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Scope of Audit

Audit Observations
and Conclusions

Executive Summary

New York City Health and Hospitals Corporation
Verification and Monitoring of Affiliation Contracts

In the early 1960s, the New York City Department of Hospitals began
affiliating its individual hospitals with local medical schools and their
teaching hospitals via contracts, to provide clinical and support services
to patients at the municipal hospitals, improve patient care, attract quality
medical staff, and retain the municipal hospitals’ accreditation.  Estab-
lished in 1970, the Health and Hospitals Corporation (HHC) took over the
responsibility of managing the municipal hospitals, including the relation-
ships with the affiliates.  Affiliation contracts had traditionally based
reimbursement to affiliates on the actual cost of services provided, without
regard to performance.  In the mid 1990s, HHC began negotiations with
the affiliates to initiate a performance-based contract in which reimburse-
ment is based mainly on productivity (workload) by the affiliate, using a
nationally-recognized methodology called the Relative Value Unit (RVU)
method to measure productivity.  The performance-based contract also
calls for the affiliate to comply with 24 specific performance indicators
that assess the quality of care, quality of service, and the provider’s
competency and qualifications. The affiliate is subject to financial penalties
if certain performance indicators are not met.

We selected three hospitals for our audit--Hospitals A and B, which have
performance-based contracts, and Hospital C, which has a cost-based
contract.  Because of confidentiality restrictions, the names of the hospitals
cannot be disclosed.

Our audit addressed the following question relating to HHC’s affiliation
contracts for the contract period July 1, 1997 through June 30, 1998:

! Is HHC ensuring that performance-based contracts are being
implemented and that affiliates are complying with the terms of
their affiliation contracts?

HHC has made considerable progress in managing and reducing the costs
of its affiliation contracts.  Longstanding problems, such as lack of
accountability and monitoring, are being addressed.  Nevertheless, we
found that most of the HHC acute care facilities and their affiliates have
not fully implemented the performance-based contract.  In addition, we
found insufficient monitoring over the implementation of certain aspects
of the affiliation contract. We also noted instances of non-compliance with
certain performance indicators and instances where there was insufficient
documentation to provide reasonable assurance that affiliate employees
were working and providing the required contractual services.



Comments of HHC
Officials

HHC did not meet the established target dates by which all of its facilities
would implement the performance-based contract.  We reviewed the status
of contract implementation among the 11 acute care facilities and found
wide variation in the degree of implementation.  Not all of the acute care
facilities have formally entered into the performance-based contracts with
their affiliates. In addition, as of May 1999, only three acute care
hospitals had fully implemented the performance-based contracts by
utilizing the RVU method as the basis for contract reimbursement.  HHC
is therefore not yet achieving the full benefits, such as cost savings and
increased quality of care, that the performance-based contract is intended
to provide.  (See pp. 5-6)

At Hospitals A and B, there is insufficient monitoring over the implemen-
tation of certain aspects of the affiliation contract.  For example, none of
the performance indicator results and workload statistics are verified by
the affiliation contract manager at the facility level or by HHC to ensure
that they are accurate and reliable.  (See p. 9)

Due to provisions in the New York State Public Health Law restricting
access to confidential and privileged information, we performed a limited
review of only 4 of the 24 performance indicators at Hospitals A and B.
We found that the affiliates did not always meet the goals of the
performance indicators we verified, and that the affiliates were not fined
the proper amount called for in the contract for non-compliance.  Because
of the lack of compliance with these performance indicators, there is
reduced assurance that proper patient care was provided.  (See pp. 11-14)

In addition, in some cases there was insufficient documentation to provide
reasonable assurance that contract payments for affiliate employees were
accurate at Hospitals A and C.  For example, at Hospital C, time records
did not show the dates and times that affiliate employees worked;
therefore, we could not verify that these employees fulfilled their
contractual obligations. (See pp. 15-18)

We made 12 recommendations to address the conditions we identified in
this report.

In their response to our draft report, HHC officials agreed with most of
our recommendations and reported the steps they are taking to implement
them.  HHC officials also stated that the report is misleading and
inaccurate in some of its assumptions and conclusions.  According to
HHC officials, the audit occurred too early in the shift to performance-
based contracts.  HHC’s complete response to the draft report is included
as Appendix B.  We have prepared an Appendix C, containing State
Comptroller’s Notes, which addresses comments made by HHC officials
in their response.
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Background

Introduction

In the early 1960s, the New York City Department of Hospitals began
affiliating its municipal hospitals with local medical schools and their
teaching hospitals.  The purpose of these affiliations was to provide
clinical and support services to patients at the municipal hospitals, improve
patient care, attract quality medical staff, and retain the municipal
hospitals’ accreditation. To accomplish these objectives, the management
and provision of certain clinical and support services were delegated to the
affiliates, which were then reimbursed for related costs.

The Health and Hospitals Corporation (HHC), established in 1970,
assumed responsibility for managing the municipal hospitals, including the
relationships with the affiliates. HHC hospitals provide comprehensive
medical, mental health, and substance abuse services to all patients
regardless of their ability to pay. HHC operates 11 acute care hospitals,
two long-term care hospitals, and four diagnostic and treatment centers.

