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AUDIT OBJECTIVE 
 
The objective of this audit was to determine 
whether the Department of Health 
(Department) has established an adequate 
system of internal controls over its 
procurement and equipment inventory 
practices. 
 

AUDIT RESULTS - SUMMARY 
 
The attitude of the Department’s top 
management concerning the importance of 
internal controls (Control Environment) has 
improved since we brought such matters to 
their attention in 1999.  This is an important 
accomplishment because the control 
environment impacts on an agency’s 
willingness and ability to establish 
comprehensive internal controls over the 
agency’s assets, programs and overall 
mission.  Department officials revised certain 
contract-related policies and procedures in 
response to a 1999 Office of the State 
Comptroller (OSC) study, the results of which 
emphasized the Department’s need for control 
environment improvements.  However, other 
opportunities for internal control 
improvements still exist.  For example, 
Department executive management still need 
to focus on improving the timeliness of 
contract submittals to OSC.  We noted that 76 
percent of the Department’s contracts initiated 
after April 1, 2003, were submitted for OSC’s 
approval after the start of the contract date.  
As a result, the Department paid $158,000 in 
unnecessary interest payments.  Additionally, 
the services and operations of certain local 
organizations were disrupted. 
 
We also found Department managers still 
need to focus on improving the other key 
internal control components (Monitoring, 
Control Activities, Information and 
Communication, and Risk Assessment).  For 
example, Department officials could save 

$1.6 million by adapting procedures (Control 
Activities) to ensure the State procurement 
card is used for small dollar purchases.  We 
also found that a lack of communication 
between the Department’s central and field 
offices resulted in an estimated $4.5 million 
in equipment purchases not recorded on the 
Department’s master inventory record. 
 
The Department also needs to monitor 
compliance with its policy for usage of State 
purchased or leased vehicles.  We found 166 
of 199 cars purchased during our audit period 
were under-used as they were driven less than 
the 15,000 miles required by Department 
policy.  We also found, for a sample of six 
such cars, the Department would have saved 
over $127,000 if Department officials had 
paid employees for the use of their personal 
cars instead of purchasing vehicles.   
 
This report contains seven recommendations 
to improve internal controls over the 
Department’s procurement and equipment 
inventory practices.  Department officials 
generally agreed with our recommendations 
and have taken steps to implement them.  
 
In addition to the matters discussed in this 
report, we have reported separately about a 
number of other audit issues.  While these are 
matters of lesser significance, Department 
officials should implement our 
recommendations related to these issues to 
improve the Department’s internal controls 
over procurement practices and equipment 
inventories. 
 
This report, dated July 19, 2006, 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 Services 
State Audit Bureau 
110 State Street, 11th Floor 
Albany, NY 12236 
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BACKGROUND 
 
The Department is one of the largest agencies 
in State government.  The Department and its 
5,900 employees are responsible for 
managing the State’s $43 billion Medicaid 
program and supervising most major medical 
facilities such as hospitals, nursing facilities, 
diagnostic and treatment centers and public 
health programs in the state; operating several 
healthcare facilities and veterans nursing 
homes; managing a prescription drug program 
for the elderly and health insurance programs 
for children, families and small businesses; 
serving as a conduit for local assistance and 
research funding and overseeing county 
health department activities.  The Department 
has program and administrative staff in more 
than 30 locations statewide.  The 
Department’s Division of Administration is 
responsible for overseeing its equipment asset 
inventory.  The Department’s Fiscal 
Management Group is responsible for 
overseeing and coordinating procurement and 
contracting areas.  This audit focused on 
procurement and contracting practices and 
equipment and asset management practices. 
 

AUDIT FINDINGS AND 
RECOMMENDATIONS 

 
Control Environment 

 
Control environment is the attitude toward 
internal control and control consciousness 
established and maintained by both 
management and employees.  It is the product 
of management’s philosophy, style and 
supportive attitude, as well as the 
competence, ethical values, integrity, and 
morale of the organization’s people.  
Organization structure and accountability 

relationships are key factors in the control 
environment.  
 
