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Dear Dr. Ryan:

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 audited the
reimbursement of hospital costs by the Clinical Practice Management Plans at the State University
of New York Health Science Centers at Brooklyn, Stony Brook and Syracuse.  Our audit covered
the period January 1, 1996 through November 30, 1997 with certain follow up meetings and
discussions extending through December 17, 1998. 

A. Background

The mission of the State University of New York (SUNY) is to provide the people of New
York State with educational services of the highest quality.  SUNY strives to ensure that its
educational services are fully representative of all segments of the State’s population, are
accessible as broadly as possible, and are available in a complete range of academic, professional
and vocational post-secondary programs.  To accomplish this mission, SUNY educates students
at 29 State-operated colleges and universities.  The SUNY Health Science Centers (HSCs) at
Brooklyn, Syracuse and Stony Brook, each operate a hospital.  Only the Stony Brook HSC and
hospital are located on a University campus.  The other two Health Science Centers are
freestanding and not resident on a University campus.  SUNY System Administration provides
overall leadership, oversight and support services to the University, while the SUNY Board of
Trustees sets University policy. 
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The Brooklyn, Stony Brook and Syracuse HSCs, together with their hospitals, educate and
train physicians, nurses and other health professionals, conduct medical research and deliver health
care services to the New York citizens within their regions.  The inpatient bed capacity of the
three hospitals ranges from 350 at the Syracuse HSC to 536 at the Stony Brook HSC.  On a
combined basis, the three hospitals reported calendar year 1996 revenues of $741,653,000 and
operating expenses of $739,704,000.

The faculty physicians at each of the hospitals belong to a Clinical Practice Management
Plan (Plan).  The Plans manage the private clinical practices of participating faculty physicians.
In total, the Plans account for over $220 million of annual patient revenues.  The Plans are
organized according to groupings of medical service specialties.  The Plan at the Brooklyn HSC
has 17 medical service groups, while the Plans at the Stony Brook and Syracuse HSCs each have
18 such groups.  The medical service groups generally are organized as professional corporations
with members of each group sharing in the revenues and the expenses of the corporation.  Each
Plan operates under the governance of a board consisting of representatives from each medical
service group.

Article XVI of the SUNY Board of Trustees’ policies provides guidelines and restrictions
on the conduct of private clinical practice by SUNY faculty.  Article XVI requires that the State
be reimbursed by the Plans for any regular and customary costs of a practitioner, but not of a
hospital, that the State experiences as a consequence of clinical practice by Plan members.   Such
reimbursable costs include use of hospital facilities, personnel, supplies, and equipment.
Guidelines issued by the Board of Trustees in 1995 describe the acceptable methods for
determining the amounts that the Plans should pay to reimburse the hospital’s cost.  Article XVI
defines the guidelines and process for determining faculty compensation from State and clinical
practice resources.  It includes specific salary caps that are not to be exceeded without campus
president or Chancellor approval.  Furthermore, it is our position that any agreements between
the hospitals and the Plans for the reimbursement of costs constitute contracts which are subject
to review and approval of the State Comptroller in accordance with the State Finance Law.

In late 1994, SUNY System Administration prepared a report on the Plans’ reimbursement
to the State.  The report noted that it would be impractical to develop a uniform reimbursement
methodology because each of the Plans operated separately and a need existed to preserve the
autonomy of each Plan’s relationship with its campus.  The report concluded that only Stony
Brook HSC’s methodology for reimbursement was defendable in terms of compliance with Article
XVI of the SUNY Board of Trustees’ policies.  Concerning the methodology at the Brooklyn
HSC, the report concluded that because actual reimbursable costs were not identifiable and
documented, the effectiveness of the recovery of hospital costs could not be determined.  For the
Syracuse HSC, the report noted that no analysis of cost recovery could be made since there was
no formal reimbursement plan in effect.  The report made specific recommendations to bring the
three hospitals into full compliance.

Ensuring full reimbursement to the hospitals for eligible costs incurred in support of the
Plans has added significance since the SUNY hospitals, like all hospitals in New York State, must
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be cost competitive to survive in today’s market-driven, managed care environment.  In addition,
the passage of the New York State Health Care Reform Act of 1996, which became effective
January 1, 1997, mandates that hospitals negotiate rates with insurance companies.  Previously,
the New York State Department of Health controlled reimbursement rates with insurance
companies.  The deregulation of rates further pressures hospitals to be cost competitive.  We noted
that during calendar years 1992 through 1995, the SUNY hospitals operated at combined deficits
ranging from about $106 million in 1992 to about $60 million in 1995.  Although the hospitals
reported a combined surplus of about $2 million for 1996, combined hospital losses for 1997 were
about $22.6 million.

