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Dear Dr. Marcos:

Pursuant to the State Comptroller's authority as set forth in the State Constitution, the
General Municipal Law, and the Unconsolidated Laws of the State of New York, we
have reviewed the actions taken by the New York City Health and Hospitals
Corporation (HHC) to implement the recommendations contained in our prior audit
report issued September 9, 1994.

Our prior examination of the internal control structure regarding HHC's fixed assets
found that a sample of items costing almost $460,000 could not be located or accounted
for based on physical observations of equipment and control procedures at the Bellevue,
Elmhurst and Harlem Hospital Centers.  We also evaluated the accuracy of the HHC
Fixed Assets:Millennium (FA:M) System, the computer-based inventory of all HHC
fixed assets.

In response to our prior audit HHC agreed "to implement a plan for conducting a
physical inventory of fixed assets, certifying the data on the inventory system, updating
the  data where necessary and ensuring the maintenance of the data once it is
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completed."  The HHC commitment to this endeavor was reiterated to us at the start
of this follow-up review.  In fact, during our follow-up we found that HHC is now doing
a better job of:

C accurately recording new assets,
C moving towards recording only those assets which correctly belong

on a fixed asset inventory system,
C removing lost, stolen or obsolete assets from the inventory system,
C promptly placing into use recently acquired assets, and
C establishing standards for its facilities regarding the control of fixed

assets.

Despite these accomplishments, we found that progress in implementing a sound
inventory system at HHC has been slow.  Only two of the eleven prior
recommendations have been fully implemented, three have been partially
implemented, and six were not implemented.

We find that HHC must fully implement our recommendation for a physical inventory
at all of its facilities to ensure that it has properly identified, recorded and accounted
for its fixed assets and in order for other improvements to become meaningful.   A
critically needed physical inventory would include the tagging of fixed assets and would
facilitate proper recording of fixed assets in the inventory system.  As it is, we found
instances where hospitals continued to have difficulty locating equipment for us.  In
addition, security measures still need to be improved.

Our  follow-up disclosed that HHC has decided to contract with vendors to help
implement many of our recommendations.  Except for its hospitals in Queens, HHC is
only now just completing its bidding process, and is selecting vendors to perform a
critically  needed physical inventory.  The HHC hospitals in Queens have now
contracted with a vendor who is in the process of conducting the physical inventory and
performing the other activities necessary to develop an accurate and complete fixed
asset inventory system. 

During this follow-up, conducted between May and July 1995, we reviewed a sample
of transactions at the three hospitals included in the prior audit:  Elmhurst, Bellevue,
and  Harlem.  HHC responded to a preliminary draft of our follow-up and took
exception to our conclusion that there was a lack of progress.  HHC replied that there
was not "an appropriate amount of time to implement many corrective actions [thus] .
. . the draft report is premature . . . and. . . .  All Corporate Networks are aggressively
pursuing the implementation of the audit recommendations."
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Our responsibility as auditors is to report to HHC's management on whether timely
and appropriate actions are being taken to correct significant problems disclosed in
past reports.  Because of the value of HHC's equipment inventory, over $1.7 billion, the
nature of the concerns raised in our previous report, and the length of time between
the issuance of our report and the initiation of our follow-up review, eight months, we
do  not  believe our follow-up is unnecessarily premature. However, based on our
findings, we plan to conduct a second follow-up in six months from the date of the
issuance of this follow-up report to evaluate HHC's progress. 

Additional background information and details of our findings are contained in the
attached Appendix.

We would like to thank the New York City Health and Hospitals Corporation for the
assistance, courtesies and cooperation extended to our auditors during this follow-up
review.

Sincerely,

Rosemary Scanlon
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Follow-up Review of
Audit Report (A-21-93) on 

Health and Hospitals Corporation
Fixed Assets Are Not Properly Controlled and Accounted For

Report No. A-17-95

Background

At May 31, 1995, the New York City Health and Hospitals Corporation (HHC) reported
that it had almost 240,000 items of fixed assets (fixed and major moveable equipment)
which cost $1.7 billion.  Fixed equipment items are those that remain stationary
throughout their useful life, for example, a CAT scan machine.  Major moveable
equipment items have no fixed location and can be easily moved, for example, an
automobile or office equipment.  In order for an item to be recorded as a fixed asset, it
should cost at least $500 and have a useful life of at least two years.

The Fixed Assets:Millennium (FA:M) HHC central office computer-based inventory
system acquired in 1990 is the official record of all HHC fixed assets.  FA:M is also used
to  calculate the depreciation costs which HHC claims for reimbursement from
Medicaid, Medicare, and other third party insurers.

According to the FA:M Fixed Assets Processing Manual, "The FA:M system is designed
to provide the ability to maintain all of the Fixed Asset Information for tracking and
reporting purposes."  The process starts at each facility which records receipt of
purchases on an in-house computer system for periodic transfer to FA:M.  At HHC's
Central Office, the Fixed Assets Unit monitors the changes to FA:M and assists the
facilities in the use of FA:M.

Our review used the follow-up standards described below for assessing the extent of
corrective action, if any.

Implemented - auditee agreed with the recommendation, and we
verified that action had been taken to adopt the recommendation or
an alternative approach that achieves the same objective.

Partially Implemented - auditee agreed with the
recommendation, and we observed that action was in process that
would implement the recommendation or the recommendation's
objective.

Not Implemented - auditee disagreed with the recommendation,
or, if it had agreed, there was no evidence of implementation action
being taken.
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FOLLOW-UP OBSERVATIONS, BY RECOMMENDATION

The Health and Hospitals Corporation should:

1. Ensure that its facilities accurately record the actual number and cost of
equipment items on the FA:M system.

Status - Implemented

Agency  Action - We verified through an equal sample of purchase orders,
from  Elmhurst, Bellevue and Harlem, that the actual number and cost of
equipment  items were accurately and fully entered into FA:M.  All of the
necessary  data from the purchase orders (quantity, cost of equipment, and
description of asset) were correctly entered.  