The attitude of the Department’s top 
management concerning the importance of 
internal controls (control environment) has 
improved since we previously brought such 
matters to their attention in 1999.  For 
example, Department officials established 
new policies and procedures for the 
Department’s contracting processes, and for 
monitoring of contract performance and 
deliverables.  However, we found 
opportunities for improvement still exist. 
 

Contract Submittals to OSC 
 
OSC G-Bulletin 95 (Timely Contract 
Submittals) holds state agencies responsible 
for properly planning their procurements to 
allow sufficient time for internal approval and 
OSC’s review of contracts before the 
contractor starts providing goods or services.  
An OSC study in 2000 found the vast 
majority of the Department’s contracts were 
not submitted to OSC on a timely basis, and 
thus were executed after the contract start 
date.  The study found that most late contract 
submittals were grant contracts with not-for-
profit providers.  Late submissions can 
impose a financial burden on both the 
provider and the State, as many not-for-profit 
providers have limited resources and the State 
must pay interest penalties to the provider in 
accordance with Article XI-B of the State 
Finance Law. 
 
Department officials implemented procedural 
changes in response to the 2000 OSC study.  
We reviewed data for 2,108 Department 
contracts started on or after April 1, 2003.  
We found the Department did not submit 
1,609 (76 percent) of these contracts to OSC 
until after the contract start date.  
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Additionally, 149 of the contracts reviewed 
were submitted more than one year after the 
contract start date.  As a result, the 
Department paid at least $158,000 in 
unnecessary interest payments, about $98,000 
of which was to not-for-profit organizations 
during our audit period.  After our audit, the 
Department reviewed its records and 
determined its contractors were owed an 
additional $391,000 in late interest payments.   
 
We contacted nine not-for-profit 
organizations with Department contracts 
procured from three months to almost two 
years late.  Four of the organizations stated 
that the late contracts caused them no 
significant problems because of other 
available revenue sources.  However, the 
other five organizations experienced 
significant problems as follows: 
 

• The need to borrow funds for payroll 
purposes; 

 

• A key HIV/AIDS educational program 
not developed; 

 

• The closure of programs for low-
income pregnant women; and 

 

• An overall delay of services. 
 

Department management still needs to focus 
on improving planning and timeliness of 
contract submittals to OSC. 

 
Policy for Loaning Research Equipment 

 
Many institutions conducting scientific 
research (e.g., SUNY College of Optometry, 
the OMRDD Institute for Basic Research in 
Developmental Disabilities, Office of Mental 
Health, Rensselaer Polytechnic Institute, etc.) 
require scientists to return equipment assigned 
to them once they terminate their 
employment, or they require the scientists to 

purchase the equipment.  The Department’s 
Wadsworth Center was established to engage 
in scientific research of public health matters. 
However, Department management allowed 
Wadsworth Center officials to develop a 
policy permitting its employees to retain, for 
up to five years, equipment deemed necessary 
for the continuation of their research when 
they leave State service.  Overall, we found 
Wadsworth Center officials comply with the 
policy and procedures regarding the 
documentation of loaned equipment.  
 
While reviewing the Wadsworth Center’s file 
of transferred equipment, we found the Center 
loaned to former employees or transferred to 
other organizations State-purchased laboratory 
equipment valued at over $140,000.  In one 
instance, Wadsworth Center officials allowed 
an employee to retain equipment worth 
$115,445 in May 2000 for research in 
Houston, Texas.  Department officials told us 
the equipment is now considered past its life 
expectancy and not worth the cost of 
returning it.  
 
Wadsworth Center’s policy regarding 
research equipment is not consistent with the 
policies and practices of other similar 
research institutions.  Loaned equipment may 
have been better used for other research at the 
Wadsworth Center.  Additionally, this practice 
may be subsidizing research work at out-of-
state institutions with no economic benefits to 
New York State’s taxpayers. 
 

