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State Comptroller’s Office

* New York State Constitution, Article 5
* Independently elected official

* Broad jurisdiction over public funds
-Every penny of public funds spent

New York State Comptroller
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State Comptroller’s Office

* Audit all payments by the State (NY Const. Article 5)

— From 1/1/2023-11/30/2023
* Approved 27.2 million payments worth $170.4 billion dollars
* Rejected 37,500 payments valued at $212 million dollars

Required to approve most State contracts (SFL 112 etc.)

— From 1/1/2023- 11/30/2023
» Approved 21,683 contracts valued at $65.2 billion dollars
* Rejected 1,901 contracts valued at $7.5 billion

New York State Comptroller
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Division of Investigations

« Attorneys, Investigators and Forensic Auditors
» Investigates public corruption and misuse of public funds
— Receives and reviews over 5,000 complaints a year

 Results
— Over 330 Arrests
— Over $98 million dollars recovered since 2010

New York State Comptroller

THOMAS P DiNAPOLI

You have to learn the rules of the
game. And then you have to play
better than anyone else.

— flbent Cinstein —

AZQUOTES
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Procurement Fraud Investigations
2 Aspects

 Contract side

— How was the contract is awarded?
* Payment side

o — What payments were made under the
' “. tu  contract?

New York State Comptroller

 THOMAS P, DiNAPOLI

First What Law Applies?
‘,82

Local Governments State Agencies Public Authorities State Grants
& School Districts

§2879- Public e Article 11-b SFL § 12-
GMLS 103 -Competitive *  SFL§ 112- Awarding Authorities Law OSCreview
bidding contracts
§2879-a- OSC approval® OSC’s review process —
SFL§ 163- Procurement process is
Competitive bidding fair and impartial

GML §104-b-Procurement
policies and procedures

Must also examine the contract terms and relevant policies and procedures of relevant entities

New York State Comptroller

“ THOMAS P, DiNAPOLI




6/25/2024

State Agencies

o Provides for a competitive process that results in an award
to a responsive and responsible bidder

oResponsive = meets the minimum specifications or
requirements described in a solicitation for commodities or
services by a state agency

oResponsible = adequate financial ability, legal capacity,
integrity, and past performance

New York State Comptroller

Procurement of Goods, Services, and
Technology: Method of Award

o Commodities: awards on the basis of lowest price using
an invitation for bids (IFB)

o Services: awards on the basis of “Best Value” to the
State (combo of cost and other technical factors) using
a request for proposals (RFP)

New York State Comptroller
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Exceptions to State Competitive
Bidding

SOMETIMES non-competitive awards are permitted:

o Sole Source: only one vendor is capable of supplying the required
commodities or services

o Single Source: the state agency awards a contract to one vendor
over another without a competitive process

DOLLAR THRESHOLD
o Generally, under $50,000

New York State Comptroller
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State Grants
o

o There are no statutory competitive bidding requirements
o However, OSC generally requires a formal competitive process for grants

o Contracts awarded through a fair and impartial competitive
procurement process
o Except where the agency can document a sole source, single source

or emergency justification for a non-competitive award (consistent
with SFL §163)

New York State Comptroller
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Vendor Responsibility

o State agency must initially decide whether a proposed contractor is
“responsible”
o Factors for responsibility include:

* Financial and organizational capacity
* Legal authority

* Integrity
* Previous contract performance
o OSC reviews the agency’s determination

o 0SC may also make an independent responsibility determination
o Before a non-responsibility finding, a bidder must be given due

THOMAS P DiNAPOLI
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Vendor Responsibility Questionnaire

IL AFFILIATE and JOINT VENTURE RELATIONSHIFS The undersigned certifies that he/she:

2.1 Does the Business Eority have auy coasyuctog-related affilizies not identified in the response io question 2.0 | [] Yes [1]No
above?

I yes, identify below 3nd if there is more than ove, aftack addirional page: with the required iformation

Affiliace Name Affiliate EIN (1f available) Affliat’s Primary Business Activity

Affiliate Address

1f yes, identify below snd if there is more than one, amach addirional pages with the required informarion.

Jomt Venrre Name Jotot Venture EDN (1f available) Tdentify parties 1 the Joiat Veamwre Ackteuss

New York State Comptroller
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Public Authorities

o Requires public authorities to adopt their own procurement
guidelines governing the purchase of goods and services

o Authorities do not follow SFL § 163 and guidelines

o Need to research or go to the individual authority for their guidelines

New York State Comptroller
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General Municipal Law

General purpose of bidding:

o Guarding against favoritism, improvidence, fraud and corruption;
foster honest competition in order to obtain the best goods and
services at the lowest possible price, and to ensure the prudent and
economical use of public monies for the benefit of the taxpayers

General rule:

o Unless an exce'otion applies, the General Municipal Law (GML)
requires that all political subdivisions award purchase contracts in
excess of $20,000 and all contracts for public work in excess of
$35,000 to the lowest responsible bidder

New York State Comptroller
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Exceptions to Competitive Bidding

Exceptions to bidding include, but not limited to:

(1) emergency; (2) surplus/secondhand equipment; (3) leases/licenses; (4)
sole source; (5) preferred source; (6) professional services; (7)
“piggybacking” on certain county, state, federal or other governmental

contracts

Procurement policies and procedures (GML § 104-b):
Governing boards of political subdivisions must adopt written internal
policies and procedures governing the procurement of all goods and services
which are not required to be made pursuant to competitive bidding
requirements (i.e., policies apply to procurements below statutory dollar
threshold, or when an exception to competitive bidding applies)

New York State Comptroller
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Common Procurement Fraud
Criminal Charges