B. Audit Scope, Objectives and Methodology

We audited the reimbursement of practitioner costs incurred by the hospitals at the
Brooklyn, Stony Brook and Syracuse HSCs for the period January 1, 1996 through November 30,
1997.  In addition, follow-up meetings and discussions on this matter with SUNY System
Administration and officials of each of the three HSCs covered by our audit continued through
December 17, 1998.  One objective of our financial audit was to determine whether the Plans
were fully reimbursing hospital costs in accordance with established Board of Trustees’ policies.
Another audit objective was to determine if the reimbursement agreements between the hospitals
and the Plans were submitted to the Office of State Comptroller for review and approval in
accordance with the State Finance Law.  To accomplish our objectives we reviewed relevant laws
and SUNY policies related to the operation of the Plans.  In addition, we interviewed officials at
each SUNY hospital and at System Administration, reviewed contracts and other agreements
between the hospitals and the Plans, and tested selected records and information provided by the
hospitals in support of the reimbursement of hospital costs.

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 which are included within the audit scope.  Further, these standards require that we
understand the internal control structures at the three HSCs and their compliance with those laws,
rules and regulations that are relevant to those operations which are included in the 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 our audit provides a reasonable basis for our
findings, conclusions and recommendations.

We use a risk based approach when selecting activities to be audited.  This approach
focuses our audit efforts on those operations that have been identified through a preliminary
survey as having the greatest probability for needing improvement.  Consequently, by design,
finite audit resources are used to identify where and how improvements can be made.  Thus, little
audit effort is devoted to reviewing operations that may be relatively efficient or effective.  As a
result, our audit reports are prepared on an “exception basis.”  This report, therefore, highlights
those areas needing improvement and does not address activities that may be functioning properly.
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C. Internal Control and Compliance Summary

Our evaluation of the internal control structure identified weaknesses at all three hospitals
in identifying and recapturing hospital costs associated with the operations of the Plans at the
hospitals. This matter is presented throughout the report.  

D. Results of Audit

Our audit concluded that the Brooklyn, Stony Brook and Syracuse HSCs have not
established adequate accounting methodologies to demonstrate compliance with Article XVI of the
SUNY Board of Trustees’ policies.  Although SUNY System Administration made similar
observations in its 1994 report, important steps and comprehensive actions to achieve full
compliance with Article XVI are still needed.  For example, according to hospital records, during
the 1996 calendar year, the three hospitals potentially incurred about $21.6 million of faculty
physician costs for private practice.  Records show that the Plans’ total calendar year 1996
reimbursement to the hospitals was about $4 million.  There are no analyses, reconciliations or
cost assumptions showing how total costs have been considered in determining the $4 million of
reimbursement. The demands of the cost competitive health care environment and the provisions
of Article XVI warrant that the SUNY hospitals more adequately ensure recovery of all
appropriate costs.

We also found that the Brooklyn and the Stony Brook HSCs were not submitting
agreements pertaining to the recovery of hospital costs to the Office of the State Comptroller for
approval pursuant to the State Finance Law.  The Syracuse HSC was complying with this
requirement.  The following sections of this report provide further details about our observations.

1.  Plan Reimbursements

Each hospital maintains an Annual Institutional Cost Report (ICR) to record the allocation
of hospital costs to distinct cost centers.   SUNY System Administration officials advised us this
cost recording was primarily designed to meet Medicaid and Medicare requirements.  However,
we noted that the hospitals use ICR cost center number “273" to record costs incurred in support
of faculty physicians’ private practice.  When we analyzed ICR cost center number “273" for each
of the three hospitals for calendar year 1996, we found that total recorded costs were
$21,600,000.  For this same year, we found that reimbursement from the Plans totaled
$4,012,000.  To meet the intent of Article XVI, the hospitals should have accounting
methodologies (reconciliations and/or cost analyses and cost assumptions) that can be applied to
ensure that the complete pool of hospital costs in support of the Plans has been identified and to
ensure that a proper determination of net reimbursable hospital costs is provided for.  However,
such accounting methodologies have not been established, although SUNY System Administration
recommended them in its 1994 report.

We acknowledge that there may be legitimate reasons for the nonrecovery of certain costs
recorded in ICR cost center “273.”  For example, certain of the costs may represent items that
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would not be deemed as regular and customary costs of a practitioner working outside of a
hospital and, therefore, are not reimbursable.  It is also possible that certain costs have been
mistakenly included in the cost center or that some costs may not be fully recovered due to various
operating agreements that exist between the Plans and the hospitals.  We believe that an
appropriate accounting methodology for each hospital could address each of these possibilities and
thereby demonstrate whether the hospitals comply with Article XVI.  The following paragraphs
describe our more specific observations from field visits to each hospital. 