Beginning in fiscal year 1983, HHC entered into formal contracts with the
affiliates to tighten control over its facilities.  These contracts, which were
boiler plate in nature, placed primary responsibility for managing and
operating the hospitals with HHC and each hospital’s executive director.
In 1990, HHC attempted to hold the affiliates more accountable for the
services provided by requiring them to adhere to several indicators that
assess the quality of care, quality of service, and physician’s competency
and qualifications.  These affiliation contracts required HHC to reimburse
the affiliates based on costs; that is, the salaries and fringe benefits of the
affiliates’ employees (doctors, nurses, etc.) who provided services at HHC
facilities, without regard to performance.  Our prior audits and the New
York City Comptroller’s Office audits of these affiliation contracts found
significant problems relating to the affiliates’ compliance with provisions
of the contracts, lack of accountability by the affiliates, and inadequate
HHC monitoring of the affiliates.

In the mid 1990s, HHC began negotiations with the affiliates to initiate a
performance-based contract in which reimbursement is based mainly on
productivity (workload) by the affiliate, using a nationally recognized
methodology called the Relative Value Unit (RVU) method to measure
productivity.  The Radiology, Anesthesiology and Pathology departments
would still be reimbursed on actual costs, which according to HHC
officials, is the most effective way of controlling costs for these three
departments. The performance-based contract, which is boiler plate in
nature, also calls for the affiliate to comply with 24 specific corporate-
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Audit Scope,
Objectives and
Methodology

wide performance indicators.  In addition, the affiliate would be subject
to financial penalties if certain performance indicators are not met. 

According to an HHC official, the performance-based contract is a
mechanism to improve the municipal hospitals’ competitive position in the
New York metropolitan health care environment.  As part of an overall
strategy, HHC chose to pay for market productivity at market salaries and
to more closely align workload standards to staffing needs. HHC officials
indicated that the performance-based contract instituted an improved
system of measuring and monitoring affiliate performance. The primary
benefits of this contract are to provide increased collaboration between
affiliates and facilities; increased emphasis on quality through performance
indicators that measure quality of care, quality of service, and provider’s
competency and qualifications; and increased accountability for affiliate
performance by paying for service based on quantity and quality of
workload.  HHC reported that corporate-wide, affiliation contract costs
were $505 million in fiscal year 1996 with a  projected amount of $453
million for fiscal year 2000, a reduction of $52 million over the five
years.

We audited the affiliation contracts at selected acute care facilities for the
contract period July 1, 1997 through June 30, 1998.  The objectives of
our performance audit were to determine the implementation status of the
performance-based affiliation contract, to evaluate the effectiveness of
HHC’s monitoring of compliance with certain aspects of the affiliation
contract, to determine whether the affiliate met the goals of certain
performance indicators, and to verify the accuracy of the contract
reimbursements that should be paid to the affiliate.  

We selected three hospitals for our audit -- Hospitals A and B, which
have entered into the performance-based contract, and Hospital C, which
was still using a cost-based contract.  As part of the affiliation contract,
HHC paid Hospital A’s affiliate $48.3 million for fiscal year 1998.  For
the same year, it paid $54.5 million to Hospital B’s affiliate, and paid
$13.3 million to Hospital C’s affiliate.  We selected Hospital A because,
even though it did not use the RVU method for reimbursement, the
affiliate was supposed to be reimbursed based on equivalent workloads of
the hospital’s departments. We selected Hospital B because it used the
RVU method as a basis for contract reimbursement for our audit period.
We selected Hospital C because it used a cost-based contract which was
last negotiated in 1991 and renewed periodically.  Reimbursement to
Hospital C’s affiliate was based on actual costs without regard to
performance.
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At Hospital A, to verify the accuracy of the reimbursement claims for the
workload departments, we reconciled their workload statistics to the
monthly summary reports.  For the Radiology, Anesthesia and Pathology
departments that are reimbursed on actual costs, we selected a judgmental
sample of 30 affiliate employees to determine if they worked and provided
the required services.  At Hospital C, which is still on a cost-based
contract, we selected four random samples of 33 affiliate employees and
verified their time records and work schedules.  We also compared both
the hospital’s and the affiliate’s payrolls to determine if there was any dual
employment for our sampled employees.

Our audit scope was limited by the following: 

! Due to various provisions of the New York State Public Health
law that restrict access to confidential and privileged information,
HHC allowed us to audit only four of the 24 performance
indicators: Residency Program Accreditation, New York State
Department of Health (DOH) Mandatory Training, Delinquent
Medical Records, and Undictated Operative Reports.  Our audit of
the four performance indicators was done at only Hospitals A and
B because Hospital C did not have the performance-based contract
in place. Our review was further limited because we could not
verify the reported results for the DOH Mandatory Training
performance indicator because our access to physicians’ personnel
files was restricted by law. Moreover, we could not verify the
reported results for the Delinquent Medical Records and Undictat-
ed Operative Reports performance indicators against Medicaid
patients’ medical records.  Even though the law allowed us access
to Medicaid patients’ medical records, neither Hospital A or B was
able to readily identify the entire Medicaid patient population for
audit testing of the results for these two indicators.
  

