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AUDIT OBJECTIVE 
 

The objective of this audit was to determine 
whether the New York City Health and 
Hospitals Corporation reimbursed the State 
University of New York Downstate Medical 
Center for only the actual cost of physician 
services provided to Kings County Hospital 
Center under an affiliation agreement between 
Health and Hospitals Corporation and 
Downstate Medical Center.  
 

AUDIT RESULTS - SUMMARY 
 
Health and Hospitals Corporation (HHC) has 
an affiliation agreement (agreement) between 
its Kings County Hospital Center (Kings 
County) and the State University of New 
York (SUNY) Downstate Medical Center 
(Downstate).  The agreement requires 
Downstate to provide Kings County up to 
64.62 Full Time Equivalent (FTE) physicians 
for six major departments. The agreement 
provides up to $15.7 million annually for 
reimbursement to Downstate for the services 
of these physicians. The agreement covers the 
period July 1, 2004 through June 30, 2008. 
 
Under the agreement, HHC advances 
payments to Downstate on a semi-monthly 
basis.  Downstate is required to annually 
provide HHC with documentation supporting 
its actual costs for the FTE physicians 
provided under the agreement.  Starting with 
fiscal year 2002, HHC was required to 
compare the amount of the advance payments 
with the amount of the actual Downstate costs 
for the FTE physicians provided and 
document any differences in a Recalculation 
of Affiliate Payment report (report). 
Accordingly, the report is designed to 
determine whether HHC has correctly 
reimbursed Downstate through the advances, 
whether HHC needs to recover overpayments 
from Downstate or whether HHC needs to 
further reimburse Downstate. For the period, 

July 1, 2005 to June 30, 2006, HHC advanced 
$15.5 million to Downstate for FTE 
physicians covered under the agreement.  
 
Our audit tests showed that Downstate was 
providing the FTE physicians required by the 
agreement and that the time worked by those 
FTE physicians was supported by time 
records.  For example, we reviewed the time 
records for the Downstate physicians who 
worked in the Psychiatry and Radiology 
departments of Kings County from July 2006 
to December 2006.  These departments 
accounted for 80 percent of the FTEs 
permitted under the agreement.  We found 
that the time records supported that 
Downstate was providing FTE physicians in 
accordance with the agreement. [Page 3]  
 
However, HHC did not prepare the required 
annual Recalculation of Affiliate Payment 
report for any of the years it was required. 
Instead of completing the annual 
recalculations after each fiscal year to 
determine the actual costs incurred by SUNY 
Downstate, HHC officials negotiated an 
agreement with Downstate to pay it an 
additional $2.2 million for the cost of FTE 
physician services for the period July 1, 1995 
through June 30, 2005. This amount was 
based on information contained in the annual 
audit reports prepared by Downstate’s 
Certified Public Accounting (CPA) firm for 
each of these years. In addition, the 
Recalculation of Affiliate Payment report had 
not been finalized for 2006 or 2007. [Pages 3-
4] 
 
We found that during November 2006, six 
physicians in six different departments were 
paid both a State salary which was funded by 
HHC through the agreement and their regular 
salary from HHC for the same hours of work.  
HHC officials indicated that this was 
necessary in order to pay these individuals at 
a level commensurate with the market rate of 
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pay for physicians in this specialty.  We 
believe that in these instances a notation 
should be made on the employee’s time 
records explaining the justification for the 
apparent overlap of work hours.  [Pages 4-5] 
 
Our audit report contains four 
recommendations. HHC officials agreed with 
our recommendations and indicated steps 
taken or planned to implement them.  
 
This report, dated October 9, 2008, is 
available on our website at: 
http://www.osc.state.ny.us. 
Add or update your mailing list address by 
contacting us at: (518) 474-3271 or 
Office of the State Comptroller 
Division of State Government Accountability 
110 State Street, 11th Floor 
Albany, NY 12236 
 

 
BACKGROUND 

 
The New York City Health and Hospitals 
Corporation (HHC) operates New York City’s 
municipal hospital system.  It has historically 
entered into affiliation agreements on behalf 
of its facilities with other hospitals to provide 
for patient care services, faculty teaching, 
research, professional advice and consultation 
at their acute care hospitals. One of HHC’s 
facilities, Kings County Hospital Center 
(Kings County), has a long-standing 
affiliation agreement with the State University 
of New York (SUNY) Downstate Medical 
Center (Downstate) to provide Kings County 
with physicians to perform certain clinical 
services.    
 
The current agreement, dated July 1, 2004, 
was for two years and called for Downstate to 
provide up to 64.62 FTE physicians for a total 
of $31.2 million ($15.6 million per year) for 
six major departments. In April 2005, the 
agreement was extended to cover the period 

July 1, 2006 through June 30, 2008.   The 
extension increased the amount to be paid to 
Downstate by $100,000 per year. 
 
The agreement also stipulates that 
compensation due to Downstate is based on 
the actual cost of services provided. 