HHC's Fixed Asset Unit should:

2. Ensure that the FA:M system lists a tag number or serial number for each
equipment item, as well as the location where the item was put into
service.

Status - Not Implemented

Agency Action - Until a physical inventory is taken, this recommendation cannot
be implemented.  We were advised that 17 HHC facilities, including Bellevue,
Elmhurst and Harlem Hospital Centers, have developed Requests for Proposals
(RFP) for taking a physical inventory.  Elmhurst has awarded a contract, Bellevue
is awaiting HHC Board approval of an award, and the Harlem RFP has been
issued.   The scope of all contracts let for this purpose will accomplish the
conditions of Recommendation 2.  HHC expects implementation as each facility's
physical inventory plan is executed.

3. Ensure that only items costing $500 or more and having a useful life of
at least two years are listed on the FA:M system.

Status - Partially Implemented

Agency Action - A review of all fixed assets acquired from January 1, 1995 to
March 31,1995, for Bellevue, Elmhurst and Harlem, confirmed that only items
costing $500 or more and having a useful life of at least two years were listed on
the FA:M system.  No action was taken, except at Elmhurst, to determine if items
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of less than $500 still on FA:M represented supplies and parts associated with the
purchase of items costing more than $500, or were incorrectly included and then
deleted.  HHC expected that when the facilities started their physical inventory
plans, any item inappropriately capitalized will be adjusted.

The Health and Hospitals Corporation should:

4. Ensure that all its hospitals adequately account for their fixed assets.

Status - Not Implemented

Agency Action - Please refer to Recommendation 2's Agency Action. 

Harlem Hospital should:

5. Institute  better security measures in its Receiving area to prevent
pilferage.

Status - Not Implemented

Agency Action - Attempts to implement this recommendation have not
yet been successful.  The installation of a security system that includes
closed circuit television was terminated because the contractor defaulted on the
contract.   Subsequent to our field work, Harlem reported that the problem
with the vendor has been resolved; the contractor has until January 1996 to
complete the job instead of February 1994. 

The Health and Hospitals Corporation should:

6. Perform annual physical inventories of fixed assets at all its facilities. 
Status - Not Implemented

Agency Action - Please refer to Recommendation 2's Agency Action.

7. Instruct its facilities to institute a tag identification system for fixed
assets.

Status - Not Implemented

Agency Action - Please refer to Recommendation 2's Agency Action.
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8. Ensure that lost, stolen or obsolete fixed assets are removed from its
fixed assets inventory system.

Status - Partially Implemented

Agency Action - Guidelines for "Retirement of Certain Capital Assets" were
issued by HHC Central Office during February 1995 to all HHC facilities.  At the
time of this follow-up, Elmhurst and nine other HHC facilities had started the
initiative.  The HHC response to our preliminary report advised that even more
facilities  have begun to retire assets subsequent to our follow-up, and will
continue to do so as an on-going activity.

9. Have a Fixed Assets manager at each of its facilities who will be solely
responsible for proper controls and accountability of fixed assets. 

Status - Not Implemented

Agency Action - We were told at Elmhurst, Bellevue, and Harlem hospitals that
the issue posed by this recommendation is being addressed by having in-house
personnel perform this function temporarily in addition to his/her regular duties.
 It is generally agreed that the current fiscal problem will make it difficult to
implement this recommendation.  Yet, it must be recognized that if and when the
hospitals identify, tag, and record all of their fixed assets, Fixed Asset managers
are needed to assure an effective inventory system.  We therefore reiterate the
need for HHC to implement this recommendation.

10. Promulgate standard operating procedures for its facilities regarding the
control and accountability of fixed assets inventory.

Status - Implemented 

Agency Action - At the time of our follow-up review, HHC had released its Fiscal
Year  End 1995 Closing Procedures For Financial Statements Data, which
contains operating procedures regarding control and accountability of fixed assets
inventory.  Included in these procedures are items upon which our
recommendations focus: adding asset records; retirement of assets; guidelines for
capitalizing ($500 or more and life of two or more years); and procedures for
physical inventory.
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11. Ensure that its facilities utilize equipment within a reasonable time
frame after purchase, or purchase items closer to the time they will be
put into use.

Status - Partially Implemented

Agency Action - For the purpose of this follow-up, FA:M was of no assistance
because it did not show the equipment location in the appropriate field that is
available on the system.  However, by using a separate system that identifies
equipment  locations, we were able to verify that Elmhurst was utilizing
equipment that it had recently purchased.  Neither Bellevue or Harlem could
locate  recently acquired equipment such as an $11,000 copier purchased by
Bellevue on February 22, 1995, or a $9,400 copier purchased on February 22,
1995.  Bellevue explained that it has not been tagging assets at all, and Harlem
could not find the manual records which it uses to track equipment.

Harlem responded to the preliminary draft of this report that it located the copier.
We returned to Harlem and verified that the specific copier was on-site and that
it was in use.  Also, we were shown that five of the eight equipment items that we
could not previously locate were in use.  Two other recent purchases still could not
be clearly identified because of the absence of tags and serial numbers.  Harlem
also showed us a new internal tracking system (Harlem Hospital Property Plus),
which has provisions for equipment-identifying data, and will be used to down
load  changes in fixed asset data into FA:M.  Bellevue, on the other hand
apparently  made no further effort to locate the copier and the other seven
recently acquired items in our sample (with an aggregate cost exceeding $25,000)
since it appeared that without specific identifying data on the items, neither we
nor Bellevue personnel could distinguish the new equipment from previously
purchased similar items already in use.