! At Hospital A, we could not verify the reported workload statistics
against Medicaid patients’ medical records because the hospital
stated that it could not provide us with their medical records
without incurring a massive amount of programming at great
expense to the hospital.  For the Radiology, Anesthesiology and
Pathology departments, in which reimbursement is based on actual
costs subject to a contract limit, we were severely limited in the
amount of audit testing we could perform because of considerable
delays of up to five months by Hospital A and its affiliate in
providing supporting documentation.

! At Hospital B, due to the independent audit of the affiliation
contract by the affiliate’s auditors that was being conducted at the
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Response of HHC
Officials to Audit

time of our audit, HHC officials requested that we not audit the
contract reimbursements made to the affiliate.
 

Except for the effects of the limitations of access to records imposed by
the law and HHC, we conducted our audit in accordance with generally
accepted government auditing standards.  Such standards require that we
plan and perform our audit to adequately assess those operations of HHC
which are included within the audit scope.  Further, these standards
require that we understand HHC’s internal control structure and compli-
ance with those laws, rules and regulations that are relevant to the
operations which are included in our audit scope.  An audit includes
examining, on a test basis, evidence supporting transactions recorded in
the accounting and operating records and applying such other auditing
procedures as we consider necessary in the circumstances.  An audit also
includes assessing the estimates, judgments and decisions made by
management. We believe that our audit provides a reasonable basis for our
findings, conclusions and recommendations.

We use a risk-based approach to select activities for audit.  We focus our
audit efforts on those activities we have identified through a preliminary
survey as having the greatest probability for needing improvement.
Consequently, by design, we use finite audit resources to identify where
and how improvements can be made.  We devote little audit effort to
reviewing operations that may be relatively efficient or effective.  As a
result, we prepare our audit reports on an “exception basis.”  This report,
therefore, highlights those areas needing improvement and does not
address activities that may be functioning properly.

We provided preliminary copies of the matters contained in this report to
HHC officials for their review and comment.  Their comments have been
considered in preparing this report and are included as Appendix B.
Appendix C contains State Comptroller’s Notes, which address matters
contained in HHC’s response.

Within 90 days after the final release of this report, we request that the
President of the Health and Hospitals Corporation report to the State
Comptroller, advising what steps were taken to implement the recommen-
dations contained herein, and where recommendations were not imple-
mented, the reasons therefor. 
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Implementation Status of the Performance-Based
Affiliation Contract

HHC, through its Office of Professional Services and Affiliations (OPSA),
is responsible for overseeing the implementation of the performance-based
contracts with the affiliate hospitals. These contracts call for the affiliate
to comply with 24 performance indicators, with resulting penalties for
non-compliance.  In addition, the performance-based contract specifies that
the majority of the contract services provided by the affiliate are to be
paid to the affiliate based on the RVU method. This method, initially
developed for the Medicare program, measures the workload utilized in
providing health care services per patient encounter.  RVUs account for
a patient’s severity of illness, the length of time a provider renders care,
and the intensity of care rendered by a provider.  Payments are computed
by determining the RVUs for each service and applying a pre-determined
RVU price.

According to HHC officials, the implementation of the RVU-based
payment methodology required the updating of existing information
systems at each facility and the development of new procedures, both
corporate-wide and facility specific. This process required technical
changes to data systems, development of forms and reports, new methods
of coordination between departments, and training of employees at all
levels of HHC.  An implementation plan was designed by OPSA, with
some components handled centrally and some at the facility level.  In
1997, HHC began entering into the performance-based affiliation contracts
with various non-profit metropolitan hospitals, medical schools and their
teaching hospitals, and physician-owned professional corporations. 

Our audit found that HHC did not meet the established target dates by
which all of its facilities would implement the performance-based
contracts.  We reviewed the status of contract implementation among the
11 acute care facilities and found wide variation in the degree of
implementation.  Not all of the acute care facilities have formally entered
into the performance-based contracts with their affiliates.  In addition, as
of May 1999, only three acute care hospitals had fully implemented the
performance-based contracts by utilizing the RVU method as the basis for
contract reimbursement for our audit period. However, most hospitals
have to some degree used productivity as a factor in calculating reimburse-
ment to their affiliates. 

For the eight acute care facilities that have not implemented the RVU
method, we noted the following:
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! Four hospitals, including Hospital C, do not have the performance-
based contract in place. Hospital C’s affiliation contract reimburse-
ment is still on a cost-basis.  According to HHC officials, the
other three hospitals and their affiliates have mutually agreed to
continue to operate under the terms and conditions of an interim
agreement (referred to as “deal points”), which reflects the
understanding of the parties regarding the principal terms of the
performance-based contract that the parties intend to enter into.

! Even though one hospital has a signed performance-based contract
for the period January 1, 1997 through June 30, 1999, it has been
paying its affiliate based on employees’ salaries. HHC officials
stated that while full implementation of an RVU model has not
occurred, the hospital compensated its affiliate for a level of
staffing that is appropriate to the service needs of the facility.

! Two hospitals which have the performance-based contract in place
did not use the RVU method for reimbursement for the audit
period. They were paying their affiliates a fixed amount based on
an expected level of productivity up to their contractual limit.

! One hospital entered into the performance-based contract effective
July 1998, which was after our audit scope period.

