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Dear Dr. Novello: 
 

Pursuant to the State Comptroller’s authority as set forth in Article V, Section 1 of the State 
Constitution; and Article II, Section 8 of the State Finance Law, we have followed up on the actions 
taken by officials of Health Research, Incorporated to implement the recommendations contained in 
our audit report, Disbursements of Discretionary Funds (Report 2002-S-14).   
 
Background, Scope and Objective 
 

Health Research, Incorporated (HRI) is a not-for-profit corporation established by 
administrative action of the Commissioner of the Department of Health (Department) to administer 
federal, State, and private funding in order to support, supplement, and extend the research functions 
and programs of the Department.  HRI has two main operating divisions, one located in the Capital 
District (Albany Division) and one located in Buffalo (Buffalo Division).  The Albany Division 
serves major Department programs, including those at the Wadsworth Center.  The Buffalo Division 
serves the research programs of the Roswell Park Cancer Research Institute (Roswell Park).  The 
operating Divisions provide financial assistance, through discretionary funds, to these programs and 
their employees to enhance their research efforts.  The Corporate Division, located in the Capital 
District, is responsible for the overall administration of the Albany and Buffalo Divisions.  
 

HRI’s accounting records are maintained on one central database called the Integrated 
Financial Accounting System (IFAS).  The Corporate Division is primarily responsible for HRI’s 
overall computer system, such as performing hourly, daily and cyclical system backups and 
managing user access accounts for the various applications on the system, including IFAS.    The 
Buffalo Division directly inputs data to the IFAS system, with the exception of payroll data, which is 
up loaded to IFAS.  The Buffalo Division is also responsible for maintaining its local Windows 2000 
network, including daily backups and user access accounts.  
 Each operating Division has its own purchasing, payroll, and accounting staff to administer 
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and authorize disbursements of discretionary funds.  In general, HRI uses discretionary funding to 
recruit new staff, supplement scientists’ salaries, provide educational seminars, and fund patent 
expenses.  HRI generates discretionary revenues from three sources: interest income from 
investments, dividend income from investments, and technology transfer and contract fees.  For the 
fiscal year ended March 31, 2005, expenditures were $14.3 million.   
 

Our initial audit report, which was issued on April 29, 2003, examined HRI’s administration 
of discretionary funds disbursements for the two fiscal years ended March 31, 2002.  The primary 
objective of this financial related audit was to determine whether HRI has adequate control over 
disbursements of discretionary funds.  In addition, we tested controls over IFAS to determine 
whether we could rely on the integrity of the data maintained in the IFAS database and determined 
whether HRI has adequate policies and procedures that protect the integrity and availability of the 
data and the network environment.  Our report found that HRI did not have written policies and 
procedures to control the disbursement of some categories of discretionary funds.  Where HRI had 
policies and procedures, we found that HRI sometimes did not enforce them.  As a result, HRI 
lacked adequate assurance that disbursements of discretionary funds were reasonable in terms of 
their dollar amount, were properly supported, and were consistent with HRI’s mission.  The 
objective of our follow-up, which was conducted in accordance with generally accepted government 
auditing standards, was to assess the extent of implementation as of September 28, 2005 of the eight 
recommendations included in our initial report. 
 
Summary Conclusions and Status of Audit Recommendations 
 
 We found that HRI officials have made progress in implementing the recommendations.  Of 
the eight initial audit recommendations, three recommendations have been implemented, four 
recommendations have been partially implemented and one recommendation has not been 
implemented.  

 
Follow-up Observations 
 

Recommendation 1 
 
Increase Corporate Division oversight of discretionary disbursement practices at the Albany and 
Buffalo Divisions to determine compliance with policies and procedures.  
 
Status - Partially Implemented 
 
Agency Actions - Officials developed a data analysis plan in April 2005.  The plan will enhance 

Corporate Division oversight by helping to find discrepancies from policies and procedures 
such as unusual transactions and high volume as well as high dollar vendors.  Officials have 
instituted a travel policy revised in September of 2003 which generally conforms to the 
State Comptroller’s travel guidelines.  Officials also monitor corporate card use on a 
monthly basis. 

 
 

We reviewed 18 vouchers.  For the nine non-travel vouchers; no exceptions were noted.  
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For the nine travel vouchers, no exceptions were noted for six.  However, three vouchers 
were missing items such as administrative approval signatures, prior approval to exceed 
state per diem rate for hotel accommodations and documentation showing that phone calls 
charged to the hotel rooms were business related as part of the requirements in the 
September 2003 revised travel policy.  Officials must ensure stricter adherence to the travel 
policy before approval of payment.   

 
Recommendation 2 

 
Strengthen controls over renovation and repair projects by: 
 

• Requiring an adequate separation of duties between officials who supervise the projects and 
those who approve them for payment. 

 
• Establishing policies and procedures that require the Project Planning Manager to fully 

document monitoring efforts such as conducting site visits, observing job progress, making 
sure the contractor complies with the contract, and determining whether the contractor 
should be paid.  

