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          2                 CHAIRPERSON JAMES: I am Council

          3  Member Letitia James and I'm Chair of the New York

          4  City Council's Committee on Contracts.

          5                 It's my privilege and my duty to

          6  participate in this hearing today, and I want to

          7  thank all of you for attending.

          8                 The hearing today will focus on

          9  Intro. No. 570-A, the electronic funds transfer

         10  bill. I introduced this bill at the request of the

         11  Mayor after the last Stated Meeting, May 9th, and

         12  the hearing today will be on the amended version.

         13                 The purpose of this bill is to ensure

         14  that payments to City contractors are made

         15  seemlessly and promptly. In today's modern world,

         16  more and more financial transactions are being

         17  handled electronically. Electronic payments speed up

         18  the process and create less paperwork for both the

         19  payor and the payee. And I assume we accomplish, we

         20  receive some savings as a result of that.

         21                 Under current law the Commissioner of

         22  Finance issues a check for payment of contracts,

         23  which may be mailed or hand-delivered to the

         24  contractor. The City currently issues over 800,000

         25  checks annually, and the paperwork involved in
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          2  preparing the check, mailing it and then waiting for

          3  it to clear can take several days. The bill would

          4  help businesses to better manage cash flow because

          5  the company knows exactly when it can expect to have

          6  payment funds in its account.

          7                 The City would see its own savings

          8  through the elimination of postage and other bank

          9  costs associated with paper checks.

         10                 This improvement would also affect

         11  the hundreds of subcontractors involved in projects

         12  throughout the City, since the general contractor

         13  would now be able to pay them more quickly.

         14                 We are interested to hear more from

         15  the Administration about what they think are the

         16  benefits of the bill and what systems need to be in

         17  place to ensure that the new process is handled

         18  seemlessly.

         19                 I thank all of you for coming. Let's

         20  get started with our hearing on Intro. 570-A.

         21                 I want to acknowledge the presence of

         22  Council Member Mike Nelson, from the Borough of

         23  Brooklyn, and our first witness is Robert Lee, the

         24  Deputy Commissioner for Treasury at the Department

         25  of Finance.

                                                            5

          1  COMMITTEE ON CONTRACTS

          2                 Deputy Commissioner Lee, you're on.

          3                 DEPUTY COMMISSIONER LEE: Good

          4  afternoon. Before I start, I would like to introduce

          5  on my right is Legislative Affairs representative

          6  Chris Brown, who is joining me.

          7                 Good afternoon, Council Member James

          8  and members of the Contracts Committee. I'm Robert

          9  Lee, Deputy Commissioner for Treasury at the

         10  Department of Finance.

         11                 In this role, I oversee the division

         12  that administers the City's network of bank accounts

         13  and manages the cash flow of the City's banking and

         14  investment system. In addition, the Treasury

         15  Division is responsible for mailing checks to

         16  vendors who provide City agencies with goods and

         17  services.

         18                 On behalf of Commissioner of Finance,

         19  Martha E. Stark, I come before you today to strongly

         20  support Intro. 570-A, a bill that would require

         21  Finance to directly deposit payments to City vendors

         22  with contracts worth more than $25,000, rather than

         23  process and mail checks. Before I outline the merits

         24  of this legislation, I want to first thank you,

         25  Madam Chair, for sponsoring this measure, along with
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          2  Council Members Stewart and Jackson.

          3                 As you know, Intro. 570-A is a

          4  common-sense initiative that will improve how the

          5  City pays its vendors. For the most part, right now,

          6  when dealing with its vendors, cutting checks is

          7  what New York City literally does. For all vendor

          8  payments, the process starts with FISA, which is

          9  Financial Information Services Agency, approving the

         10  payment, from there, however, things get needlessly

         11  complicated when we issue paper checks.

         12                 First, FISA prints the checks and

         13  delivers them to the Comptroller and Finance

         14  Commissioner at the Municipal Building so their

         15  signatures can be affixed to the checks. Next, those

         16  checks are hand-delivered a few flights upstairs,

         17  where the Treasury staff must hand-sort the checks,

         18  removing those issued to vendors against whom the

         19  City has liens recorded. Then, the staff feed the

         20  remaining checks through a sorting machine where

         21  they will be stuffed in envelopes and delivered to

         22  our Administration Division, which delivers the

         23  checks to the post office for mailing.

         24                 The direct deposit process is much

         25  less complicated. FISA simply debits the payment
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          2  amount from the vendor's bank account. Treasury's

          3  role is to provide the routing information to FISA

          4  and then monitor the direct deposits to make sure

          5  they occur smoothly, which is almost always the

          6  case.

          7                 As most of us know from our own

          8  experience, electronic payments is easier, it saves

          9  time, and it eliminated the headaches due to

         10  administrative errors like mistyped address or a

         11  delivery problem at the post office. It also greatly

         12  reduces fraud and eliminates the risk of check

         13  forging, which can cause real problems for the

         14  vendors. Back in 1996, at the request of the Clinton

         15  Administration, Congress passed mandatory EFT

         16  legislation for all federal government vendors, so

         17  in one sense, New York City is already behind the

         18  times.