HHC officials indicated that some of the delays are the result of training
issues of the employees, affiliate and HHC system modifications, and the
integration that is required to obtain the data needed to determine the
productivity bases for the services provided. They further explained that
there is a “phasing in” of the implementation of the RVU-based payments.
HHC officials also indicated that “the facilities are capturing RVU data,
but what is limiting HHC’s ability to pay the affiliates is the time needed
to ensure the accuracy of the RVU data.”  However, by not having the
performance-based contract fully implemented at all acute care facilities,
HHC is not achieving the full benefits, such as cost savings and increased
quality of care, that this type of contract is intended to provide.
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Recommendation

1. Closely monitor and ensure full implementation of the new
performance-based contract at all acute care facilities as it relates
to the use of the RVU method as the basis of contract
reimbursement to the affiliates.  Establish new target dates for
implementation and monitor against these dates.

(HHC officials agreed with this recommendation, indicating that
target dates were set in Spring 1998 but facilities were unable to
achieve them because of the complexity of the system.)
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Monitoring of Compliance with Contract Terms

OPSA is responsible for the corporate-wide monitoring of the affiliation
contracts. Each facility is supposed to have an affiliation contract manager
whose function is to monitor affiliation contract activities to ensure
contract compliance at the facility, to serve as a liaison with the affiliate
and HHC’s central office, and to facilitate resolution of contract issues.
The affiliation contract manager prepares a quarterly report on the
affiliate’s compliance with the performance indicators.  The performance
indicator results are then submitted to OPSA, which on a semi-annual
basis, compiles the results for all of the HHC facilities and submits a
report to the HHC’s Board of Directors (Board) on affiliate compliance
with performance indicators.

We found that at Hospitals A and B, there is insufficient monitoring of
performance indicators and workload statistics.  As a result, there is
reduced assurance that the affiliates are providing the necessary services
as required in the contract, and receiving the proper reimbursement.

The performance indicator results and workload statistics are compiled
either by hospital or affiliate staff.  However, neither the affiliation
contract manager at the facility level nor OPSA staff verify the results to
ensure that they are accurate and reliable.  In response to our draft report,
HHC officials stated that the facility’s respective departments are
responsible for the verification and accuracy of the data.  However, we
maintain that there should be independent verification of the performance
indicator data and workload statistics.
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Recommendations

2. Require the affiliation contract manager or OPSA to verify, on a
test basis, the performance indicator results and workload
statistics.

(HHC officials disagreed with this recommendation, stating that
there are multiple systems in place to cross-check performance
indicator data and that it is not OPSA’s function to serve as the
Corporation’s auditor.  HHC officials also stated that external
auditors will verify the performance indicator data.  While the
use of external auditors to verify performance indicator data is,
in part, responsive to the intent of our recommendation, we
believe that, as a minimum, HHC officials have the responsibility
to routinely verify, on an independent basis, the accuracy of
performance indicator and workload statistics data.  If, as stated
by HHC officials, it is not the function of OPSA to verify the
data, then we suggest that periodic verification be done by the
affiliation contract manager.)

3. Recommendation deleted.

4. Recommendation deleted.
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Performance
Indicators

Verification of Contract Terms

We attempted to verify whether the terms of the hospitals’ affiliation
contracts were complied with in two areas: whether the goals of the
performance indicators were met by the affiliates and whether the contract
reimbursements to the affiliates were accurate.  As indicated in the Audit
Scope, Objectives and Methodology section of our report, our access to
certain records related to these two areas was restricted by law and by
HHC.  As a result, our audit testing in these areas was limited.
However, we were able to determine that the affiliates did not always
meet the goals of certain performance indicators, and in some cases there
was insufficient documentation to provide assurance that contract payments
were accurate.

The performance-based contract specifies 24 corporate-wide performance
indicators that assess the quality of care, quality of service, and the
provider’s competency and qualifications.  The affiliate is required to meet
the goals of these indicators within certain time frames.  Failure to comply
with certain indicators would result in financial penalties to the affiliate.

Due to provisions in the State Public Health Law restricting access to
confidential and privileged information, we performed a limited review of
only four of the 24 performance indicators at Hospitals A and B: NYS
Department of Health (DOH) Mandatory Training, Delinquent Medical
Records, Undictated Operative Reports, and the Residency Accreditation
Program, to determine if the two hospitals met the goals of these four
indicators, and if they did not, were the appropriate penalties levied
against the affiliates. 

We found that Hospitals A and B did not always meet the goals of the
various performance indicators we verified, and that the affiliates were not
fined the proper amount called for in the contract. At Hospital A, three
of the four performance indicator goals were not met.  Hospital B
reported that it met all four performance indicators.  However, we
determined that it did not meet the goal of 100 percent compliance for the
NYS DOH Mandatory Training indicator. Because of the lack of
compliance with these performance indicators, there is less assurance that
proper patient care was provided.

NYS DOH Mandatory Training 

The contract definition for this performance indicator is that “providers”
will complete the NYS DOH Mandatory Training during each fiscal year
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of the contract term. Providers, as defined in HHC’s Affiliation Contract
Manual (Manual), include physicians and non-physicians such as lab
technicians.  To achieve compliance with this indicator, all of the
affiliate’s providers must complete the mandatory training if the health and
safety of patients and employees are to be protected at the facility.  The
mandated training involves fire/life safety practices, general safety, risk
management, patients’ rights, infection control, and professional miscon-
duct.

