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Honorable George E. Pataki
Governor

State Capitol

Albany, New York 12224

Honorable Alan G. Hevesi
State Comptroller

110 State Street — 15" Floor
Albany, NY 12236-0001

Honorable Joseph L. Bruno

President Pro Tempore & Majority Leader
New York State Senate

Albany, NY 12247

Honorable Sheldon Silver
Speaker

New York State Assembly
Albany, NY 12248

Re: Audit Report 2005-S-6

Gentlemen:

On behalf of Chairman Charles A. Gargano, enclosed is ESDC’s report on the
implementation of recommendations contained in Audit Report 2005-S-6, Oversight of
Subsidiary Operations, completed by the State Comptroller, as required by Section 170 of the
Executive Law. Please do not hesitate to contact me if you have any questions.

Sincerely yours,
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Honorable Owen H. Johnson
Eileen Mildenberger
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REPORT ON IMPLEMENTATION OF RECOMMENDATIONS
IN COMPTROLLER’S AUDIT 2005-S-6

As ESDC indicated in its response to Draft Audit 2005-S-6, it takes seriously its
stewardship of all ESDC subsidiaries. The Audit finds that “ESDC has an appropriate
process in place to contro] and authorize the creation of subsidiary corporations”. We are
heartened that the Audit also agreed with a point ESDC repeatedly raised during the audit
process - namely, that because of ESDC’s internal control mechanisms, there is an
extremely low risk associated with inactive subsidiaries. While we have in place an
appropriate process to adequately control subsidiary organizations, we are willing to
dissolve those subsidiaries we have determined are inactive, and to enhance the
monitoring of older subsidiaries, to the extent of the availability of resources.

We continue to point out that the Audit is misleading in its conclusions about the
number of inactive subsidiaries. Controller’s staff made no determinations in this regard,
due to the limits of their review. The Audit states that it appears that 100 of the 202
subsidiaries are “probably inactive and should probably be dissolved” [emphasis added]
based upon a review of only two indicia — filings with the Secretary of State and updates
in a subsidiary’s organizational papers (such as amendments to certificates of
incorporation, etc.). As we previously indicated, absolutely no conclusion about whether
a sub is active can be drawn from such a limited review. In order to make a
determination that a subsidiary is no longer engaged in any activity, and has no
contingent liabilities or assets that warrants its existence, a complete review of all legal
agreements the subsidiary has entered into, as well as a review the history of subsidiary
accounts, is required. For each subsidiary created prior to 1995, this effort would involve
very significant numbers of man-hours by skilled staff, to identify, locate and review
relevant documents.

The following are the recommendations contained in Audit 2005-S-6, and ESDC’s
response (in italics) on the status of implementing those recommendations.

1. Determine the status of the 98 corporations listed in Exhibits A and B and
dissolve all those that can legally be dissolved (i.e. those that are inactive and
have no continuing rights or obligations).

Status:  ESDC continues this effort. A number of subsidiaries are in the
process of being dissolved. This summer, a law student intern worked with a
staff paralegal 1o update corporate records for some of our older subsidiaries.
When the staff member primarily responsible for subsidiary records return
from maternity leave early this fall, a number of these subsidiaries can also be
dissolved, based upon this preparatory work. As indicated in ESDC'’s
response to the audit, this work is extremely labor intensive and time
consuming, and will be continued and prioritized to the extent of our available
resources.



Periodically determine the status of all subsidiary corporations. As part of this
review, identify each subsidiary’s recent achievements, estimated time
remaining before its legal purpose is achieved, and contractual agreements
with third parties. Ifit has determined that a corporation’s legal purpose has
been achieved, determine whether the corporation has any continuing rights or
obligations, and if not, promptly initiate the process of dissolving the
corporation. Develop written policies and procedures to guide these actions.

Status: To the extent of available resources, ESDC will periodically
review the status of subsidiary corporations. Once ESDC has completed the
process of dissolving all subsidiaries identified as clearly eligible for
dissolution, this effort may proceed, subject to staffing availability.

Develop a complete and accurate management information system for
subsidiary operations. The system should identify all existing subsidiaries,
note their status, and provide summary information about their purpose and
history.

Status:  ESDC continues to consider the development of such a
management information system, taking into account available financial and
staff resources.

Make a senior manager responsible for (a) overseeing the operations of all
subsidiary corporations, (b) ensuring that a periodic review is performed to
determine the status of all subsidiary corporations, (c) ensuring that unneeded
subsidiaries are dissolved without delay, (d) ensuring that corporate files are
kept up to date, and (e) overseeing the development and maintenance of a
management information system for subsidiary operations.

Status: Utilizing the current management structure, ESDC will continue to
ensure that subsidiaries are utilized for the purposes for which they were
created.

Ensure that all existing subsidiary corporations are identified in the annual
financial report to OSC.

Status:  Management carefully reviewed the list of subsidiary corporations
identified in this year’s annual financial report to OSC, and to the best of its
knowledge, the list if accurate and complete.

Work with the Department of State and the Department of Taxation and
Finance to better identify ESDC subsidiaries and prevent their dissolution by
proclamation.

Status: ESDC has always very clearly identified all of its subsidiaries as
such when filing certificates of incorporation or amendments thereto with the



Department of State. ESDC looks forward to the completion of modifications
to the Department of State (DOS) database that will ensure that ESDC
subsidiaries remain identified as such in DOS reports to the Department of
Taxation and Finance. This will ensure that ESDC subsidiaries are not
erroneously dissolved due to failure to pay taxes or filing fees, which are not
due for ESDC subs.