Larceny — New York PL Article 155

Corrupting the Government- New York PL Article 496
o  Public Corruption- New York PL §496.06 (sentencing enhancement)

Forgery and Related Offenses — New York PL Article 170

Offenses Involving False Written Statements- New York PL Article 175

New York State Comptroller

\==/ THOMAS P DiNAPOLI

18



6/25/2024

Case Examples

New York State Comptroller

THOMAS P DiNAPOLI
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Background

Lake George Watershed Coalition

— A consortium of municipalities and organizations surrounding
Lake George including Warren County, the towns of
Queensbury and Bolton and the Village of Lake George and was S
created in 2001 to preserve the beauty and health of Lake
George by coordinating state and Federal grant funds

David Decker

Well-known Project Manager
— Worked for the Coalition from 2001 until his arrest in 2018

— His responsibilities as a Project Manager included overseeing the
beautification projects, hiring the subcontractors for the projects, paying
the subcontractors, submitting vouchers to NYS and the Federal
Government

— As Project Manager: received over $814,000 (Sept. 2008- Aug. 2016)

New York State Comptroller
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) 2% propriation of grant funds
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Investigation

o Reviewed the grant contracts and awarding process
o Reimbursement Grant
o Project Manager submitted monthly invoices to the municipalities that
were in turn submitted to NYS DOS for reimbursement through the
voucher process
o Reviewed monthly vouchers submitted to the state
o Independently gathered records from subcontractors

o Forensic analysis of bank records and invoices
o Interviews of vendors
o Interviews of grantees

New York State Comptroller

THOMAS P DiNAPOLI

22

11



6/25/2024

The Forensic Analysis

o Discrepancies
o No corresponding payments to vendors
o Vendors’ records vs. bank records

o Money being laundered through
personal and business bank accounts

New York State Comptroller
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D b I D i i I
NEWYORK | Department
seromiunty. | of Gtate
Date Date
10/7/2010 David Decker submits to the Lake Champlain / George watershed Coalition: 12/30/2009 David Decker submitts to Town of Queensbury
Chazen Invoice # 71072 3,019 60 — David Decher P.E & Associates invoice 568-2005-2 10,001.35
Chazeninvoice # 71248  1,190.14 - Chazen Invoice # 71072 3,018.60
Chazen Invoice #7470 1,073.96 Chazen Invoice # 71071 3,592.87
5,283.70 16,613.62
‘Total Federal Funds Deposited into Ballston Spa Acct 6619 $ 135,000.00 Py A A R W oo i
Total invoiced & received for Empire State Materials & Supply $ 99,300.00 Chazen 1,190.18
Co. under Queensbury 6868 Grant AR ESSe SR ROLS —1:'%%%
Total paid to Earth Specialty Products & Jointa Galusha for $ (90,800.00)
* iy ,SU0. 3/30/2010 David Decker submitts to Town of O ry
top soil and trucking in 2012 — Davic Decher P.E. & Associates Invoice 6868-2010-3 9,639.89
Total grant money received in excess of expensespaid ~ $ 143,500.00 Chazen invoice # 71704 107396
‘ = = Chazen invoice # 71811 1,016.50
Total Federal Funds Deposited into Ballston Acct 6619 $135,000.00 Empire Construction Management services 5,000.00
Total invoiced & received for Empire State Materials & Supply 16,730.35
$ 99,300.00
Co. under Queensbury Grant 6363
Total paid to Earth Specialty Products & Joita Galusha for top soil
bk pectalty £ $ (90,080.00)
and trucking in 2012
Total grant money received in excess of expenses paid $144,220.00 |

New York State Comptroller
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n a I n g o S S f Empire State Materials & Suppy Co, Inc
i Esmpire State Materials & Supply Company AT i
s

Fake company used to support State MM_WWWN

reimbursement for topsoil

The UPS Store

Bank records showed actual topsoil
company paid a fraction of the
amount

Voucher amount for bogus company $28,195
Invoice for actual topsoil company $20,075
Decker paid topsoil company ONLY $10,000
Decker pocketed $18,195

New York State Comptroller

THOMAS P DiNAPOLI

* Found guilty of 6 felonies after jury trial
e Grand Larceny Second Degree, Scheme to Defraud, 4 counts
Offering False Instrument for Filing

e Stole over $200,000
* Sentenced: 8 to 24 years in prison
* Affirmed by the Court of Appeals, Nov. 2023

New York State Comptroller

THOMAS P DiNAPOLI
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Orange County IDA
Investigation

New York State Comptroller
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Overview

o Orange County Legislature raised concerns about Orange County IDA.
o Misappropriation of funds within the Accelerator Program

o Orange County District Attorney David Hoovler’s Office contacted
Comptroller DiNapoli’s Division of Investigations, a long-standing partner
in investigating public corruption

o The Comptroller’s Office had a pending investigation of the Orange
County IDA that it was conducting with the New Windsor Police
Department

o The Comptroller, Orange County DA and New Windsor Police
Department launched a joint investigation of the Orange County IDA

New York State Comptroller

THOMAS P DiNAPOLI

New York State
COMPTROLLER

THOMAS P.