We found that the affiliates for both Hospitals A and B do not report on
the mandatory training for non-physician providers.  They report only on
the training for physicians. Therefore, any result that these affiliates report
to HHC in regard to this performance indicator would be incomplete. An
OPSA official told us that during contract negotiations, both parties were
clear that the term “provider” referred only to physicians and dentists and
that this understanding would be clarified in the next revision of the
Manual.  We believe that the term “provider” should also be clearly
defined in future contracts. 

Hospital A reported that only 1,389 of the 2,128 affiliate physicians had
received the mandatory DOH training in the 1998 fiscal year, resulting in
a non-compliance rate of 35 percent. As a result, there is a significant risk
that the safety and health of Hospital A’s patients may be compromised.
The hospital fined its affiliate $2,000 for non-compliance with this
indicator, but the contract calls for a penalty of $8,000.  In response to
our preliminary audit findings, an OPSA official stated that the contract
provision describing the amount of penalty to impose on the affiliate is
confusing, and noted that HHC “will make sure that the contract is clear
in the next negotiation.” The affiliation contract manager pointed out that
the medical director who had assumed responsibility for ensuring
compliance had resigned and that the position was vacant for a short time
at the end of fiscal year 1998.

In response to our draft report, HHC officials stated that Hospital A will
impose additional fines of $6,000 on the affiliate.

Hospital B’s affiliate reported that it had achieved 100 percent compliance
with this indicator. However, it failed to report that a non-physician
provider had not completed the mandatory training, which resulted in
preventing the affiliate from being in full compliance.

Undictated Operative Reports

The contract definition for this performance indicator requires that no
more than two percent per quarter, and not to exceed nine operative
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reports per quarter, will remain undictated 24 hours post-surgery.  The
purpose of this performance indicator is to ensure that surgical procedures
are recorded promptly.  It is expected that medical records will be more
complete and accurate if physicians document procedures immediately after
they perform them. Therefore, failure to meet this performance indicator
would have a significant effect on the quality of patient care.

Hospital A reported 11, 32, 38, and 27 undictated operative reports in the
four quarterly reports for fiscal year 1998, exceeding the benchmark of
nine for each quarter, indicating that the affiliate had not complied with
this performance indicator.  As a result, there is a significant risk that
patient care is being compromised.  Because the number of undictated
reports did not exceed two percent in each quarter, Hospital A officials
incorrectly concluded that the affiliate had complied, and did not penalize
the affiliate.  Attachment D of the contract stipulates a financial penalty
of $5,000 per quarter for non-compliance.  According to this provision,
the affiliate should be penalized $20,000 for fiscal year 1998.

In response to our preliminary audit findings, Hospital A officials
acknowledged that the threshold measures had been misinterpreted, and
said that the affiliate has been levied the appropriate fines.

Delinquent Medical Records

Delinquent Medical Records are charts that remain incomplete for reasons
within the physicians’ control for longer than 30 days after a patient is
discharged. They include patient information on discharge diagnosis,
length of stay, and procedures delivered that are needed for billing third-
party payers.  Therefore, prompt third-party payments are directly
dependent upon how quickly medical charts for discharged patients are
completed.  In addition, a large number of  delinquent medical records
may affect the appropriate delivery of follow-up medical care.  

Attachment D of the affiliation contract defines the performance indicator
for Delinquent Medical Records as the following: “No more than 5
percent of inpatient charts will be delinquent beyond 30 days of a patient’s
discharge, based on the calculated monthly average of discharges for that
specific month.”  

Hospital A’s affiliate failed to comply with this performance indicator for
each of the four quarters in fiscal year 1998, with non-compliance rates
of 17.5 percent, 20.6 percent, 25.5 percent, and 31.3 percent.  The
affiliate’s failure to comply with this indicator increases the risk that the
patients are not receiving proper medical care.  Also, the hospital levied
a $5,000 fine against the affiliate for the third and fourth quarters of fiscal
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Recommendations

5. Clarify contract requirements by defining the term “provider” in
the affiliation contract, particularly as it relates to the
performance indicator for NYS DOH Mandatory Training, and
by specifying whether financial penalties should be imposed on
a fiscal year or calendar year basis.

(HHC officials agreed with this recommendation, stating that
future contracts starting in fiscal year 2000 will be revised to
clarify these changes.)

6. Ensure that Hospital A’s affiliate complies with the following
performance indicators: NYS DOH Mandatory Training,
Delinquent Medical Records, and Undictated Operative Reports.

(HHC officials agreed with this recommendation stating that
Hospital A will conduct joint meetings with the facility Medical
Director and affiliate representatives; implement specific
performance improvement plans; hold meetings with non-
compliant services; and implement suspension policy.)

7. Fine Hospital A’s affiliate the required amount of financial
penalties for non-compliance with the following performance
indicators: NYS DOH Mandatory Training, Delinquent Medical
Records, and Undictated Operative Reports.

