materials/Utilitiies
Supplies $39,500.00 $8,600.00 $20,000.00  $68,100.00
Travel & conferences $4,000.00 $4,000.00 $4,000.00 $12,000.00
Postage/Printing $3,500.00 $500.00 $3,000.00 $7,000.00
Admin $0.00 $0.00 $0.00 $0.00
Total $220,000.00 $35,000.00 $95,000.00 $350,000.00

Business Development:

Goal —Assist profit and not for profit employers to retain, invest and create jobs in
Dutchess County. Serve as a central point of contact for business assistance and
develop resources where necessary to respond to business needs.

Business Attraction:

Goal — Attract new and relocating businesses to Dutchess County

Economic Community Affairs:

Goal — Develop community support for responsible economic development.
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Addendum Il

TOURISM

Personnel

Materials/Utilities Supplies

Travel & conferences

Postage/Printing

Equipment/Capital Iltems

Add’'l Expenses
Webervation
Advertising
Marketing

Matching Funds

Quad Centennial
Celebration

Trade Show Registrations
Admin

Total

TOURISM
Product
Centralized Travel & Hudson Comm- Enhancement Quad
Reservation Trade DC Travel Thermatic  Website Packaging Promotion Valley unity & Centennial
Program Advertising Show Guide Brochures Dev & Mkt  Program /Publicity Regional Relations Development Celebration Total
$8,500.00 $19,223.00 $51,697.00 $10,976.00 $31,077.00 $51,263.00 $14,000.00 $45,000.00 $25,402.00 $54,900.00 $24,737.00 $0.00 $336,775.00
$3,500.00 $37,919.00 $5,563.00 $3,250.00 $7,000.00 $7,900.00 $4,200.00 $1,150.00 $0.00 $18,000.00 $1,708.00 $0.00  $90,190.00
$500.00 $1,500.00  $9,000.00 $500.00 $800.00 $1,500.00 $1,000.00 $1,200.00 $0.00  $2,200.00 $0.00 $0.00  $18,200.00
$700.00 $4,500.00 $2,200.00 $1,000.00 $18,500.00 $1,000.00 $800.00  $5,000.00 $0.00  $3,300.00 $4,000.00 $0.00  $41,000.00
$800.00 $500.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $1,300.00
$0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
$0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
$0.00  $29,500.00 $0.00 $0.00 $0.00 $15,737.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00  $45,237.00
$0.00 $0.00 $0.00 $8,524.00 $4,500.00 $0.00 $0.00  $5,300.00 $0.00 $0.00 $7,563.00 $0.00 $25,887.00
$0.00  $58,625.00 $0.00 $0.00  $1,923.00 $0.00 $0.00 $0.00 $15,831.00 $0.00 $0.00 $0.00 $76,379.00
$0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $24,886.00 $24,886.00
$0.00 $0.00 $11,763.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $11,763.00
$0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
$14,000.00 $151,767.00 $80,223.00 $24,250.00 $63,800.00 $77,400.00 $20,000.00 $57,650.00 $41,233.00 $78,400.00 $38,008.00 $24,886.00 $671,617.00

11



Addendum Ill continued

Centralized Reservation Program:
Goal: To increase the number of online users and secure new properties to sign up for
webervation.

Advertising

Goal: Attract overnight and day visitors to attractions, restaurants and accommodations. Develop
new advertising plan based on 6 themes and respond with appropriate publications. Administer “|
Love New York “matching funds.

Travel & Trade Show

Goal: Showcase tourism and maintain motor coach business for Dutchess County
accommodations and attractions. Enlarge leisure travel market. Meet with travel journalists and
increase editorial exposure. Attend trade shows and hold tour product development meetings.

DC Travel Guide
Goal: Update the travel guide with new information, new listings, new photography, new format,
new surveys and new statistics.

Theme Brochures

Goal: Utilize theme brochures to create awareness in specialized markets such as biking, walking
and scenic/historic driving. Distribute the brochures to audiences such as AAA, bike shops,
special events and Tourist Information Centers. Print calendars and distribute 80,000 copies.

Website Development & Marketing
Goal: Utilize the internet to promote Dutchess County Tourism through interactive, searchable
and expanded website and banner advertising.

Packaging Program
Goal: Develop packages to attract visitors to Dutchess County by encouraging business to
develop 1 night, 2 day stays and promoting packages on the website.

Promotion/Publicity

Goal: Develop and promote editorial coverage for Dutchess County. Identify and support travel
writers in developing feature stories. Write and distribute news and event releases on local,
regional and national news. Create new story ideas and newsletters on website.

Hudson Valley Regional

Goal: Market the Hudson Valley. Participate in regional advertising and trade shows. Update ad
print DC Travel Guides. Develop a plan for Quad Centennial Celebration. Develop market
strategies that corroborate county and state marketing efforts.

Community Relations

Goal: Enhance tourism relationship with local business, educational institutions and professional
organizations. Maintain Tourist Information Centers, deliver presentations to local organizations
on the importance of tourism, attract college related visitors.

Product Enhancement and Development

Goal: Enhance the Farm Fresh program, increase involvement with local events and
organizations, update the tourism industry with new information and explore new grant
opportunities.

Quad Centennial Celebration
Goal: Prepare for increase of visitors to Dutchess County during the 2009 celebration.
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