
Date: July 26, 2016

To: Audit Committee Members

From: Thomas Concadoro

Vice President & Controller

Subject: Non-Audit Services Engagement - KPMG

SUMMARY

Staff requests that the Audit Committee’s recommend that the Authority’s Trustees

approve an increase of $6,410,000 in KPMG engagement to provide consultation services to

the Authority relating the transfer of the New York State Canal Corporation (the Canal

Corporation) to the Authority including integration services, information technology project

support and financial due diligence services. The Audit Committee authorized the engagement

of KPMG LLC to provide such services at the March 29, 2016 meeting under the existing

contract with KPMG for independent accounting services.

Financial due diligence and integration are specialized and complex fields and KPMG

has the expertise and experience to provide advice to the Authority as to the provisions of the

potential Canal transfer. KPMG’s services for this project will be supervised by a partner in their

Deal Advisory & Financial Due Diligence practice and staff assigned will be different than the

staff performing our financial statement audit. Compensation for these services will be paid to

KPMG at discounted rates quoted within their letter of engagement.

BACKGROUND

On April 1, 2016, legislation authorizing the transfer of the New York State Canal

Corporation (the “Canal Corporation”) from the New York State Thruway Authority (the

“Thruway Authority”) to the Authority was passed by the New York State legislature. The

legislation authorizes the Authority to transfer moneys, property and personnel to the Canal

Corporation and also authorizes the Authority to issue debt for the purposes of financing the

construction, reconstruction, development and improvement of the New York State Canal

system. The Authority is in the process of transitioning the Canal Corporation’s operations

effective January 1, 2017.

Due diligence, integration and separation, and project support services are not services

prohibited under relevant independence standards. Management and the KPMG audit partner

have evaluated the proposed Statements of Work (SOW) and have held discussions with the

KPMG Advisory team in order to evaluate the services in accordance with independence

requirements (in fact and appearance) under GAO Independence and AICPA Code of

Professional Conduct guidelines. This evaluation included identifying and evaluating any

potential threats to independence resulting from the services and the implementation of

appropriate safeguards to mitigate any potential threats identified to an acceptable level.
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Management and the KPMG audit team will monitor the services provided on an on-going basis

to ensure independence between KPMG and the Authority is maintained.

DISCUSSION

The Authority’s contract with KPMG for independent accounting and auditing services,

as well as other audit and non-audit services, as may be required, was approved by the

Trustees at their July 29, 2014 meeting, for a term of up to five years through July 31, 2019, in

the amount of $2,500,000. Funds of $1,125,000 are currently available within the contract for

non-audit advisory services, which are currently being utilized for Canals. Staff estimates that

an additional $6,410,000 will be needed for advisory services relating to Canals between June 1

2016 and June 30, 2017. Prior to engaging KPMG for non-audit services, the contract requires

that Authority’s audit committee approve the each non-audit service engagement. In addition,

New York State Public Authorities Law Section 2802 (5) prohibits the independent accountant

who audits an authority’s financial statement from performing non-audit services without prior

written approval of the Authority’s audit committee. The Authority’s Audit Committee Charter

includes within its Functions and Powers section the responsibility to “assure the independence

of the independent accountants by approving any non-audit work for the Authority and

examining the accountant’s relationship with the Authority”. The Audit Committee authorized the

engagement of KPMG LLC to provide such services at the March 29, 2016 meeting under the

existing contract with KPMG for independent accounting services.

In accordance with the Authority’s Expenditure Authorization Procedures, cumulative
change orders in excess of $500,000 above the original approved contract amount require the
approval of the Authority’s Board of Trustees. Accordingly, such approval will be sought from
the Authority’s Trustees for this request for additional funding of $6,410,000 and increasing the
total approved contract amount to $9,410,000.

RECOMMENDATION

It is requested that the Audit Committee recommend that the Authority’s Trustees

approve an increase of $6,410,000 in KPMG engagement authorize the engagement of KPMG

LLC to provide services associated with the potential transfer of the New York Canals

Corporation to the Authority, under the existing contract with KPMG for independent accounting

services.