         19                 Currently, this is a voluntary

         20  program, and 3,000 vendors have taken advantage of

         21  the convenience and efficiency of direct deposit

         22  EFT. So now we'd like to expand the program so more

         23  vendors can receive their payments quickly and

         24  safely, and also view their payment and other

         25  information online.
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          2                 To use just one example, it simply

          3  makes very little sense for a vendor like Federal

          4  Express to receive 1,100 checks for the work they do

          5  for New York City each year. More than 90 times per

          6  month, a different agency's account is debited and a

          7  separate physical check is mailed to FedEx.

          8                 We would expect the City's transition

          9  to EFT to be easy. Once the bill is passed, we would

         10  model our transition after the Federal government's

         11  switchover. We will inform the vendors of the change

         12  and simply supply them with the routing number form

         13  so that they can enroll.

         14                 Vendors will have 180 days from the

         15  date they renew their contracts to provide with the

         16  information or request a hardship waiver. Finance

         17  will request the routing information from vendors

         18  whose contracts are not up for renewal as well,

         19  allowing them 180 days to respond.

         20                 The cost savings from the bill are

         21  almost entirely from non-personnel savings,

         22  including bank costs and postage that we would no

         23  longer have to incur. In addition, we'll be able to

         24  reduce the strain on our antiquated check-sorting

         25  machine, which is a good thing, since most of the
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          2  parts are no longer made.

          3                 So, we expect that directly

          4  depositing vendors' checks will have the same

          5  benefits for business that it does for the 75%

          6  percent of City employees who use direct deposit

          7  now.

          8                 Our agency looks forward to working

          9  with our colleagues at the Office of the City

         10  Comptroller to promulgate rules that will define a

         11  hardship exemption. The bill also includes language

         12  that gives agency heads some flexibility to pay

         13  vendors by paper check where the disbursement of

         14  emergency funds is concerned.

         15                 With that, I thank you for this

         16  opportunity to talk about this important bill. And

         17  I'm happy to answer your questions. Thank you.

         18                 CHAIRPERSON JAMES: Thank you, Mr.

         19  Lee.

         20                 So, in your testimony, you indicate

         21  that this is currently a voluntary program and 3,000

         22  vendors have already taken advantage of the

         23  convenience. How many vendors do you anticipate

         24  being involved in this program?

         25                 DEPUTY COMMISSIONER LEE: Well, once
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          2  this bill is passed we expect 8,000 more vendors to

          3  enroll, and with the reduction of another 300,000

          4  checks.

          5                 CHAIRPERSON JAMES: And how much of a

          6  cost savings do you think --

          7                 DEPUTY COMMISSIONER LEE: The cost

          8  savings we estimate roughly around 200 plus, but

          9  mostly on, like I said, on postage, bank processing,

         10  the personnel cost is not as great because some

         11  people still have to manage the check processing

         12  procedure, because we're not limiting all the

         13  checks.

         14                 CHAIRPERSON JAMES: Right.

         15                 This is an amended version of the

         16  bill with the threshold for electronic payments now

         17  lowered from 100,000 to 25,000. Why the change? And

         18  was that the reason for the delay? I was

         19  anticipating this bill being introduced at our last

         20  Stated Council.

         21                 DEPUTY COMMISSIONER LEE: Yes, I

         22  believe this is the proper approach to use, because

         23  we're given more time to work out all the

         24  differences and try to bring more vendors an try to

         25  reduce more checks. By reducing from 100,000 to

                                                            11

          1  COMMITTEE ON CONTRACTS

          2  25,000, clearly that's another additional 50,000

          3  checks to save and other 4,000 vendor would be

          4  required to sign up.

          5                 CHAIRPERSON JAMES: And I see that

          6  there will be a carve out for hardship exemptions;

          7  can you can give me an example of what type of

          8  exemptions do you anticipate?

          9                 DEPUTY COMMISSIONER LEE: I cannot

         10  give you an answer at this moment, but our office

         11  and the Comptroller's Office will work on defining

         12  exemption, and I'm sure they would come up with a

         13  very proper way to define exemption. And we're

         14  mindful the bill is not to become -- not to cause

         15  hardship. The bill is to make it easier for a vendor

         16  to get payment, more transparent, more efficient, in

         17  a secure environment.

         18                 CHAIRPERSON JAMES: How do you get

         19  over this fear that's still somewhat pervasive with

         20  regards to this, individuals who are technologically

         21  intimidated, if you will?

         22                 DEPUTY COMMISSIONER LEE: Actually,

         23  the process is extremely simple. All they have to

         24  supply is the bank account number and the bank

         25  address and the name of the business. The filing is
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          2  extremely easy. It takes 20 minutes. Actually I have

          3  a form here I can show you. And once the vendor is

          4  involved, I don't think we are concerned or

          5  intimidated.