Given the uncertainties about items included in cost center “273" and the lack of necessary
methodologies for analyzing costs, we are unable to determine whether all hospital costs are being
identified and whether all appropriate reimbursements, in accordance with Article XVI, are being
obtained.  At a time when many factors are challenging the SUNY hospitals to be cost
competitive, this lack of assurance on the appropriate recovery of costs has increased financial
consequences.

Stony Brook HSC

Stony Brook HSC’s hospital entered into various agreements with Plan medical service
groups.  Thirteen of these agreements attempt to cover costs that are reimbursable in accordance
with provisions of Article XVI.  For example, the agreements cover such items as the direct salary
and fringe benefits of those State employees who work in the areas utilized by the Plan, the cost
of hospital supplies used by the medical service groups, the cost of State space occupied by the
Plan, and other reimbursable costs including parking and telephones. 

We note that the hospital routinely offsets an allowance for the treatment of Medicaid
patients by Plan practitioners.  For example, the hospital bills and recovers what is known as the
“technical component” of Medicaid service; $67 per visit per Medicaid patient.  The hospital
permits a $24 offset to Plan charges for each $67 Medicaid visit that the hospital bills. Hospital
officials explained that faculty provided patient care to Medicaid patients in the same facilities and
using the same support staff, supplies, telephones and other items, for which the hospital assessed
such costs to the Plan.  Since the Plan did not receive Medicaid reimbursement for such costs, the
$24 offset was established.

However, the Plan was entitled to bill Medicaid $8 per patient visit for what is known as
the “professional component” of the treatment of Medicaid patients, but chose not to do so.
Hospital officials explained that the Plan chose not to bill for the “professional component”
because the cost to do so was outweighed by the recovery amounts.  We concluded that it is
unclear and unsupported whether and to what extent the Plan’s nonrecovery of the “professional
component” of Medicaid fees should be taken into account in establishing the amounts the hospital
should  recover from the Plan.  

Brooklyn HSC

At the Brooklyn HSC hospital, faculty physicians treated Medicaid patients at certain
designated times of the day and private pay patients at other designated times.  The hospital
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assumed responsibility for expenses and revenues for Medicaid patients and the Plan assumed
responsibility for the expenses and revenues for private pay patients.  In an attempt to comply with
Article XVI, the Brooklyn HSC entered into one agreement with the Plan.  Under this agreement,
the hospital was to be reimbursed by the Plan for the use of hospital space by the various medical
service groups for their private pay patients.  No other hospital costs associated with private
practitioner practices were to be reimbursed.  Under the agreement, in 1996 the Plan was charged
$312,272.  This left $4,400,000 included in ICR cost center “273" for which no analysis had been
performed to determine whether this was a reasonable amount of unrecovered costs.  

Syracuse HSC   

During 1996, the Syracuse HSC did not recover any of the hospital costs associated with
the Plan’s utilization of hospital resources.  Beginning in 1997 much of the Plan’s clinical
operations moved out of the hospital and into a new medical office building.  Concurrent with this
change, the Plan and the hospital expected to share the cost of certain services in the new building
in accordance with the relative percentage of revenues derived by each in the new building.  In
this regard, the hospital will recover from Medicaid patients and the Plan will generally recover
from all other patients.  Hospital officials informed us that their long range plan is to establish
similar arrangements for the physician groups that see private patients inside the hospital.  Until
then, the costs associated with this care remain uncovered by any agreements and are
unreimbursed.  Moreover, it is questionable whether it is equitable and in compliance with Article
XVI to share expenses based upon the relative percentages of Medicaid and non-Medicaid
recoveries.  Fee structures and service costs for each category of patient may vary and thus may
or may not result in a fair basis for cost sharing.   

The hospital leases the new building at an annual cost of about $1.8 million.  In addition,
the hospital paid the renovation costs necessary to make medical offices in the new building.
Under reimbursement arrangements that were made, the Plan will pay 25 percent of lease costs
to the hospital.  The 25 percent represents an estimate of the amount of clinic time that physicians
will see their private patients as opposed to the time spent seeing hospital patients and teaching
medical residents, interns and students.  However, we found that the hospital did not have a
supporting analysis showing how much time the new building and equipment would be used by
physicians for seeing private patients.  Accordingly, we questioned whether the 25 percent
estimate was valid and fair to the hospital.  Subsequent to the conclusion of our field work,
hospital officials stated that they performed an analysis showing that the 25 percent was not fair
to the hospital and that a new estimate was necessary for allocating lease costs.