DiNAPOLI

28
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T Investigation

Industrial I]evg[upmem Agency

.w’ ‘ UUUUUUUUUUUUUUUUUUUUUUUUUUU

o A forensic audit conducted of the IDA, the Accelerator Program and analysis
reviewed thousands of pages records

o Interviews conducted of all Board Members and relevant IDA employees,
officials, and private parties

o Drafted and released a comprehensive report detailing the criminal activity
and governance deficiencies

https://www.osc.state.ny.us/files/reports/pdf/joint-investigation-orange-co-ida.pdf

THOMAS P DiNAPOLI
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Vincent Cozzolino

o Galileo Technology hired as Managing Director of the IDA
from 2015 to March 2021

- Cozzolino sole owner

o Contracts and payments to Galileo grew exponentially over
the five-year period

- Cozzolino was paid over $1 million dollars over the five-year
period

o Contract language was vague and had no duties or
deliverables outlined

o Overlapping contracts

New York State Comptroller

/ THOMAS P DiNAPOLI
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Managing Director of
Orange County IDA Contract

“WHEREAS, by resolution dated as of July 6,
2016, the IDA amended its By-Laws and
established the position of Managing Director
and appointed Galileo Technology Group,
under the supervision of Vincent Cozzolino, to
that position; and WHEREAS, the IDA has
been very satisfied with the management
skills and improvements made by GTG and
wishes to have GTG continue to act as the
Managing Director of the IDA, specifically
through its partner, Vincent Cozzolino.”

New York State Comptroller
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Accelerator Management

Director Contract

“WHEREAS, GTG has been the Managing
Director of the OCBA [Accelerator
Program] since July 1, 2015, and the IDA
believes that GTG can continue to provide
the necessary leadership, experience and
direction to the OCBA [Accelerator
Program] so that the OCBA [Accelerator
Program] can fulfill its mission.”

31

i

Orange County IDA _
GTG Managing Director $70,000 Contract Per Year Orange County IDA in 2020

=
S|

Orange County Business Accelerator
GTG Managing Director $80,000 Contract Per Year

New Windsor/Newburgh

GTG Manaqging Director
$72,000 Contract Per Year

Middletown

GTG Manaqing Director
$72,000 Contract Per Year

&=

AWOW Program
GTG Managing Director
$300,000 Contract to Manaqe Per Year
$200,000 for COVID

New York State Comptroller
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Contracts between Galileo
Technologies Group and

$9406,000

»
Highland Falls
$80,000 GTG Contract to Establish
GTG Managing Director siqned 1/1/21
"’ 472,000 Contract Per Year

Warwick
GTG Manaqing Director
$72,000 Contract Per Year

32
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A Tangled Web of Conflicts

"Il"’l‘l
Pl ‘t
_Orange County IDA
77_,«'/
> ontrac 17’"
~ $146 247 ge County
ling Corp.
t Newburgh Accel L%
Free Rent Board Board
sﬁsu 15! Cmtfan: GTG for VC & lember  Member
naging Director HDA \\
”~ E loyee s Accel Pram,
e~ snua 068 T szss o00 4 Accelerator Sites & AWOW
—— $2,548,205
T==Board Member..__ "'“—-'—- \ Employeem=—
-.__ —
el 5525 515 —-——_q .,' /590 788
Laurie Villasuso he Edward Diana
The Strateqic Galileo Technology
Economic Consortium oip
Founder/Board Member Managing Partner - $1,024,114

B

Vincent Cozzolino

THOMAS P DiNAPOLI
33
o Chair of Accelerator Committee, Diana, on GTG payroll
o IDA CEO, Laurie Villasuso, on GTG payroll, and board of TSEC
o GTG employment not reported by either Diana of Villasuso
o Both voted for or approved GTG contracts
o Two Board Members may have been informally aware of the conflicts
took no action
o Edward Diana “we were an absentee board”

New York State Comptroller

THOMAS P DiNAPOLI
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Systemic Failures of the Board

o Lack of due diligence
o Failure to review contracts
o No clear duties leading to duplicate services

o Failure to view Invoices

o Vague/double billing

THOMAS P DiNAPOLI

35

Results

o Vincent Cozzolino, former Managing Director -Corrupting the
Government 3™ Degree, D felony, restitution $1,000,000

o Laurie Villasuso, The IDA’s former Chief Executive Officer-
Corrupting the Government 4t Degree, E felony, restitution
$175,000

o Edward Diana, a former member of the IDA’s Board of
Directors, (former County Executive of Orange County), 2
counts of Offering a False Instrument for Filing, 2nd Degree
and 1 count of Engaging Prohibited Conflict of Interest, both
class A misdemeanors, restitution $90,000

New York State Comptroller

THOMAS P DiNAPOLI
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Reporting Fraud to
State Comptroller DiNapoli’s Division of
Investigation

Division of Investigations
« Email: investigations@osc.ny.gov

*  Online Complaint Form:
https://www.osc.state.ny.us/investigations/complaint-form
* Mail: Division of Investigations
110 State St
Albany NY, 12236

New York State Comptroller

' THOMAS P, DiNAPOLI

NEW¢ | Offices of the
STATE | Inspector General

Investigating Procurement Fraud:
Where the Trail Never Ends!

Presented By:
Katie Q. McCutcheon
Deputy Chief Counsel / Director of Training

Association of Inspectors General
June 26, 2024

For educational purposes only.

19
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Office of the New York State Inspector General

Office of the New York State Welfare Inspector General

Office of the New York State Workers” Compensation
Fraud Inspector General

Jurisdiction

NYS Executive Law Article 4-A

.

The New York State Inspector General has authority over all
executive branch agencies, departments, divisions, officers, boards
and commissions, and certain public authorities and public benefit
corporations, the heads of which are appointed by the governor,
and which do not have their own inspector general by statute.

40
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Which Agencies, Boards or Commissions?

Parks,
Lab Workers’ Insurance  Recreation Children and
apor Compensation Fund and Historic Family Services
Board Preservation

4 = - -] =)

Health Emprestate (SRS Addiction Corectionsand  Gaming
Development Police gﬁ;‘;:e:sa“d Supervision Commission

= =] =} £l =] =

And many more...

