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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 audited the books and
records of the Medical and Health Research Association of New York City, Inc. (MHRA), for
the period January 1, 1997 through December 31, 1997.  Our audit related to reimbursements
claimed by MHRA under Contract C-011730 awarded by the New York State Department of
Health (DOH).

The objectives of our financial-related audit were to determine whether costs claimed by
MHRA were allowable, adequately documented, and incurred for services funded under the
contractual agreement we were auditing.  To accomplish these objectives, we reviewed the
contractual agreement, MHRA’s books and records of revenues and expenditures, internal controls
over charges to the contract, and the level of MHRA’s compliance with contractual terms.

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 MHRA that are included within our audit scope.  Further, these standards require
that we review and report on MHRA’s internal control structure and its compliance with those
laws, rules, and regulations that are relevant to MHRA’s operations included in our audit scope.
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An audit includes examining, on a test basis, evidence supporting transactions recorded in the
accounting records and applying such other auditing procedures as we consider necessary in the
circumstances.  An audit also includes assessing estimates, judgments and decisions made by
management.  We believe that our audit provides a reasonable basis for our findings, conclusions
and recommendations.

In planning and performing our audit procedures, we considered MHRA’s internal control
structure.  Our consideration was limited to a preliminary review of this structure that would
enable us to understand the control environment and the way in which transactions flowed through
the systems supporting MHRA’s claims.  Because we did not intend to rely on the internal control
structure in performing our work, our assessment did not extend beyond the preliminary review
phase.  Instead, we appropriately extended our substantive audit tests.

In conducting our audit, we performed tests of MHRA’s compliance with certain terms of
the contract.  Our objective in performing these tests was to obtain reasonable assurance about the
allowability of amounts MHRA received from DOH, not to provide an opinion on MHRA’s
overall compliance with such provisions.

The results of our tests indicate that, with respect to the items tested, MHRA complied in
all material respects with the provisions referred to in the preceding paragraph, except as noted
in Section B of this report.  With respect to the items not tested, nothing came to our attention that
caused us to believe that MHRA had not complied, in all material respects, with those provisions.

A. Background and Contract Terms

MHRA is a not-for-profit organization founded in 1957 to improve the health and well-
being of  New Yorkers, with an emphasis on those who are at high risk and under served.  MHRA
provides health care services, operates demonstration projects and conducts research programs.
MHRA’s administrative offices are in Manhattan, while its programs operate throughout New
York City.  In the fiscal year ended December 31, 1997, MHRA reported total revenues of
$144.8 million, of which DOH’s two largest grants accounted for $32.1 million.  

The largest DOH-funded grant is the Maternal and Child Health Mini-Block Grant (MCH).
MCH includes three programs: Pediatric Resource Centers (PRCs), the Maternity, Infant
Care/Family Planning Project (MIC-FPP), and the Prenatal Diagnostic Laboratory (PDL).  PRCs
provide primary care to low-income, high-risk children and adolescents up to 18 years of age who
live in high-need health areas.  MIC-FPP offers prenatal and family planning services at clinic
sites throughout New York City.  The PDL offers prenatal genetic screening, diagnosis and
counseling. 

The scope of this audit focused on the PRC program.  MHRA subcontracted with eight
institutions to operate the PRCs.  During the period from January 1, 1997 through December 31,
1997, DOH reimbursed MHRA $3,383,286 for claimed net expenditures under the PRC program.
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MHRA then disbursed these funds to the respective contractors.  The claims represented program
expenses that exceeded third-party revenues (primarily Medicaid), and in-kind contributions by
the subcontractors.  The contract budgets were structured according to line-item categories of
expenditures, including salaries and fringe benefits, and expenses for other-than-personal services,
such as supplies, space and indirect overhead expenses. We audited the two largest PRC
subcontractors: Bellevue Hospital (Bellevue) and Kings County Hospital (KCH). DOH-related
reimbursements to these two hospitals totaled $1.3 million or 39 percent of the PRC program
total.  Both of these hospitals are affiliated with the New York City Health and Hospitals
Corporation (HHC).

B. Results of Audit

 As detailed in Exhibits A and B, we identified a total of $841,547 in overstated grant and
applicant expenses claimed for the 1997 PRC program: $528,139 for Bellevue and $313,408 for
KCH.  We questioned these expenses due to undocumented claims by Bellevue and KCH for
fringe benefits, supplies, space and overhead costs.  As discussed below, we disallowed only the
grant-funded portion of these claims, or $131,953 for Bellevue.  There was no disallowance for
KCH. 

1. Disposition of Findings

As described in the contract budget, funding sources for the PRC program include
a combination of State funds (referred to as grant funds), third-party revenues, and in-kind
contributions (known as applicant contributions) by individual PRCs.  For each PRC, the
individual budgeted line items designated the respective grant and applicant contributions.  In
some cases, entire line items were to be funded by either the PRC or the State; in other instances,
the line item was shared. Although the applicant provides a portion of the funding, there must be
accountability for these funds.  If the applicant’s expenses are overstated, the cost of the program
as a whole is overstated.  All of the agencies with oversight responsibility (DOH, MHRA and
HHC) advised us that it is important to be cognizant of the entire cost of the program, both for
monitoring and for budgetary planning purposes.  We are therefore reporting all questioned claims
to provide an accurate and complete picture of the program costs.  When claims were overstated,
we categorized them as either grant or applicant, depending on the applicable budgetary terms.
Discrepancies relating to claimed grant funds result in disallowances and are to be refunded to the
State; overstated claims relating to applicant funds do not result in refunds.
 