(HHC officials agreed with this recommendation.  However,
HHC officials still need to clarify whether financial penalties
should be imposed on a fiscal year or calendar year basis.)

year 1998.  However, it did not penalize the affiliate an additional
$10,000 for the first two quarters, as required.  In response to our
preliminary audit findings, the hospital and OPSA officials asserted that
in terms of applying financial penalties to the affiliate, Attachment D of
the contract refers to calendar year 1998, not fiscal year 1998.  However,
it is evident to us that Attachment D refers to fiscal year 1998, since it
clearly indicates that the formal review of the performance indicators
begins in July 1997, that the affiliation contract is for fiscal year 1998,
and that the performance indicator results are reported by quarter for
fiscal year 1998, beginning on July 1, 1997.
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Contract
Reimbursement
Costs

Hospital C

During our audit period, Hospital C was still using the cost-based contract
that was negotiated in 1991 and which has been renewed periodically. The
affiliate is reimbursed based on the personal service costs of its employ-
ees.  For the fiscal 1998 contract year, the affiliate was paid $13.3
million.  In December 1997 and June 1998, a total of 145 and 147
affiliate employees, respectively, worked at Hospital C.  To verify, on a
test basis, the validity of the personal service costs, we selected four
random samples totaling 33 affiliate employees who worked at the hospital
during the months of December 1997 and June 1998.  We found that
controls were not adequate to ensure that affiliate employees were paid
only for time worked.

In response to our draft report, HHC officials stated that the problems
identified at Hospital C have been known to the Corporation for a long
time.  They further added that their recognition of these inherent
deficiencies in the old “cost-based” contracts was a major reason for HHC
moving to performance-based affiliation agreements.

1. Time Records

We requested supporting documentation that would help us determine
whether the employees had worked and provided the required services.
We found the following:

! The affiliate employees’ time records, which are prepared
on a monthly basis, do not show the dates and time
worked. They report only the time that the employee is off
(e.g., vacation, sick leave).  Therefore, we could not
verify if the affiliate employees actually worked at the
hospital in accordance with the contract. 

! 17 of 33 sampled employees did not appear on the work
schedules for December 1997 and June 1998. Therefore,
there is a possibility that these doctors were paid but did
not work.  As mentioned previously, employee time
records provided insufficient evidence to support if they
worked at all. 

2. Dual Employment

For each of the 33 sampled employees, we examined Hospital C’s payroll
records for the respective payroll periods to determine whether the affiliate
employees were also being paid by the hospital.  We found that three
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affiliate doctors had been paid by both the affiliate and the hospital for the
two bi-weekly payroll periods in December 1997.  However, there was
no written authorization for their dual employment.  During our audit,
Hospital officials contended that the required authorization for these three
doctors to have dual employment was not necessary because they were not
providing any medical services at the affiliate’s facility.  This position is
incorrect as HHC’s policy, which requires written authorization for dual
employment, does not provide for any exceptions.  The policy also states
that any employee who violates this regulation may be subject to
disciplinary action with a penalty up to, and including, termination from
both jobs.  With regard to these three doctors, we found the following:

! One doctor, who had a full-time equivalent (FTE) status of
1.05 (indicating more than full-time) on the affiliate’s
payroll, was paid $8,720 for December 1997. He was also
paid $4,591 for working 20 hours a week in the same
month (.53 FTE) on Hospital C’s payroll.

! One doctor, who had a .80 FTE status on the affiliate’s
payroll, was paid $2,750 for December 1997.  She was
also paid $15,037 by Hospital C as a full-time employee
(1.0 FTE) for the same pay periods.

! One doctor, with a .5 FTE status, was paid $3,443 by the
affiliate.  She also had a .5 FTE status on Hospital C’s
payroll and was paid $4,887 for the same pay periods. We
found that she had charged four hours of sick leave on her
affiliate’s time record for both December 16, 1997 and
December 23, 1997.  However, she also worked 4 hours
and 3 and 3/4 hours, respectively, on the same days for
the hospital. 

In addition, these three doctors did not appear on the affiliate’s department
work schedule for December 1997. Therefore, we do not know whether
they worked or when they worked. There is the risk that these employees
could have been overpaid by the affiliate or the hospital for the same
hours they worked during the month of December 1997. 

3. Floor Checks

As part of its monitoring efforts, Hospital C performed seven floor checks
of the affiliate employees who worked at the hospital during fiscal year
1998.  However, the last floor check was performed in February 1998,
almost four months before the end of the fiscal year.  We also noted that
all of the floor checks had been completed before 5 p.m., and that none
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had been conducted during the 12 a.m. to 8 a.m. shift or on the
weekends, which are periods susceptible to time and attendance abuses.

Only 51 of the 175 affiliate doctors were floor-checked during fiscal year
1998, an average of just seven doctors per floor check.  The floor checks
revealed that nine doctors could not be found.  We were told that these
doctors received verbal counseling.  However, there was no evidence that
Hospital C officials followed up to determine whether the doctors had
legitimate reasons for being absent.  If they did not, then the doctors were
overpaid. 

Hospital A

Hospital A entered into a performance-based affiliation contract with its
affiliate for the period July 1997 through June 2000.  This contract is
primarily performance-based; that is, reimbursements are based primarily
upon productivity (workload). However, reimbursement for the Radiology,
Anesthesiology and Pathology departments is based on actual costs, subject
to a contract limit.  For fiscal year 1998, Hospital A paid its affiliate
$48.3 million for those departments that were reimbursed on workload and
actual costs.  This amount includes grants, which we did not review.  In
this regard, we noted the following.