Recommendations 
 

1. The Department should conduct a 
comprehensive analysis of its contracting 
process to determine where efficiencies 
can be implemented that will improve 
timeliness of execution and reduction of 
unnecessary interest payments. 
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Recommendations (Cont’d) 
 
2. Discontinue the policy of loaning research 

equipment to former employees. 
 

Monitoring 
 
Through evaluation and feedback, an 
organization assesses and monitors its 
performance over time.  It does this by putting 
procedures into place to monitor internal 
control on an ongoing basis as part of the 
process of carrying out its regular activities.  
We found the Department’s monitoring 
practices over State vehicle usage needing 
improvement. 
 

Assignment and Use of State Vehicles 
 
From April 1, 2003 to April 30, 2005, the 
Department spent about $721,000 for 184 
purchased or leased vehicles.  The 
Department’s Operations Management Group 
(Group) is responsible for overseeing vehicle 
assignments and reassignments of State 
vehicles based on availability, proposed use, 
and reports of actual usage.  Department 
policy requires State vehicles to be assigned 
to its employees in accordance with 
Department, Office of General Services and 
Division of the Budget guidelines.  Preference 
for State vehicles assignment is given to those 
individuals conducting the greatest percentage 
of their activities in the field and, in most 
cases, who drive at least 15,000 miles or in 
excess of 200 days a year on Department 
business. 
 
We found Group officials are not monitoring 
the usage of vehicles assigned to Department 
employees to ensure the vehicles are used in 
compliance with Department policy.  As a 
result, the Department’s fleet of 199 State 
vehicles was largely under-used during the 
audit period.  For example, in fiscal year 

2004, 165 vehicles (83 percent of the fleet) 
were driven less than 15,000 miles, and 111 
vehicles (56 percent of the fleet) were driven 
less than 9,000 miles.   
 
We selected six of the 165 vehicles driven 
less than 15,000 miles during fiscal 2004 and 
analyzed the related mileage and purchase 
records.  Based on our review, we believe 
cost savings opportunities exist by 
considering alternatives to purchasing 
potentially under-used vehicles.  For example, 
the purchase cost for the six selected vehicles 
totaled $135,815.  The vehicles were driven a 
combined total of 22,856 miles.  Had the 
Department, instead, reimbursed employees at 
the allowed mileage rate for using their 
personal vehicles (22,856 miles @ 37.5 cents 
per mile = $8,571), the Department would 
have saved at least $127,244 ($135,815 - 
$8,571).  These savings would increase if the 
cost of fuel and maintenance for the six State 
vehicles were included in the analysis. 

 
Recommendations 

 
3. Monitor the use of vehicles in the 
 Department’s fleet to ensure compliance 
 with the Department’s vehicle use 
 directives. 
 
4.  Reassign or dispose of vehicles not used 
 in compliance with Department 
 directives.  Consider alternatives such as 
 reimbursing employees at the allowed 
 mileage rates for using personal 
 vehicles when they drive less miles or 
 fewer days than required by the 
 Department’s vehicle use directives. 
 

Control Activities 
 
Control activities are tools (policies, 
procedures and other safeguards) to help 
reduce risks potentially hindering 
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achievement of the organization’s objectives 
and mission.  Management should establish 
control activities to facilitate effective and 
efficient accomplishment of the 
organization’s objectives and mission. 
 

Small Dollar Payments 
 

The State Comptroller’s Bulletin G-196 - 
“Small Dollar Purchases” encourages State 
agencies to increase use of more cost-
effective payment methods and to avoid the 
expenses associated with the State’s 
traditional voucher payment system.  The 
bulletin also encourages the use of the State’s 
Purchasing Card program, which is designed 
to be an efficient and cost effective way to 
expedite small dollar purchases.  The 
Purchasing Card enables cardholders to make 
authorized purchases directly from a vendor 
without processing purchase orders or 
purchase authorizations.  By using the 
purchasing card for small dollar purchases, a 
State agency can process one monthly cover 
voucher to pay the credit card company rather 
than processing many vouchers for individual 
purchases. 
 