21
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Common Procurement Fraud Schemes

o Bid Rigging:
« This involves collusion among contractors to manipulate the bidding
process, resulting in inflated prices and reduced competition.

o Kickbacks and Bribery:
» These involve the payment of illegal commissions, bribes, or other
incentives to secure contracts or influence project decisions.

o Conflict of Interest:
« Arises when individuals or entities involved in the project have
personal or financial interests that could influence their decision-
making.

0 Misuse of Funds:
« This involves diverting project funds for personal gain, unauthorized
expenses, or overcharging for services.

Best Practices for Deterring Procurement Fraud

7. NON-COLLUSIVE BIDDING CERTIFICATION. In
accordance with Section 139-d of the State Finance Law, if this
confract was awarded based upon the submission of bids,
Contractor affirms, under penalty of perjury, that its bid was
arrived at independently and without collusion aimed at
restricting competition. Contractor further affirms that, at the
time Contractor submitted its bid, an authorized and responsible
person executed and delivered to the State a non-collusive
bidding certification on Contractor’s behalf.

44
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Ethical Violations During the Procurement Process

Public Officers Law § 73: Outside activities, nepotism, gifts, honoraria, travel, future and post-
employment restrictions

Commission on Ethics and Lobbying in Government (COELIG) regulations: Honoraria, official
activity expense payments, outside activities, gifts, public service announcements, investigations
and enforcement proceedings

Public Officers Law § 74: The code of ethics

( " State Finance Law Article 11: Procurement

activities

Civil Service Law § 107: Political activity

Ethical Violations During the Procurement Process
Lobbying Law Violations

State Finance Law §§ 139-j and 139-k: The Restricted
Period!

Must have a “designated contact” during the procurement process.

Must record all contacts made during the procurement
process.

Authorizes the NYS COELIG to impose fines and penalties against persons/organizations engaging in
impermissible Contacts about a Governmental Procurement and provides for the debarment of repeat

Directs NYS OGS to publicly maintain a list of non-responsible bidders and debarred contractors.

Procurement Lobbying Law FAQs can be found at:

46
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Red

« Redirecting the use of grant/contract funds in @ manner different than outlined in the agreement.

« Lack of or fake supporting documents.

« Vague description of services or goods delivered.

» False or misleading entries in books and records.

« False representations regarding project status, percentage completion.
» Manipulation of information

« Billing for expenses that have not been incurred/paid.

Common Procurement Fraud Schemes

o MWBE/Contract Fraud:
« This involves fraudulent activities related to the execution, management, and delivery of project contracts, including
misrepresenting project progress, falsifying documentation, and overcharging for work performed.
* MWBE must serve a Commercially Useful Function (CUF). Certification is not enough!

o0 Employee Benefit Fraud:
« Contractors must maintain required workers’ compensation coverage; unemployment insurance; prevailing wages; etc.

o Environmental and Social Risks:
» These involve environmental impact, social displacement, and human rights violations associated with infrastructure
projects.
Effective monitoring and oversight of infrastructure projects can help identify and
mitigate these risks and prevent fraud and corruption from occurring.

Procurement personnel and on-site staff can be critical in preventing and detecting
potential fraud and corruption, ensuring that all stakeholders are held accountable.

48
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Minority / Women Owned Business Enterprise Fraud

. _ SRS M/WBE Certification by Empire State
: ; Development

BIDDERICONTRACTOR-INFORMATION

At least 51% owned and controlled by a minority member and/or

woman.
The ownership interest is real, substantial, and continuing.

CONTRACTOR-NFORMATIONS
re] Y

Exercises authority to independently control the day-to-day business decisions.

Frezerss by [Bgnee,

Minority / woman owner’s personal net worth cannot exceed $15 Million.

M/WBE 100 - Utilization Plan

WEE Euszorimecior Zuzpler Hame ]

Form

The M/WBE. . .
is responsible for a distinct element of work
manages and supervises the work
performs work it normally performs
has its own W2 employees perform the work
and adds value.

CERTIFICATION IS NOT ENOUGH!

50
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Red

«“Pass-Through”: MWBE/SDVOB partakes in a government project in name only - serve no CUF.
«“Hip-flopping”: Employees of a non-MWBE/SDVOB entity are temporarily placed on the payroll of a
MWBE/SDVOB. Cannot work for two companies at same time.

* Business names on equipment and vehicles covered with paint or magnetic signs.

* Orders and payment for supplies made by individuals not employed by MWBE/SDVOB.

» Contractor facilitated purchase of MWBE/SDVOB-owned business.
» MWBE/SDVOB owner/supervisor never present at job site.

« Joint bank accounts (Contractor/MWBE/SDVOB).

* Absence of written contracts.

« Lack of certified payroll.

26
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CAPITAL REGION CONSTRUCTION EXECUTIVE SENTENCED TO
PRISON FOR FRAUD SCHEME INVOLVING MILLIONS OF DOLLARS
IN PUBLIC CONTRACTS AS WELL AS SIX-FIGURE INSURANCE AND

WAGE THEFT

Michael Martin Fraudulently Obtained Public Construction Contracts Worth Millions of

Dollars Through Identity Theft of Minovity-Business Enterprises; Separately Stole Over

8350,000 from a Minority-Owned Business and an Insurance Company and Failed to Pay

Workers More Than $400,000 in Prevailing Wages

Martin Facing $800.000 in Judgments Favoring the Victims

Non-M/WBE company subsumed M/WBE companies by controlling their bank
accounts, employees, contracts, and day-to-day operations.

Non-M/WBE company listed the M/WBE companies as sub-contractors on
MWBE 100 - Utilization Plan Forms to meet the M/WBE goals for State contracts.

Non-M/WBE company also failed to pay prevailing wages and
other employee benefits despite being required by law.