1. Workload Departments 

For fiscal year 1998, contract payment calculations for the 16 workload
departments were computed by multiplying the number of units of service
by the agreed-upon unit cost for each department.  Salaries of Hospital
A’s physicians and residents were then deducted to arrive at the amount
that should be reimbursed to the affiliate.  For this year, the hospital paid
$23.8 million ($54 million less the offset costs of $30.2 million for its
doctors and residents) to the affiliate.  We compared the workload
departments’ units of service reported for fiscal year 1998 with the
monthly summary statistics, and found no exceptions. However, we were
unable to verify the workload departments’ units of service to original
source documents (patient medical records).  Hospital A’s officials were
unable to provide us with the medical records of Medicaid patients (the
only ones we were allowed to examine) because they explained that it
would be time consuming to re-create the patient listing.  A patient’s
medical record would have provided evidence that service had been
provided.  We also compared the hospital’s doctors’ and residents’ costs
to the hospital’s payroll registers to ensure the proper offset was made.
We found no exceptions.
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Recommendations

8. Require the affiliate employees working at Hospital C to record
the dates and time worked on their time records in accordance
with the Hospital’s time and attendance record-keeping policy.

(HHC officials agreed with this recommendation, stating that
Hospital C’s Finance Department will work closely with its
affiliate to develop a standardized reconciliation procedure for
time and attendance recordkeeping.)

9. Determine whether the 17 affiliate employees cited in the report
worked at Hospital C in accordance with the contract. If they did
not, take appropriate action.

(HHC officials agreed with this recommendation, indicating that
an adjustment will be made to the fiscal year 2000 contract by the
amount of one discrepancy found in the affiliate employee work
schedules.)

2. Radiology, Anesthesiology and Pathology Departments

The affiliate was paid $13.2 million for the affiliate employees’ salaries
in these cost-based departments. This amount excludes fringe benefit and
overhead costs.  During fiscal year 1998, approximately 325 affiliate
employees worked at Hospital A in the Radiology, Anesthesiology and
Pathology departments.  We selected a judgmental sample of 30 of these
employees from the affiliate’s annual payroll listing, and sought to
determine whether they had worked and provided the required services
during December 1997 and June 1998.  The 30 sampled employees were
on the December 1997 payroll register; just 28 employees appeared on the
June 1998 payroll.  Our review of the employee time records found that
the supervisors’ signatures were missing on 12 time records, and that one
sampled employee signed herself as her supervisor on two time records.
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Recommendations (Cont.’d)

10. Ensure there is proper authorization for the dual employment of
the three affiliate doctors who were on both Hospital C’s and the
affiliate’s payrolls.

11. Determine whether the three affiliate employees who had dual
employment with Hospital C and its affiliate had been overpaid
for the same hours worked at both institutions. 

(HHC officials disagreed with recommendations 10 and 11.  In
response to our draft report, HHC officials stated that dual
employment is not an accurate characterization for these three
doctors.  They explained that a unique payroll formula is in
place, in which “Hospital C’s Affiliate pays a supplemental salary
which is designed to raise the annual salaries of the physicians to
be compatible with industry standards.”  However, we find such
an arrangement problematic.  First, the arrangement is
undocumented, and therefore unverifiable.  Second, Hospital C’s
and the affiliate’s payroll records misrepresent the number of
hours that these employees work.  If this arrangement is to
continue, HHC officials should formalize it and appropriately
reimburse the employees.)

12. Perform periodic floor checks at Hospital C and ensure that a
representative number of affiliate doctors are verified during all
shifts, including weekends.

13. Document any follow-up and corrective action on affiliate
employees not found during a floor check. 

(HHC officials agreed with recommendations 12 and 13.  They
further stated that floor checks will be performed on a quarterly
basis and conducted on a department sample basis.)

14. Ensure that Hospital A affiliate employees’ time records are
authorized by their supervisors. 

(HHC officials agreed with this recommendation, stating that the
affiliate administrator will verify that time sheets are signed by
the appropriate individuals.)
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Appendix C

State Comptroller’s Notes

3. We do not agree with HHC officials that our audit was undertaken too early in the shift to
performance-based contracts with the affiliates, that the audit proceeded on the erroneous assumption
that all provisions of the new contracts would be implemented with little or no transition, and that
we failed to account for the start up necessary to develop new data collection systems and operational
procedures.  As stated in our report, HHC began entering into the performance-based affiliation
contracts with various non-profit metropolitan hospitals, medical schools and their teaching hospitals
in 1997.  Our audit was primarily conducted during the latter part of 1998 and 1999.  We took
account of the fact that contracts had phase-in periods.  For example, Hospital A’s 1997-98 fiscal
year contract calls for a six-month phase-in period (July 1, 1997 through December 31, 1997) before
the RVU method of payment could be implemented.  Further, on page 5 of our report, we noted that
the implementation of the RVU-based payment methodology required updating of existing information
systems at each facility and the development of new procedures.  As acknowledged by HHC officials
in their response to our report, additional work needs to be done and the transition to performance-
based contracts was not flawless.  Consequently, we believe that our audit is timely and provides
valuable input to HHC officials during the transition to performance-based affiliation contracts.  