We found Department Management has not 
established adequate procedures to ensure the 
State Purchasing Card is used to its fullest 
extent for small dollar purchases.  For 
example, in calendar year 2004, the 
Department only used the Purchasing Card 
for 2,948 purchases or 10 percent of the total 
payments processed.  During this period, the 
Department also processed 19,857 vouchers 
(78 percent of the vouchers processed) for 
purchases under $1,000.  Many of these small 
dollar payments could have been made, 
instead, using the State’s Purchasing Card. 
 
Department officials subsequently informed 
us in March 2005 they had initiated new 
procedures to ensure that the Purchasing Card 

is used for payments of less than $1,000.  Our 
analysis of the Department’s payments from 
January 2005 through May 2005 indicated the 
Department increased its usage of the 
Purchasing Card to 4,320 purchases or about 
33 percent of the total Department payments.  
However, the Department still processed 
6,432 vouchers under $1,000 (49 percent of 
the Department’s total payments processed) 
instead of using the State Purchasing Card. 
 
A study conducted by American Express and 
Ernst & Young estimates it costs large 
organizations about $67 to process 
transactions under the traditional purchasing 
system.  Using a State Purchasing Card could 
reduce processing costs to about $11 per 
transaction.  Increased use of Purchasing Card 
could have freed up about $1.6 million from 
January 2004 through May 2005 for higher 
priority activities. 
 
We also found the Department’s Purchasing 
Card administrator did not maintain a current 
cardholder listing.  A current listing of 
procurement cardholders is necessary to 
ensure the usage of such cards is monitored 
and employees who have left State service no 
longer have access to the cards.  At our 
request, the Purchasing Card administrator 
prepared and provided us with a current 
cardholder listing. 
 

Recommendation 
 
5. Establish procedures to ensure the 

State Purchasing Card is used for 
small dollar payments; and the cards 
are used only by authorized 
employees. 

 
Information and Communication 

 
Communication is the exchange of useful 
information between and among people and 
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organizations to support decisions and 
coordinate activities.  Within an organization, 
pertinent information should be 
communicated to management and employees 
who need it in a form and within a time frame 
to help them carry out their responsibilities. 
We found a lack of Department-wide 
communication resulting in equipment 
inventory-related internal control weaknesses. 

 
Equipment Purchases and Inventory 

Management 
 
Department policy specifies procedures to be 
followed to ensure equipment inventory and 
controls are established and maintained.  The 
intent of these policies is to account for and 
properly safeguard Department property.  For 
example, the Department requires all 
equipment worth at least $500 to be tagged 
with numeric identification and recorded in a 
centralized inventory record.  All Department 
locations are required to follow the equipment 
inventory procedures, except for Department 
facilities such as Helen Hayes Hospital, the 
Department-operated veterans’ homes and the 
Wadsworth Center.  These facilities establish 
their own equipment inventory controls. 
 
Although the Department established 
equipment management procedures, we found 
the procedures are not always followed.  For 
the period April 1, 2003 through March 31, 
2005, the Department processed 4,077 
vouchers for equipment items costing about 
$39.2 million.  We reviewed the procurement 
records for a sample of 50 of these vouchers 
to determine how many purchased equipment 
items should have been recorded in the 
Department's centralized inventory record.  
The 50 sampled vouchers represented 152 
equipment items worth at least $500.  We 
estimated, with 95 percent confidence, the 
4,077 vouchers processed represented at least 
11,174 equipment items that should have been 

recorded in the Department’s centralized 
inventory record.  These items had a value of 
at least $25.6 million.  To determine whether 
152 items actually existed, we visited 12 
Department field offices.  We located all 152 
items represented in the 50 vouchers sampled. 
 
We also examined the Department’s 
centralized equipment inventory record and 
the State Fixed Asset inventory system to 
determine whether the 152 items were 
recorded.  We found 105 items were not 
recorded in the inventory record.  Based on 
these results, we determined with 95 percent 
confidence, at least 2,054 of the 11,174 
equipment items (about 18 percent) were not 
recorded in the inventory record.  These 2,054 
items, valued at least at $4.5 million are not 
subject to proper inventory control and, 
therefore, are at an increased risk of loss or 
inappropriate use.  
 