2. Overstated and Disallowed Bellevue Hospital Expense Claims

As shown in Exhibit A, the Bellevue PRC overstated expenses totaling $528,139.
Of this total, we disallowed $131,953 in DOH (grant) funded costs, most of which resulted from
applying incorrect cost rates to claims for fringe benefit and space expenses, including non-cash
depreciation expenses in claimed space costs, and adjusting indirect overhead associated with
disallowed direct expenses. 
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a. Space Expenses

Bellevue’s 1997 PRC claim included space (occupancy) costs, primarily for
building maintenance and repairs, plant operation and housekeeping. The claim was based on a
cost rate per square foot computed by HHC for each of its facilities.  These general rates are then
used to estimate costs of individual programs, such as a PRC.  Rates determined in this manner
include fringe benefits, space (cost per square foot), and indirect overhead.  The 1996 rates were
applicable to the 1997 claims.

Bellevue claimed space expenses totaling $670,923 in 1997, using a rate of
$32.99 per square foot for 20,337 square feet.  However, the HHC-determined cost rate for 1996
was $27.64 per square foot, resulting in an overclaim of $108,803.  This overclaim was reduced
by $10,372 to allow for an HHC-approved rate adjustment.

The 1996 rate also included a cost component of $8.36 per square foot for
depreciation of buildings and fixtures.  We disallowed the grant-funded portion of a $170,017
charge for depreciation because it is not a reimbursable cash outlay, but instead a charge for assets
already paid for by New York City, which owns the hospital.  HHC officials disagree with this
disallowance, stating that depreciation is recoverable under Federal Medicare and New York State
Medicaid rate setting structures.  However, DOH’s contract with MHRA allows reimbursement
for “costs and expenditures.”  As this facility is owned by New York City and leased by HHC
for one dollar a year, we maintain that there is no reimbursable cost or expenditure incurred under
this contract for this portion of the claim.

Bellevue budgeted 66.97 percent of space expenses to applicant funds, and
33.03 percent to grant funds.  Therefore, of the total space expenses questioned, $268,448
($108,803 + $170,017 - $10,372), we disallowed the grant portion, or $88,668.
  
  b. Fringe Benefits

Bellevue claimed fringe benefits for its HHC employees (who represent over
90 percent of claimed salaries) at a rate of 26.56 percent of salaries.  However, Bellevue did not
adjust the final claim using the 1996 rate of 25.04 percent, which was the applicable rate for 1997
funded programs.  This resulted in an overstatement of $47,015.  Bellevue budgeted 66.55 percent
of fringe benefit costs to the grant; therefore, we disallowed $31,289 of the overstated costs.

c. Indirect Overhead Expenses

We identified an overstatement of $212,676 of the $744,078 Bellevue
claimed in indirect overhead expenses in 1997.  As was the case for space and fringe benefit
claims, Bellevue did not adjust the claim to reflect HHC’s 1996 indirect overhead rate, rather than
the budgeted rate.  We also noted excess overhead expenses associated with overstated direct
costs.
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For 1997, Bellevue budgeted an overall rate for indirect overhead of 13.67
percent, including a 10.00 percent rate for grant expenses.  The lower rate for grant expenses was
a budgetary limitation imposed by MHRA.  However, in applying the budgeted rate to the claim,
Bellevue charged 19.37 percent on in-kind expenses, instead of 13.67 percent, in order to
compensate for MHRA’s limitation on grant overhead.  While this produced an overall rate of
13.67 percent, the claim exceeded the MHRA rate cap for in-kind expenses.  In addition, Bellevue
overstated in-kind overhead.  We determined that Bellevue claimed a total of $180,191 in excess
overhead.
  

In addition, we identified $32,485 of overhead expenses associated with the
$315,463 in overstated space and fringe benefit expenses.  We disallowed $11,996, the grant
portion of the excess claim.

3. Overstated Kings County Hospital PRC Expense Claims

As shown in Exhibit B, we found overstated expense claims totaling $313,408, all
of which related to other-than-personal service categories: supplies, space and indirect overhead.
The KCH budget provided that all of these expenses would be borne by the applicant.  Therefore,
while KCH over reported the cost of its PRC program, the DOH-funded portion was allowed.
Most of the overclaims resulted from a lack of documentation for supplies and indirect overhead.
In addition, we identified overclaims for depreciation expenses charged as space costs and
overhead applied to unsupported costs.

 a. Supplies Expenses
 

In 1997, KCH claimed a total of $242,167.  This included $237,780 for
medical/surgical and pharmaceutical supplies.  KCH calculated the $237,780 portion of this  claim
by multiplying the total number of client visits (11,889) by an estimated $20 cost per visit.
However, KCH was unable to provide any support for the $20 cost per visit.  Instead, we
estimated that KCH incurred the same cost per client visit as Bellevue ($4.15), applied to 11,889
visits, or $49,339. We regarded the $188,441 difference between the claimed cost of $237,780
and the estimated cost of $49,339, to be overstated.