          6                 CHAIRPERSON JAMES: And the issue of

          7  identity theft, and fraud? What safeguards are built

          8  into the system?

          9                 DEPUTY COMMISSIONER LEE: Okay, the

         10  system has a very, very secure environment, and I'm

         11  sure there's a lot of safeguards put in between the

         12  bank, City Finance, and we keep strictly to

         13  confidentiality requirements, and we're trying to

         14  make it the safest way to process it.

         15                 CHAIRPERSON JAMES: And is there a

         16  system in place, in the event that a contractor says

         17  that they did not receive the check electronically?

         18                 DEPUTY COMMISSIONER LEE: I didn't get

         19  your question.

         20                 CHAIRPERSON JAMES: If the vendor

         21  claims that they did not receive the check for some

         22  reason or another, you've got the wrong routing

         23  number, wrong bank account?

         24                 DEPUTY COMMISSIONER LEE: Oh, no.

         25  Typically when they sign up for the EFT, we go
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          2  through a testing period, there will be test

          3  transactions. Every transaction will be tested. So,

          4  therefore, when we go live, chance -- like for

          5  example, the 3,000 vendors we have in the past, none

          6  of them came to us for a problem. As a matter of

          7  fact, we got a lot of thank you letters, thanking us

          8  for actually getting it processed for them, so that

          9  they get the payment on time and efficiently.

         10                 CHAIRPERSON JAMES: And there's a

         11  waiver for a certain classification of checks? Can

         12  you give me an example of those types of --

         13                 DEPUTY COMMISSIONER LEE: The waiver

         14  depends on the hardship issue, and also how they

         15  define. Oh, you're talking about contract amount,

         16  right?

         17                 CHAIRPERSON JAMES: Yes.

         18                 DEPUTY COMMISSIONER LEE: So, any

         19  contract less than 25,000, we do not require them to

         20  sign for the EFT, but, of course, we welcome them to

         21  do so voluntarily, just like we have our 3,000

         22  vendors right now actually in the system.

         23                 CHAIRPERSON JAMES: When would this

         24  system begin?

         25                 DEPUTY COMMISSIONER LEE: I guess we
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          2  expect, when the bill gets passed we'll give 180

          3  days grace period to sign up.

          4                 CHAIRPERSON JAMES: Okay. And at what

          5  point would a contractor be required to submit

          6  information about their financial institution? As

          7  soon as they get the contract, or at a later date?

          8                 DEPUTY COMMISSIONER LEE: No, as soon

          9  as they sign up with the requirement, then we will

         10  work with Finance to provide us the banking

         11  information. This should be done simultaneously.

         12                 CHAIRPERSON JAMES: And who would be

         13  soliciting that information in your agency?

         14                 DEPUTY COMMISSIONER LEE: Treasury

         15  would be actively involved, yes.

         16                 CHAIRPERSON JAMES: And there are no

         17  personnel, this does not affect any personnel, any

         18  positions within your agency?

         19                 DEPUTY COMMISSIONER LEE: No.

         20                 CHAIRPERSON JAMES: Okay. Absolutely

         21  not.

         22                 Council Member Nelson, any questions?

         23                 COUNCIL MEMBER NELSON: Just one brief

         24  one, as far as security precautions. I know, I don't

         25  think that you have a way to do this with identity
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          2  theft and every other possible fraud given --

          3                 DEPUTY COMMISSIONER LEE: Right.

          4                 COUNCIL MEMBER NELSON: But anything

          5  that you're working on at this point to preclude

          6  that possibility?

          7                 DEPUTY COMMISSIONER LEE: Yes, I can

          8  tell you right now, for the 3,000 vendors that are

          9  currently getting paid, we haven't actually

         10  experienced one fraud against the account. Because

         11  like I said, the system is equipped in such a way

         12  it's very difficult to break in.

         13                 With more check fraud in the past six

         14  years than zero EFT fraud against our vendors.

         15                 COUNCIL MEMBER NELSON: Well, we are

         16  behind the times. I'm glad we're finally moving

         17  forward with this. We pride ourselves on being the

         18  vanguard, but unfortunately, in a lot of areas, I

         19  know we're not. Thank you.

         20                 Thank you, Madam Chair.

         21                 CHAIRPERSON JAMES: And Commissioner

         22  Lee, just thank you. This is consistent with the

         23  whole notion of going green, saving our trees --

         24                 DEPUTY COMMISSIONER LEE: Right.

         25                 CHAIRPERSON JAMES: And Mr. Brown, who
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          2  is a constituent, thank you for what you do.

          3                 DEPUTY COMMISSIONER LEE: This is the

          4  21st Century, I think we should move on.

          5                 CHAIRPERSON JAMES: Yes, it is. Thank

          6  you, Commissioner.

          7                 DEPUTY COMMISSIONER LEE: Thank you so

          8  much.

          9                 CHAIRPERSON JAMES: Well, that

         10  concludes the hearing. And I guess it's a go. Thank

         11  you. That concludes the hearing.

         12                 (Hearing concluded at 1:16 p.m.)
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