We attributed this control weakness to a lack 
of communication within the Department’s 
Central Office, and between the Central 
Office and the field locations.  For example, 
Department staff in some of the field 
locations we visited told us they were 
unaware of the Department’s equipment 
inventory policy and procedures.  At some 
locations, staff established their own 
inventory databases for computers and related 
equipment but they do not report this 
information for recording in the Department’s 
centralized inventory system.  The 
Department’s Operations staff (responsible 
for maintaining the centralized inventory) also 
told us they have no assurance they are 
receiving all equipment purchase and receipt 
information from the Department’s Fiscal 
Office to ensure equipment acquisitions are 
recorded in the inventory.  For example, if the 
Operations staff do not have a receiving 
report for an open purchase order, they need 
to review the Department’s fiscal system to 
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determine whether the purchase order was 
paid.  Operations staff assume the equipment 
was received if a purchase order was paid, 
and they update the inventory records 
accordingly.  However, in these instances, 
there is no assurance the new equipment was 
actually received.  Operations staff told us the 
Fiscal Office needs to have all supporting 
documentation and receiving information 
from Department locations before preparing 
equipment purchase vouchers. Thus, they 
suggested the Fiscal Office share a weekly 
report of equipment received and vouchers 
prepared during the week. 
 

Recommendations 
 
6.  Improve communications throughout 
 the Department to improve compliance 
 with the Department’s equipment 
 management procedures.  
 
7. Complete a physical inventory of 
 equipment throughout the Department to 
 update the central inventory record.  
 Follow-up with periodic physical 
 inventories to ensure the central 
 inventory record remains accurate. 

 
AUDIT SCOPE AND METHODOLOGY 

 
We did our performance audit according to 
generally accepted government auditing 
standards.  We audited the Department of 
Health’s internal controls over its 
procurement practices and inventories for the 
period April 1, 2003 to June 30, 2005.  
Internal controls are defined as the integration 
of the activities, plans, attitudes, policies, and 
efforts of the people of an organization 
working together to provide reasonable 
assurance the organization will achieve its 
objectives and mission. 
 
Our audit included steps such as: 

• Using audit software (ACL) to analyze 
data obtained from the OSC Central 
Accounting and Contract Management 
systems, State Office of General 
Services Fixed Asset Inventory System 
and pertinent Department procurement 
and equipment inventory records; 
 

• Meeting with 41 Department 
procurement and equipment 
management staff to explain internal 
control concepts and to anonymously 
survey the staff on the implementation 
of internal controls in their work 
locations (we compared the results of 
this survey with a similar survey we 
conducted with Department staff in 
1999);   

 

• Interviewing pertinent Department 
management and staff in the 
Department’s Central office and 
facilities to determine and evaluate the 
internal controls over procurement and 
equipment inventory practices; selecting 
transactions on a test basis to determine 
whether the internal controls were 
actually in place; 
 

• Contacting not-for-profit vendors to 
determine the impact of Department 
procurement practices on their 
operations; and 
 

• Using statistical sampling techniques to 
trace equipment purchases to inventory 
records and locate the items selected and 
project the results. 

 
In addition to being the State Auditor, the 
Comptroller performs certain other duties as 
the chief fiscal officer of New York State that 
have been mandated by statute and the State 
Constitution.  The Division of State Services 
is responsible for several of these, including 
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operation of the State’s accounting system; 
preparation of the State’s financial statements; 
and approval of State contracts, refunds, and 
other payments.  In addition, the Comptroller 
appoints members - some of whom have 
minority voting rights - to certain boards, 
commissions, and public authorities.  These 
duties may be considered management 
functions for purposes of evaluating 
organizational independence under generally 
accepted government auditing standards.  In 
our opinion, they do not affect our ability to 
conduct independent audits of program 
performance. 
 