b. Space Expenses

In 1997, KCH claimed space (occupancy) expenses totaling $99,028.  The
However, the computation included $18.94 per square foot for depreciation expenses, which is
not a cash outlay, resulting in an overstatement of $61,555.
   

c. Indirect Overhead Expenses

KCH’s overhead expenses for 1997 were overstated by $46,437 due to a
mathematical error.  In addition, we noted excess overhead expenses that resulted from overstated
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supplies and space expenses totaling $249,996, resulting, at the rate of 6.79 percent, in an
overstatement of $16,975.

Recommendations

1. Obtain a refund of $131,953 from MHRA.

2. Ensure that MHRA establishes a system to better monitor claimed expenditures to ensure
that future overclaims are minimized.

Major contributors to this report were Charles Hammarberg, Cindi Frieder, Barry
Mordowitz, Michael Miller, Gennaro Petillo and Huanan Zhang.

We would appreciate receiving your response to the report recommendations within 30
days, indicating any actions planned or taken to implement them.  We wish to thank the
management and staff of the Medical and Health Research Association of New York City, Inc.,
the New York City Health and Hospitals Corporation, Bellevue Hospital, Kings County Hospital
and the State Department of Health for the courtesies and cooperation extended to our auditors
during this audit.

Very truly yours,

William P. Challice
Audit Director

cc: Charles Conaway
     Thomas Howe
     Ellen Rautenberg



EXHIBIT A

MEDICAL AND HEALTH RESEARCH ASSOCIATION OF NEW YORK CITY, INC.
CONTRACT C-011730 (BELLEVUE HOSPITAL PRC)

SUMMARY OF EXPENSES BUDGETED, CLAIMED, OVERSTATED/DISALLOWED, AND
ALLOWED 

JANUARY 1, 1997 THROUGH DECEMBER 31, 1997

Category Budgeted Claimed Disallowed Allowed
Overstated/

Salaries $3,413,844 $3,351,519 $3,351,519

Fringe Benefits 877,907 867,311 $  47,015 (a) 820,296

Equipment 19,800 15,906 15,906

Supplies 264,582 232,699 232,699

Space 670,923 670,923     268,448 (b) 402,475

Indirect Overhead    763,308    744,078 212,676 (c)    531,402

Total Expenses 6,010,364 5,882,436 528,139 $5,354,297

PRC Allocation                                    (396,186) (d)

Net Expenses 6,010,364 5,882,436 131,953 (e) $5,750,483

Total Revenues 5,249,972 5,130,969               5,130,969

Net Reimbursable $760,392 $751,467 $131,953 619,514

State Payments 751,467

Refund Due the State $131,953

Notes:
(a) Represents claimed fringe benefits not documented by Bellevue’s books and records.

(b)  Represents claimed space expenses not documented by Bellevue’s books and records 
($98,431), and depreciation expenses not authorized by the contract budget ($170,017).

(c)  Represents claimed overhead expenses not documented by Bellevue’s books and records
($180,191), and claimed overhead associated with overstated direct costs ($32,485).

(d)  Represents Bellevue’s share of total overstated expenses.

(e) Represents State’s share of overstated expenses (fringe benefits $31,289, space $88,668, and
overhead $11,996).



EXHIBIT B

MEDICAL AND HEALTH RESEARCH ASSOCIATION OF NEW YORK CITY, INC.
CONTRACT C-011730 (KINGS COUNTY HOSPITAL PRC)

SUMMARY OF EXPENSES BUDGETED, CLAIMED, OVERSTATED/DISALLOWED AND
ALLOWED 

JANUARY 1, 1997 THROUGH DECEMBER 31, 1997

Category Budgeted Claimed Disallowed Allowed
Overstated/

Salaries $1,098,038 $1,114,381 (a) $1,114,381

Fringe Benefits 318,826 292,971 292,971

Supplies 257,180 242,167 $188,441 (b) 53,726

Space 121,680 99,028 61,555 (c) 37,473

Indirect Overhead    211,716    168,315   63,412 (d)    104,903

Total Expenses 2,007,440 1,916,862 313,408 $1,603,454

PRC Allocation                               (313,408) (e)

Net Expenses   2,007,440 1,916,862 -0- $1,916,862

Total Revenues 1,447,559 1,356,981             1,356,981

Net Reimbursable $559,881 $559,881 $0 559,881

State Payments 559,881

Refund Due the State $0

Notes:

(a) Claim for individual line item may exceed budget if overall budgetary limit is not
exceeded.

(b)  Represents claimed supplies expenses not documented by KCH’s books and records.

(c)  Represents claimed depreciation expenses not authorized by the contract budget.

(d)  Represents claimed overhead expenses not documented by KCH’s books and records
($46,437), and claimed overhead associated with overstated direct costs ($16,975).

(e)  Represents  KCH’s  share of total overstated expenses. 