 
Status - Partially Implemented 
 
Agency Actions - Officials require two signatures as approval for payment, thus providing adequate 

separation of duties between officials who supervise the projects and those who approve 
them for payment.  Officials require the Project Planning Manager to maintain a project 
notebook to fully document site visits and job progress.  However, neither of these 
requirements are formally documented in HRI’s policies or procedures.  Officials provided 
us with evidence of these notebooks and approvals for payment from all three projects 
active between April 29, 2003 and September 28, 2005.  

 
Recommendation 3 

 
Develop and uniformly apply recruitment policies and procedures relating to the reimbursement of 
meals, lodging, alcohol, and relocation costs.  As part of these policies and procedures, define the 
circumstances under which it may be appropriate to deviate from standard practices, including the 
supporting documentation and approvals necessary.  
 
Status - Implemented 
 
Agency Actions - HRI developed recruitment policies and procedures relating to the reimbursement 

of meals, lodging, alcohol, and relocation costs.  The recruitment expense policy states that 
alcohol expenses are not reimbursable. The policy also establishes a limit for meal costs 
incurred while employees are entertaining potential recruits and guest speakers.  It requires 
an itemized list be submitted to ensure that alcohol expenses are not being reimbursed. 
However, the policy states that meals directly incurred by the potential recruit during travel 
are reimbursable, without limit. 

 
The recruitment expense policy states that when incurring reimbursable relocation costs, the 
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recruit must solicit three comparable bids, one of which must be from one of Roswell Park 
Cancer Institute's (RPCI) preferred vendors. The reimbursable amount will be the lowest 
bid.  However, again, the cost of meals and lodging incurred by the recruit during relocation 
are reimbursable without limit.  A review of ten vouchers showed compliance with all of 
the requirements in the recruitment policy.   

 
Recommendation 4 

 
Enforce existing policies and procedures relating to the reimbursement of employee domestic travel 
costs.  Define the circumstances under which it may be appropriate to deviate from standard 
practices, including the supporting documentation and approvals necessary.  
 
Status - Partially Implemented 
 
Agency Actions - HRI’s travel policy, revised in September 2003, does not identify the 

circumstances that may allow an employee to deviate from standard practices.  We 
reviewed two vouchers for employee domestic travel and did not note any deviation from 
the requirements in the revised travel policy.  

 
Recommendation 5 

 
Improve controls over the disbursement process by: 
 

• Establishing policies and procedures that instruct staff to require sufficient documentation, 
including itemized receipts, and to carefully review such documentation before they pay 
vouchers. 

 
• Implementing controls to avoid the payment of sales tax on tax-exempt purchases. 
 
• Establishing policies and procedures that require HRI staff members to take advantage of 

purchase discounts.  
 
Status - Partially Implemented 
 
Agency Actions - Officials send emails and memos to staff who review voucher documentation 

reminding them of significant issues, including the requirement of sufficient documentation 
such as itemized receipts, the required exclusion of sales tax, and the need to take advantage 
of purchase discounts. However, there are no formal procedures regarding voucher 
processing.  
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Recommendation 6 
 
Clearly define the types of expenditures that are consistent with the mission of HRI and 
communicate such guidance to employees responsible for reviewing and approving disbursements.  
 
Status - Not Implemented 
 
Agency Actions - HRI has not clearly defined the types of expenditures that are consistent with the 

mission of HRI, nor have they communicated any related guidance to employees 
responsible for reviewing and approving disbursements.  

 
HRI maintains its position, as stated in their response to our initial report, that “HRI is a 
not-for-profit organization whose mission is to assist the Department of Health and Roswell 
Park Cancer Institute in protecting and promoting the health of New York State residents. 
All disbursements made are related to that mission.” 

 
Recommendation 7 

 
Improve network and application security controls by: 
 

• Strengthening logical controls over the network by activating security settings and features 
available in the operating system environment. 

 
• Strengthening physical security by using electronic key cards and logging access to the 

server room, and documenting that all discarded or transferred computer equipment is 
examined for and cleared of sensitive information before the items are released.  

 
Status - Implemented 
 
Agency Actions - HRI improved network and application security controls.  
 

Recommendation 8 
 
Complete a formal disaster recovery plan including fully documenting and annually testing the 
plan’s effectiveness through disaster recovery and simulation exercises.  
 
Status - Implemented 
 
Agency Actions - HRI has documented its disaster recovery plan.  Officials provided documentation 

that they test the plan every six months to assess its effectiveness. HRI’s test documentation 
includes information about who attended the walkthrough and any concerns that need to be 
addressed.  

 
Major contributors to this report were Bill Clynes, Don Collins and Jennifer Van Tassel. 
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 We would appreciate your response to this report within 30 days, indicating any actions 
planned to address the unresolved issues discussed in this report.  We also thank the management 
and staff of the Agency for the courtesies and cooperation extended to our auditors during this 
process. 
 

Very truly yours, 
 
 
 

Steven E. Sossei 
       Audit Director 
 
cc:  Robert Barnes, Division of Budget 
 
 