AUTHORITY 
 

The audit was performed according to the 
State Comptroller’s authority under Article V, 
Section 1, of the State Constitution; and 
Article II, Section 8, of the State Finance 
Law. 
 

REPORTING REQUIREMENTS 
 

We provided a draft copy of this report to 
Department officials for their review and 
comment.  Department officials generally 
agreed with our recommendations and 
indicated actions planned and taken to 
implement them.  Certain matters presented in 
the draft report were changed based on the 
Department’s response.  A complete copy of 
the Department’s response is included as 
Appendix A.  Appendix B contains State 
Comptroller’s Comments which address 
matters of disagreement and changes to the 
final report based on the Department’s 
response. 

Within 90 days of the final release of this 
report, as required by Section 170 of the 
Executive Law, the Commissioner of the 
Department shall report to the Governor, the  
State Comptroller, and the leaders of the 
Legislature and fiscal committees, 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, David R. Hancox, Daniel 
Agosto, Anna Boyle, Laura Brown, Sheila 
Emminger, Lynn Freeman, Dennis Graves, 
Amanda Halabuda, Andrea Inman, Patrick 
Hall, Lawrence Julien, John Karwacki, Albert 
Kee, Lucas McCullough, Ottavio Nicotina, 
Patricia O’Donnell, Donald Paupini, Mary 
Peck, Ronald Pisani, David Reilly, 
Christopher Schall, Kenneth Shulman, Teresa 
Strife, Daniel Towle, Allison Wheeler, 
Kathleen Whitsett, Linda Wilcox and Carrie 
Zusy. 
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1. OSC continues to work with all 
agencies to ensure the understanding 
of procurement and contracting 
requirements through formal training 
and one-on-one technical assistance.  
While we acknowledge there was a 
discrepancy in our guidelines for 
multi-year contracts, OSC worked 
with the Department to resolve the 
issues in as timely a manner as 
possible. 

 
2. Most of the new documentation 

requirements cited by the Department 
are not   mandated by OSC: Executive 
Order 127 was a Governor’s mandate 
(since rescinded by the Governor on 
June 30, 2006); and the Procurement 
Lobbying Act and changes in Tax 
Law were legislative mandates. These 
requirements generally do not apply to 
grant contracts, and therefore did not 
directly contribute to the late 
contracting problems cited in this 
report.  Vendor Responsibility, an 
OSC initiative, applies to all contracts, 
including grant contracts, and requires 
all State agencies to document 
activities performed to ensure they are 
contracting only with responsible 
vendors as required by law.  While the 
Department may consider OSC’s 
Vendor Responsibility requirements 
burdensome, they are of vital 
importance to ensure State agencies 
contract only with responsible 
vendors. 

 
3. OSC's requirement that contracts be 

encumbered before they are approved 
is an important audit requirement 
needed to ensure funds are properly

authorized and set aside to fulfill the 
State's obligations before a contract 
becomes effective. 
 

4. Certain matters contained in  the draft 
 report were changed based on the 
 Department’s  response. 
 
5. According to the Department’s criteria 

from its Administrative Policy and 
Procedures Manual, Department 
vehicles are to be used if the employee 
travels more than 15,000 miles per 
year or at least 200 days out of the 
year.  We acknowledge the 
Department needs special use 
vehicles.  However, it is unlikely that 
83 percent of the Department’s fleet 
(165 of 199 vehicles) that were driven 
less than 15,000 miles in fiscal year 
2004, falls into the special use 
category.  We are pleased to note the 
Department is taking steps to more 
closely monitor vehicle usage. 

 
6. OSC did not assess whether the 

Department adhered to its own policy 
on small dollar purchases.  OSC 
analyzed small dollar payments to 
determine whether the Department 
used cost-effective payment methods. 
The Department’s response does not 
offer specific examples that would 
allow us to evaluate the extent to 
which our analysis should be adjusted 
for any material error. In light of its 
response, we encourage Department 
officials to re-examine threshold 
levels for purchasing cards to 
determine whether the limits are 
appropriate based on anticipated 
purchasing needs. 