STATE CONTRACTOR TO PAY MORE THAN S$3 MILLION IN
PENALTIES FOR ILLEGAL AND COVERT OUTSOURCING OF
MILLIONS OF FINGERPRINT RECORDS TO INDIA FOR DATA ENTRY

Capital Region Tech Company Violated Strict Confidentiality Requirements in
Handling of 22 Million Fingerprint Records Containing Social Securitv Numbers
and Other Personal Information

Contractor abused New York State’s Preferred Source Procurement Program
which is meant, in part, to employ persons with disabilities through the
New York State Industries for the Disabled (NYSID).

Contractor shipped approximately 16 million fingerprint cards to India for
processing,
despite contract terms requiring strict confidential procedures.
Contractor required to repay more than $3 million under the False Claims Act;
retain independent monitor for 5 years; increased Preferred Source contract percentages.

54
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syracuse.com

Upstate NY contractor sentenced for defrauding
state DOT

Contractor submitted fake invoices to NYSDOT in order to conceal that
he was not buying the materials needed to perform bridge maintenance
contracts in the Buffalo and Binghamton regions, for which his company

was ultimately paid more than $1 million.

Convicted after trial on all charges — eight counts Sentenced to 18 months in prison,
of wire fraud and one count of mail fraud. 2 years PRS, $600,000 restitution.

Best Practices for Deterring Procurement Fraud

o Establish clear project objectives, milestones, and performance metrics:
« This helps to ensure that the project stays on track and can be evaluated accurately. These should be established at the
project's outset and communicated to all stakeholders.

0 Develop a risk management plan that identifies and prioritizes risks:
+ A plan should be developed to identify and prioritize risks, including fraud and corruption risks, and outline strategies to
mitigate them.

o Implement an effective project management system that includes regular monitoring and reporting:
« This should include regular monitoring and reporting on project progress, expenditures, and risks. This system should also
include mechanisms for identifying and addressing issues and deviations from the project plan.

o Incorporate a no-collusive bidding clause within the bid packages and contracts:
« Including a no-collusive bidding clause within the bid packages and contracts can help prevent bid rigging and other forms of
collusion. This clause should clearly define the prohibited behavior and the consequences for violating the clause.

56
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Best Practices for Deterring Procurement Fraud

o Conduct regular audits and inspections:
» These measures can help ensure the project complies with established policies and procedures. These audits should include a
review of financial records/transactions and an evaluation of project performance.

o Provide training for project staff and stakeholders:
« Training can help ensure that project staff and stakeholders have the knowledge and skills necessary to monitor and oversee the
project effectively.

0 Encourage transparency and stakeholder participation:
« This can help ensure that project decisions are made in the best interest of all stakeholders. This can be achieved through
regular communication and engagement with stakeholders and by establishing mechanisms for soliciting feedback and
addressing concerns.

By incorporating these best practices, you can help ensure effective
project monitoring and oversight while also reducing the risk of fraud and corruption.

Website
WWW.ig.ny.gov

Katie Q. McCutcheon Number

Deputy Chief Counsel 1-800-DO-RIGHT
Director of Training (1-800-367-

Katie.McCutcheon@ig.ny.gov 4448)

Email
Inspector.General

@ig.ny.gov

Twitter/Instagram
@NewYorkStatelG
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THE NEW YORK CITY
DEPARTMENT OF

INVESTIGATION

DIEPARTMENT OF

RVESTIGATIoN

Inspector General Andrew Sein

Assistant CounselLauren Kropiewnick

DOI is New York City’s Inspector General

THE NEW YORK CITY
DEPARTMENT OF INVESTIGATION
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WHAT IS DOI?

DOI'S ORGANIZATION

* DOl is one of the oldest law enforcement agencies in the country, established in
1873 in response to the widespread corruption where millions of dollars were
skimmed from the City’s coffers by William “Boss” Tweed and his cronies.

> DOl is made up of Inspectors General, attorneys, investigators, auditors, data

and policy analysts, information technology specialists, and administrative
personnel.

Ten investigative squads (and OIG for the NYPD)
report to the Chief of Investigations, who reports to the
DOI Commissioner

1

SQUAD #1 SQUAD £2 SQUAD #3 SOUAD &4 SOQUAD #5
In: General Inspectors General Inspectors General Imspectors General Inspectors General
Whitney Fergusan Laura Millendorf Gragory Cho Ann Petterson Andrew Sein
John Bellanie Michael Morris Thomas Kapp Eleonora Rivkin
DOC, Board of DOH, UPK, DOF, DCA, OCME. Mot-for-Profits, 911, BOE, MOCS, Law Dept.,
Corrections, Dept. HRA, DHS, ACS, DOB/BSIL, HPD, OPA, EDC, NYCERS, FISA, Elected Officials, Public Admin.. Lobby Law,
af Probation DYFJ HDC, BIC, OMB, DDRIS, DCAS, Libraries, 0TI, NYC Cyber Command, DATH, Campaign
Landmarks, BSA, ‘Admin. Tax Appeals, CUNY, Finance Board, Actuary, Boro President,
City Pianning, SBS Pension Contributions, 180, Public Advocate, City Council, City Clerk,
Ciwil Sarvice, Collective Community Boards, DYCD, DA's, Dept. of
Bargaining, Cultural Affairs, Aging, EEO Commission & Human Rights &
OLR Dept. of Veterans Services
1
SQUAD #6 SQUAD #7 SQUAD #8 SQUAD #9 SQUAD #10 NYPD IG
agtzer el e Inspector Genersl Asting Inspector
Audrey Feldman Ralph lannuzzi Meil Clancy William Schaeffer Gangsl Jeanene Barrett
William Cheung
FDNY sealth + Hospi [Eirst Deputy
gt Ak i 2 Hekiot Inspector General
NYCEM, TLC, COIB (HeH) Construction DOT, DEP, DEC, Annatte Almazan
Autharity (SCA) Parks
NYPD
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*  Chapter 34, New York City Charter
*  Section 803 Powers and duties.