2. State Comptroller’s Contract Approval

Section 112 of the State Finance Law states that approval by the State Comptroller is
required for all contracts in excess of $10,000.  The many agreements between the Plans and the
hospitals with respect to the sharing of revenues and the recovery of expenses associated with
private physician practice must, in our opinion, comply with Section 112.  Our audit showed that
while the Syracuse HSC complied with Section 112, the Brooklyn and Stony Brook HSCs did not
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submit their agreements pertaining to the recovery of costs to the Office of the State Comptroller
for approval.

Recommendation to the SUNY HSCs at Brooklyn, Syracuse and Stony Brook

1. Each Health Science Center should design and implement a documented accounting
methodology which establishes the pool of hospital potential costs for faculty physician
private practice and defines the documented policies, analyses, reconciliations, cost
assumptions etc., that are to be applied to derive Plan reimbursement to the State in
accordance with Article XVI.

(SUNY System Administration, Syracuse HSC and Brooklyn HSC officials generally agree
with recommendation number one.  Stony Brook HSC officials disagree with this
recommendation stating that the HSC’s cost-finding process is consistent with existing
policies.  Syracuse HSC officials pointed out that about $270,000 was recovered in 1996
through three shared services agreements.  Syracuse HSC officials also noted that the
contracts developed to share the cost of the new building provided for a change in the
allocation of costs from year to year based upon the most recently completed year’s actual
results of space used for private practice. In addition, Syracuse HSC officials clarified that
Article XVI provided guidance for determining total faculty compensation from State and
clinical practice resources.)

Auditors’ Comments: We acknowledge that the Stony Brook HSC had comprehensive
guidelines and agreements for the recovery of hospital costs.  However, the pool of
potentially reimbursable costs needed to be accounted for to provide a basis for
establishing whether the various agreements achieved compliance with Article XVI.  We
agree that the Syracuse HSC did recover certain costs during 1996.  However, costs
recovered were not from amounts reported in cost center “273.”  In addition, it appears
that the procedures the Syracuse HSC has established to adjust the cost sharing for the new
building would promote equitable cost allocation.  We have adjusted our report to note that
Article XVI defines faculty compensation from State and clinical practice resources.

Recommendation to the SUNY HSCs at Brooklyn and Stony Brook

2. Submit all agreements between the hospitals and the Plans to the Office of the State
Comptroller for approval in accordance with the State Finance Law.
(SUNY System Administration officials agree with recommendation number two with
respect to realty transactions, but not with respect to other transactions between the
hospitals and the Plans.  HSC Brooklyn and HSC Stony Brook officials disagree with
recommendation number two and maintain that Article XVI does not require Office of the
State Comptroller approval for the agreements.)

Auditors’ Comments: We believe that agreements between the Plan and the hospitals are
subject to Section 112 of the State Finance Law and, therefore, should be approved by the
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Office of the State Comptroller for agreements in excess of $10,000.  All of the HSCs should
comply with this provision, as the Syracuse HSC has done.

Recommendation to SUNY System Administration

3. Work with the Health Science Centers at Brooklyn, Syracuse, and Stony Brook to design
accounting methodologies which comply with Article XVI.  Follow up to determine whether
the accounting methodologies are properly implemented.

(SUNY System Administration officials concur with recommendation number three.)

A draft copy of this report was provided to officials of the Brooklyn, Stony Brook and
Syracuse HSCs as well as to officials of SUNY System Administration for their review and
comments.  Their comments have been considered in preparing this report and are included as
Appendix A.

Within 90 days after the final release of this report, as required by Section 170 of the
Executive Law, the Chancellor of the State University of New York shall report to the Governor,
the State Comptroller, and the leaders of the Legislature and fiscal committees, advising what
steps have been taken to implement the recommendations contained herein, and where
recommendations were not implemented, the reasons therefor.

Major contributors to this report were Bill Nealon, Karen Bogucki, Tony Carbonelli, Mitch
Schmeltzer, Don Hespelt, Peter Schmidt, Wayne Bolton and Anil Watts.

We wish to thank the management and staff of SUNY System Administration and the
Health Science Centers at Brooklyn, Stony Brook and Syracuse for the courtesies and cooperation
extended to our auditors during this audit.

Very truly yours, 

Jerry Barber
Audit Director

cc: Mr. Charles Conaway
     Dr. Gregory L. Eastwood
     Dr. Eugene B. Feigelson
     Dr. Shirley Strum Kenny
     Mr. John Murphy
      