 
AUDIT FINDINGS AND 
RECOMMENDATIONS 

 
Physician Services 

 
We reviewed the time records for the 
Downstate physicians who worked in Kings 
County Psychiatry and Radiology 
departments from July 2006 to December 
2006 (the first six months of the agreement 
extension). We judgmentally selected the 
Psychiatry and Radiology departments for 
review since they were the two largest 
departments and accounted for 80 percent of 
the maximum FTEs.  We compared the time 
records to Downstate FTE billing records and 
found the two records showed agreement 
about the number of FTE physicians actually 
provided. 
 

Monitoring of Payments 
 
The agreement requires HHC to make semi-
monthly advance payments to Downstate for 
physician services subject to the amount 
specified in the agreement ($15.7 million 
annually).  It also requires Downstate to 
annually submit documentation to show 
actual costs incurred in providing services.  
Each year, HHC is required to reconcile the 
advance payments it made to Downstate to 
the costs incurred by Downstate.  HHC is to 
document any differences in a Recalculation 
of Affiliate Payment report (report).  Based 
on this report, HHC should determine whether 
Downstate was correctly paid; whether 
Downstate was overpaid and a recovery is 
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necessary; or whether further reimbursement 
is due to Downstate.  
 
We found the recalculation report has not 
been finalized for any of the years the 
agreement has been in effect. HHC officials 
stated that, instead of the report, they 
negotiated a settlement with Downstate for 
the period July 1, 1995 through June 30, 
2005. Under the negotiated settlement, 
Downstate was owed and paid $2.2 million 
for this period, with the annual amounts based 
on information contained in the annual reports 
prepared by Downstate’s independent auditor. 
While the reports prepared by the independent 
auditor are a fair presentation of the costs to 
be considered, the recalculation report, as 
designed, would provide for greater accuracy 
since all data relevant to the agreement, such 
as employee time sheets and FTE’s, would be 
used in its preparation. .    
 
In response to our preliminary findings, HHC 
officials stated that their certified public 
accounting firm uses payroll samples, fee 
statements and time records to verify bills 
submitted by Downstate.  HHC officials also 
stated that Downstate prepared a draft 
Recalculation of Affiliate Payment report for 
the fiscal year ended June 30, 2006.  
However, officials indicated that HHC did not 
receive the report until May 2007.  The report 
had not been finalized as of September 15, 
2008. 
 
Following issuance of our draft report, HHC 
officials further explained that the 
recalculations were not required until fiscal 
year 2002, and they provided details on their 
reliance on the work of the CPA firm in 
reaching the negotiated settlement. In our 
view, this process did not provide HHC with 
the greater level of assurance that the required 
recalculations would have for fiscal years 
2002 and beyond.  

 

Recommendations 
 
1. Prepare the recalculation reports on an 

annual basis, and use them as required in 
the agreement. 

 
2. Finalize the overdue recalculation report 

for 2006.  
 

Payments to Physicians 
 
We found that certain Downstate physicians 
were paid by both HHC and Downstate for 
the same time worked.  We judgmentally 
selected the month of November 2006 
because it was just before the start of our 
audit and compared the payrolls of Downstate 
and HHC.  There were 18 physicians in six 
different departments that were paid both a 
State salary which was reimbursed by HHC 
through the agreement and their regular salary 
from HHC.  According to their time sheets 
prepared at and retained by both facilities, six 
of the 18 were paid by both HHC and 
Downstate for working the same hours on the 
same days.  Five of the six physicians were 
either a Chief or Director for a Kings County 
department.  For instance, time sheets and 
associated payroll records for a Chief of 
Service showed he worked 12-hour days 
(7:00 a.m. to 7:00 p.m.) for both Kings 
County and Downstate for each work day 
during November 2006.   
 
HHC officials explained that Kings County 
made a conscious decision to allow these 
physicians to be paid by both HHC and 
Downstate to supplement salaries of selected 
doctors and reportedly bring the salaries in 
line with the market.  They also indicated that 
these decisions were reached as part of the 
annual staffing negotiations with Downstate 
on the sharing of FTE’s. However, we were 
not provided with documentations for these 
decisions.  
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In response to our preliminary findings, HHC 
officials stated that, “Various Chairpersons, 
Chiefs of Service and other physicians play a 
significant role in the management of clinical 
and academic services of Kings County 
departments.  Kings County funds a portion 
of these positions through their payroll and/or 
affiliation agreement.  Salary payments from 
both Downstate and Kings County are 
merited because, in addition, many of the 
Chiefs of Service at Kings County perform 
services at or for SUNY, separate and distinct 
from their obligations to Kings County. 
 