*  The commissioner is authorized and empowered to
make any study or investigation which in their opinion
may be in the best interests of the City, including but not
limited to investigations of the affairs, functions, accounts,
methods, personnel or efficiency of any agency.
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* Executive Order No. 16
* Section | Responsibilities of Commissioner

* The Commissioner of Investigation shall have general
responsibility for the investigation and elimination of
corrupt or other criminal activity, conflicts of interest,
unethical conduct, misconduct and incompetence (i) by
City agencies, (ii) by City officers and employees, and
(i) by persons regulated by, doing business with or
receiving funds directly or indirectly from the City, with
respect to their dealings with the City.

DOIAUTHORITY
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DOI’s jurisdiction includes:
The City’s workforce of over 300,000 employees, including elected officials
Licensees of the City of NY
Anyone doing business with the City, such as vendors contracting with the City,
not-for-profits receiving City funds, construction companies building public
projects.
Security contracts at certain non-public schools

Recipients of grant money or city funding such as not-for-profits

Anyone who gets a public assistance benefit through NYC, including but not
limited to:

Z
O
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Section 8 or public housing subsidies

Other public assistance benefits such as those from the Supplemental
Nutrition Assistance Program (SNAP)

EVALUATING VENDOR
RESPONSIBILITY
BEFORE PROCUREMENT

Risk Management
at the Procurement Stage

66
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Parties Involved in the Contracting Process

§_) City agency making the purchase
Z Ex: NYC Department of Sanitation seeks to procure road salt to aid in snow removal.
E Each agency has an Agency Chief Contracting Officer (ACCO) who is responsible for overseeing
procurement for their agency.
s}
GC) Mayor’s Office of Contract Services (MOCS): the office responsible for
E managing the City’s procurement functions, led by the City Chief Procurement Officer
8 Procurement Policy Board (PPB): entity responsible for setting out the New York
-} City Procurement Policy Board Rules
O
8 Rules govern the procurement process, how sources are selected, contract administration.
o
New York City Comptroller’s Office
67
Methods of Selecting aVendor
E PPB Rule 3-01(b) (9 RCNY 3-01(b)): “Except as otherwise provided in these Rules,
o contracts shall be awarded by competitive sealed bidding.”
c
()] Competitive sealed bidding intended to award contracts to responsive and
E responsible vendors whose proposals represent the best value to the City by
optimizing quality, cost, and efficiency.
8 P gqUILy; Y
-
o
1 58
o
68
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Procurement by NYC

Methods of Selecting aVendor
Some exceptions to competitive sealed bidding.

Agencies may use limited or non-competitive procurement methods in certain
circumstances, including:

Negotiated Acquisitions (PPB Rule 3-04):
Time-sensitive situations;
Limited number of vendors available and able to perform the work;

Need to procure consulting or legal services in support of current or anticipated litigation,
investigative, or confidential services;

Unforeseen or unforeseeable construction-related service needs, usually after work has begun.

Micropurchases: No competition required for procurements of goods and all non-construction
services valued at $20,000 or less and for procurements of construction valued at $35,000 or less, no
competition is required. PPB Rule 3-08.

69
2 The Vendor Vetting Process
«
)
i)
5
e <
)
g)o E PPB Rule 2-08(a)(2):“A prospective contractor must affirmatively demonstrate its
o) 8 responsibility, including, when necessary, the responsibility of its proposed
c subcontractors.”
c S
O
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The Vendor
Vetting Process

“RESPONSIBILITY DETERMINATIONS”

PPB Rule 2-08(b)(1)-(2):

“A responsible contractor is one which has the capability in all respects to perform fully
the contract requirements and the business integrity to justify the award of public tax
dollars.” PPB Rule 2-08(b)(l).

“Factors affecting a contractor's responsibility may include”:
Financial resources (i);
Experience (jii);
Satisfactory record of performance (iv);

Satisfactory record of business integrity (vi).

71

The Vendor
Vetting Process

“RESPONSIBILITY DETERMINATIONS”

The City collects information that assists in making the responsibility
determination. PPB Rule 2-08(d).

Disclosures (discussed in next slide)

IG check: Contracting agency contacts DOI to determine whether it has
reportable information. PPB Rule 2-08(f)(1).

Other public information (e.g., for nonprofits, IRS Forms 990).

72
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Vendor Responsibility

Determination

Disclosures/Other Sources of Information

NYC'’s online procurement system (PASSPort) requires vendors to answer standard questions.
Administrative Code of the City of NY § 6-116.2.

Questions asked of entities include:
Corporate affiliations.
History of revocations, disqualifications, sanctions.
Tax payment history, existence of adverse audits, bankruptcies.
Investigative history.

Questions asked of principals include:
Other entities that the principal has ownership interest in.
City government affiliations, if any.

Case example discussed below.

73

THE RESPONSIBILITY
DETERMINATION

Agency Chief Contracting Officer
evaluates information, including
red flags, and makes final
determination. PPB Rule 2-08(g)-

(0)-

Appeal process. PPB Rule 2-08(k).

74
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“Caution” Notices

‘“Caution” Notices in the
City’s Procurement System

Agencies can also seek to place a “caution” notice in PASSPort, the City’s
procurement system, about a particular vendor.

Puts agencies across the city on notice about potential vendor integrity concerns.

These notices may be challenged by a prospective vendor through an Article 78
proceeding.

They can be challenged in state court as “arbitrary and unreasonable.”