2. Our report does not state or imply that HHC failed, that the quality of care has been diminished and
that little or no improvement has been made.  We have concluded that delayed implementation of the
performance-based contracts precludes HHC from achieving the full benefits, in terms of cost savings
and increased quality of care, that the performance-based contracts are intended to provide.

3. Our audit experienced delays at several junctures.  For example, HHC officials did not inform us
of the restrictions contained in the New York State Public Health Law concerning access to
confidential and privileged information until May 28, 1998, almost four weeks after the opening
conference for the audit.  As a result, our audit was delayed for five months between June and
October 1998 while legal counsels for HHC and OSC negotiated a memorandum of understanding
concerning confidential material, which was consummated effective December 21, 1998.
Additionally, Hospital A did not provide us with the affiliate and facility payroll records we requested
until five months after we requested them in November 1998.

4. As stated in the Scope, Objectives and Methodology section of our report, an audit includes
examining, on a test basis, evidence supporting transactions recorded in the accounting and operating
records and applying such other auditing procedures as we consider in the circumstances.  We
believe that our audit provides a reasonable basis for our findings, conclusions and recommendations.
Further, as stated in State Comptroller’s Note 2, we concluded that delayed implementation of the
performance-based affiliation contracts precludes HHC from achieving the full benefits of the
contracts.

5. We did not make any conclusions with respect to poor patient care.  We identified non-compliance
with three of four performance indicators at Hospital A and with one of four performance indicators
at Hospital B.  We stated that because of a lack of compliance with these performance indicators,
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there is less assurance that proper patient care was provided.  It should be noted that the four
performance indicators we reviewed are listed in the affiliation contract under the heading “Quality
of Care Measures to be Assessed by the Hospital.”

6. Contrary to the assertion by HHC officials, we were aware and did recognize in our report on page
6 that the new performance-based contracts provided for a phase-in of the RVU methodology.

7. We have modified recommendation 1 to focus on the implementation of the RVU method as the basis
of contract reimbursement to the affiliates.

8. In our judgment, our report accurately reflects the situation regarding the implementation of the new
performance-based contracts by the four hospitals.  Hospital C does not have a performance-based
contract in place and the other three hospitals are operating under an interim agreement, which
reflects the understanding of the parties regarding the principal terms of the performance-based
contract that the parties intend to enter into.

9. Although not stated in the report, we were aware that certain facilities were to capture baseline
workload data prior to paying their affiliates based on RVUs.  However, the underlying issue which
we reported on is the timeliness with which the facilities were transitioning to the RVU methodology
for paying their affiliates.  As of May 1999, only 3 of 11 HHC acute care facilities were using the
RVU method of reimbursement.

10. We modified page five of our report to state that three acute care hospitals were using the RVU
method of reimbursement.

11. The point we make in our report is that, while this hospital has signed a performance-based contract
with its affiliate, it is not reimbursing the affiliate based on RVUs.

12. In our judgment, procedures would be improved if there were independent verification of the
performance indicators and workload statistics.  We suggest that this be done by the affiliation
contract manager or OPSA on a test basis.

13. We have amended our report by deleting the section titled Compliance with Laws, Rules and
Regulations, which dealt with Part 405 of the New York State Department of Health’s rules and
regulations.  We also deleted recommendation 3.

14. We have amended our report by deleting the section titled Cost-Based Reimbursement Departments,
which dealt with hospital departments not reimbursed based on RVUs.  We also deleted
recommendation 4.

15. As acknowledged to us by HHC officials, the word “calendar” does not appear in Attachment D of
Hospital A’s affiliation contract.  Based on our reading of the contract, we maintain that Attachment
D refers to the 1998 fiscal year, since it clearly indicates that the formal review of the performance
indicators begins in July 1997, that the affiliation contract is for fiscal year 1998, and that the
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performance indicator results are reported by quarter for the 1998 fiscal year, beginning on July 1,
1997.  Our recommendation 5 addresses this matter by recommending that HHC officials clarify
certain contract terms such as specifying whether financial penalties should be imposed on a fiscal
year or calendar year basis.

16. Not all documents were provided to us on a timely basis.  For example, we requested the Personal
Services Expense Report for HHC Attendings and Residents and the affiliate payroll registers for the
Radiology, Anesthesiology and Pathology departments on November 19, 1998.  Hospital A provided
these records to us on April 20, 1999 and May 6, 1999, respectively.

17. Hospital A’s response describes the process that is followed for collecting and disseminating
performance indicator data.  As stated by Hospital A, “It is fully expected that hospital department
directors and their staff can be held accountable for ensuring submission of accurate reports.”  We
maintain that HHC officials should independently verify the accuracy and reliability of the data.

18. The documents referred to by Hospital A did not identify the Medicaid patient population that we
needed for our audit testing.

19. Hospital A’s response does not address our findings pertaining to insufficient documentation.  We
concluded that the affiliate employees’ time records were not properly approved.

20. We amended our report to state that Hospital A’s affiliate was reimbursed based upon visit equivalent
workload.

21. We amended our report to state that Hospital A could not provide us with the Medicaid patients’
medical records because of the need for a massive amount of programming at great expense to the
hospital.

22. Hospital A provided us with the supporting documentation for the reconciliation on April 20, 1999
and May 6, 1999, not March 16, 1999 as stated.