“In order to calculate the fair share of 
combined Kings County and Downstate 
compensation to be borne by Kings County, 
the parties reviewed the average hours of 
work per week required of the above-
referenced positions for their respective Kings 
County and Downstate activities.  For each, 
the portion of such aggregate time that was 
ascribed to Kings County was applied to such 
combined compensation to determine the 
Kings County fair share and the remainder 
was the amount picked up through the FY 
2005-2007 Affiliation Agreement via 
Attachment A.” 
 
We note that SUNY’s policies allow certain 
of its physicians to be paid as full-time 
employees while they are also employed and 
paid by an affiliate.  These policies enable 
them to earn what SUNY considers to be 
“market salary.” 
 
HHC officials added that its timekeeping 
process and/or documentation can be 
improved.  In this regard, we recommend that 
HHC should document the selection of 
physicians that will be paid on both payrolls 
for concurrent work schedules and should 
notate this arrangement on the time records 
that these physicians prepare at HHC.  
 

 

Recommendations 
 
3. Document the selection of affiliate 

physicians that will also be paid by HHC . 
 
4. When physicians work overlapping hours 

at Downstate and HHC, make sure the 
appropriateness of this condition is stated 
on HHC time records. 

 
AUDIT SCOPE AND METHODOLOGY 

 
We conducted our audit in accordance with 
generally accepted government auditing 
standards. The audit determined whether 
Kings County received the physician services 
required under the agreement between HHC 
and Downstate, and if HHC properly 
reimbursed Downstate for these services.  The 
audit period was from July 2006 through 
December 2006. 
 
To accomplish our audit objectives, we tested 
the internal controls in place at Kings County 
over the monitoring of Downstate’s 
compliance with the agreement. We 
interviewed Kings County, HHC and 
Downstate officials, and reviewed staffing 
schedules for Psychiatry and Radiology, the 
two largest departments served under the 
agreement.  We reviewed time sheets for the 
period July 1, 2006 through December 31, 
2006, since these were the most recent 
records available at the time of our audit, and 
obtained payroll information for both Kings 
County and Downstate for the same period. 
We compared the payroll information for 
November 2006 because it was just before the 
start of our audit.  In calculating the FTEs 
provided we included, as per the agreement, 
the hours that full-time affiliate physicians 
were on leave or in training.  We did not 
include such hours for hourly employees and 
vacant positions.  
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In addition to being the State Auditor, the 
Comptroller performs certain other 
constitutionally and statutorily mandated 
duties as the chief fiscal officer of New York 
State.  These include operating the State's 
accounting system; preparing the State's 
financial statements; and approving State 
contracts, refunds, and other payments.  In 
addition, the Comptroller appoints members 
to certain boards, commissions and public 
authorities, some of whom have minority 
voting rights.  These duties may be 
considered management functions for 
purposes of evaluating organizational 
independence under generally accepted 
government auditing standards. In our 
opinion, these functions do not affect our 
ability to conduct independent audits of 
program performance. 
 

AUTHORITY 
 
This audit was performed according to the 
State Comptroller’s authority as set forth in 
Article V, section 1 of the State Constitution 
and Article III of the General Municipal Law.   
 

 
REPORTING REQUIREMENTS 

 
A draft copy of this report was provided to 
HHC and Downstate officials for their review 
and comment.  HHC provided comments and 
their comments were considered in preparing 
this report, and are included as Appendix A.  
Appendix B includes the Comptroller’s 
Comments to the agencies’ responses. 

Within 90 days after final release of this 
report, we request the President of HHC to 
report to the State Comptroller, advising what 
steps were taken to implement the 
recommendations contained herein, and 
where recommendations were not 
implemented, the reasons therefor.  

 
CONTRIBUTORS TO THE REPORT 

 
Major contributors to this report include 
William Challice, Frank Patone, Michael 
Solomon, Stu Dolgon, Robert Tabi, Raymond 
Louie, Jonathan Bernstein, John Ames, Abe 
Fish, Michael D’Amico and Sue Gold. 
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* 
Comment 

1 

*See State Comptroller’s comments, page 14 
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* 
Comment 

2 

*See State Comptroller’s comments, page 14 
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Comment 
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*See State Comptroller’s comments, page 14  
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APPENDIX B - STATE COMPTROLLER COMMENTS ON AUDITEE RESPONSE 
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1. We have modified our report accordingly. 
 
2. HHC indicates that it could determine, 

based on the work performed by the 
CPAs, if it had reimbursed Downstate for 
the actual cost of the FTE physicians 
provided.  While we recognize that the 
agreement allows the parties to utilize this 
methodology, we note that in its response 
HHC states that the “Recalculation of 
Affiliation Payment document was first 
instituted as the (emphasis added) method 
to reconcile costs in 2002”.  We therefore 
recommend that HHC and Downstate 

comply with this requirement and 
annually finalize such recalculations in a 
timely manner.  Our report has been 
modified to reflect the benefits of 
annually preparing the recalculation 
report. 

 
3. Our report recognizes that these 

arrangements were the result of 
negotiations between HHC and 
Downstate. 

 
 

 