75
(%]
)
e
-
g O Significant amount of procurement in NYC is for human services
% % Outsourced government services
£ 0
S5 > Homeless shelters, senior centers, after-school programs, etc.
L 3 | | |
00 O Typically provided by nonprofit sector
c Z
C - Typically reimbursement-based contracting model
5 —
o
1 5
o
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(%]
)
=
e >
v .B
0
C v Wide range of contracts, both in type and in size:
c T
g >9 Long-term commitments totaling hundreds of millions of dollars
L % Discretionary awards from City Council Members that can be
00 $5,000
c Z
-
S5 £
O
O
L 5
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Possible Red Flags
&
S o
o
£ < Many of these nonprofits serve as long-term partners of the city and
> )4 P g P Y
:E 8 are administering programs on behalf of the city.
o
‘b«:o ) Given level of control over public money, vetting is particularly
—_ U important.
= .=
b
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> o
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Possible Red Flags

Possible red flags (all of which are fact-specific and require case-by-case
determination).

(%]
c 1
c Q) Conflicts of interest
c g
] > Ex: Nonprofit's CEO owns a home improvement contracting company that is
I 8 hired to perform repairs at the nonprofit’s senior center.
(a1
0.0 Other related party transactions (See New York Not-for-Profit Corporation Law
E 8 §§ 102(23)-(24),715).
ﬁ © m—
(] t Ex: Nonprofit is leasing space for a homeless shelter from a wholly-owned
> ()] subsidiary that owns the building.
v
Independence of the board of directors:
Ex: Board member is close relative of executive director, board member has
financial relationship with executive director.
79
Nonprofit provider of homeless shelter services.
) Hired companies controlled by top executive’s husband to perform pest control,
- construction, cleaning services.
o &
E Relationships were not disclosed at the procurement stage, so the city did not know
c about them when it found the vendor responsible.
i
o Investigation highlighted deficiencies in the questionnaire discussed above.
(%21
o] Questionnaire does not ask about companies that spouse controls.
Questionnaire can be submitted by someone else (for example, CEO can submit
CFQO’s questionnaire).
80
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Disclosures May Contain

Evidence Relevant to
Subsequent Investigations

Potential for misrepresentations to the government during the vetting
process.

What information was collected from the vendor during
procurement stage!?

NYC’s PASSPort disclosures: Similar disclosure forms available?

Emails or other correspondence to agency staff?

81
(%2}
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8909
c ¥ o
(@) E’ (b% If disclosures do exist:
U g5 | . . .
S, 5 8 Who signs them? Chief executive vs.a designee.
S -5 =
> &) = Are the signatures submitted electronically? Potential for password-
7, o sharing?
85
a qc) g Certified under penalty of perjury?
_O O 8- How are historical versions maintained?
O > wn
L2 LW -g
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NEW YORK CITY
HOUSING AUTHORITY

Investigations of
Corruption in the

NYCHA Micro-
Purchase Process

Office of the Inspector General
for NYCHA

83

PROCUREMENT

Competitive vs. Non-Competitive Procurement

* Similar to State and City Rules, the procurement process
differs depending on the type of good or service to be
procured, the amount of money to be spent, and the
agency'’s selection among available, permissible methods.

» Competitive Bidding Preference:

o Promotes transparency, encourages quality, and reduces
the risk of fraud.

o But it is a slow process that cannot always be completed
in time to meet an urgent need for goods or services.

* Non-competitive procurement is permitted to expedite
purchasing, subject to certain rules.

84
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PROCUREMENT

Micro-Purchases

Definition: Purchasing of goods or services costing not more than
$10,000, with some exceptions allowing contracts greater than
$10,000.2 C.F.R. § 200.1.

Requirements:
o Quotes/bids not required. Id. at § 200.320(a)( 1)(ii).

o Contract price must be reasonable based on market prices,
purchase history, experience, etc. Id.

o Contracts should be distributed equitably among qualified
suppliers to the maximum extent practicable. Id. at (a)(1)(i).

Example: If a NYCHA employee discovers a broken stairwell
door and the development does not have a replacement, then the
NYCHA employee may make a micro-purchase to procure the
stairwell door from a vendor for a reasonable price, not more than
$10,000, without having to solicit multiple quotes or follow
competitive bidding requirements.

85
Past Micro-Purchase Investigations: Vendors
v * In November 2018, a NYCHA Assistant Superintendent
Z reported to DOI that a vendor offered him money for the
— O micro-purchase jobs he received.
O |: * DOI then conducted a joint investigation with the Kings
& ZED County DA’s Office.
(IT) |: o In September 2021, the Kings County DA indicted nine
<< un vendors on bribery charges. Later, three more vendors
o L were indicted.

> o In total, 12 vendors pled guilty.

Z * After this investigation, DOI issued five recommendations
to NYCHA to improve the Authority’s micro-purchase
process.

86
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PAST DOI
INVESTIGATIONS

September 2021 Micro-Purchase Recommendations

* Remove responsibility for small purchases from front-line
Superintendents and Property Managers — Rejected.

* Lower threshold for DOI vendor integrity screening from
$250,000 to $100,000 in aggregate contracts — Rejected.

* Enable oversight of small purchases by requiring uploading
of invoices to NYCHA's payment database — Rejected.

* Prevent overbilling for small purchases by adopting fixed
prices for routine jobs — Implemented.

» Conduct cursory integrity screening of small purchase
vendors — Implemented.

87

PAST DOI
INVESTIGATIONS

Past Micro-Purchase Investigations:
Two NYCHA Superintendents

* In approximately 2019, after receiving numerous allegations of
corruption in NYCHA'’s micro-purchase process, the U.S.
Attorney’s Office for the Southern District of New York
(“SDNY”) and DOl initiated a joint investigation.

* In October 2019, a confidential informant (“ClI”) alleged that,
between approximately 2016 and August 2019, he witnessed
or participated in bribing various NYCHA Superintendents
for micro-purchase contracts.

88
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PAST DOI
INVESTIGATIONS

Past Micro-Purchase Investigations:
Two NYCHA Superintendents

* SDNY and DOI investigators then conducted undercover
operations.

o During the operations, DOI discovered that, on ten
separate occasions, two NYCHA Superintendents
demanded money in exchange for awarding micro-
purchase contracts.

* SDNY indicted the two NYCHA Superintendents on
bribery charges, both of whom later pled guilty.

89

RECENT
INVESTIGATION

70 Current and Former NYCHA Employees

After the arrests of the two NYCHA Superintendents, DOI discovered
that one of the Superintendents had been accepting bribes from many
other vendors, not just the Cl who cooperated in that investigation.

DOl then:

o Searched the vendors’ phones;

o Subpoenaed bank and phone records; and

o Interviewed the vendors, some of whom were willing to cooperate in
the investigation.

* In these interviews, the vendors made bribery allegations implicating
dozens of NYCHA employees.

* In response to this information, DOI recognized that corruption in the
micro-purchase process was a pervasive, systemic issue requiring a
large-scale, comprehensive investigation.

90
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RECENT
INVESTIGATION

70 Current and Former NYCHA Employees

* Investigative Team: DOI, U.S. Department of Housing and
Urban Development OIG, U.S. Department of Labor OIG,
U.S. Attorney’s Office for SDNY, and U.S. Homeland Security
Investigations

* During the investigation, the team:
o Subpoenaed approximately 60 witnesses, some of whom
ultimately cooperated as Cls;
Conducted approximately 140 interviews;

o

o Performed multiple field operations;

o Reviewed phone and bank records; and
o

Analyzed job patterns.

91

RECENT
INVESTIGATION

70 Current and Former NYCHA Employees

Findings

* Typical Bribe Amount: Approximately 10% to 20% of the
contract value (usually $500 to $2,000)

* Totals: In total, these defendants demanded over $2 million
in payments from contractors in exchange for awarding
over $13 million worth of micro-purchase contracts.

* Impact on NYCHA Developments: Approximately one
third of NYCHA developments (approximately 100 of 335
developments) were affected by this pervasive corruption.

92
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TO REFORT INFORMATION. PLEASE CALL THE NYCHA TIFP LINE, 212-306-3356. OR EMAIL OIGNYCHAGOOLNYC.GOV

93
70 Current and Former NYCHA Employees
Z Results
O * Indictments: In February 2024, SDNY indicted 70 current
—_— and former NYCHA employees on bribery and extortion
E |<_( charges—the largest number of federal bribery charges on
g O a single day in DOJ history.
QO |: * Pleas: 3| defendants have pled guilty; pleas of current
&J (I.{J) employees included stipulation that they resign.
> * Suspensions: 55 active employees were suspended at the
Z time of arrest.
* Recommendations: DOl issued 14 recommendations
94
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FEBRUARY 2024
RECOMMENDATIONS

Remove responsibility for micro-purchases from housing development
staff and instead place responsibility with specialized, centralized staff — In
progress.

Require use of a Pre-Qualified List (“PQL’) to choose micro-purchase
vendors and, to the extent practicable, choose vendors on a rotating basis
— In progress.

Create, with the assistance of DOI, a micro-purchase training program
that vendors must attend to be placed on the PQL — In progress.

Create, with the assistance of DOI, an annual micro-purchase training
program for all staff involved in the micro-purchase process —
Implemented.

Create, with the assistance of DOI, an annual Compliance Advisory Alert
pertaining to bribes, gratuities, criminal liabilities, and Executive Order 16
of 1978 (duty to report bribery and gratuity allegations to DOI) —
Implemented.

95

FEBRUARY 2024
RECOMMENDATIONS

Study the micro-purchase process to identify and implement feasible
alternatives that ensure both efficiency and integrity — In progress.

Set a schedule of cost estimates for common micro-purchase goods and
services and require written requests to Neighborhood Administrators
for approval of proposals that exceed set costs — In progress.

Pending development of the cost schedule, require the Executive Vice
President for Property Management Operations and the Compliance and
Quality Assurance Departments to conduct monthly reviews of all micro-
purchases for services — Implemented.

Require all micro-purchases to be reviewed by NYCHA staff outside the
development commissioning the work — In progress.

Display signage at developments and offices stating that it is a criminal
offense to offer, give, and/or accept bribes, gratuities, and/or gifts —
Implemented.

96
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FEBRUARY 2024
RECOMMENDATIONS

* Program IT systems to generate a pop-up box requiring employees
commissioning micro-purchases to acknowledge that offering, giving
and/or accepting bribes, gratuities and/or gifts is a criminal offense —
Implemented.

* Revise the vendor micro-purchase proposal form to include the
acknowledgement that offering, giving and/or accepting bribes, gratuities
and/or gifts is a criminal offense — Implemented.

* Requiring semi-annual audits of micro-purchase data — Implemented.
* Continue to report any irregularities (e.g., frequent use of the same

vendor, regular requests for micro-purchases exceeding scheduled prices,
etc.) to DOI — Implemented.

97

QUESTIONS?

Contact us at:

Website
Andrew Sein https://www.nyc.gov/site/doi
Inspector General lindex.page
Asein@doi.nyc.gov
Telephone

. .y 212) 825-5900
Lauren Kropiewnicki @12)

Assistant Counsel, NYCHA-OIG

X
@NYC_DOI

Lkropiewnicki@doi.nyc.gov
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