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Division of State Government Accountability

State of New York
Office of the State Comptroller

September 16, 2010

Mr. Alan D. Aviles
President
New York City Health and Hospitals Corporation
125 Worth Street
New York City, NY 0013

Dear Mr. Aviles:  

The Office of the State Comptroller is committed to helping State agencies, public authorities 
and local government agencies manage government resources efficiently and effectively and, 
by so doing, providing accountability for tax dollars spent to support government operations.  
The Comptroller oversees the fiscal affairs of State agencies, public authorities and local 
government agencies, as well as their compliance with relevant statutes and their observance 
of good business practices.  This fiscal oversight is accomplished, in part, through our audits, 
which identify opportunities for improving operations. Audits can also identify strategies for 
reducing costs and strengthening controls that are intended to safeguard assets. 

Following is a report of our audit of Contracts for Personal and Miscellaneous Services.  The 
audit was performed pursuant to the State Comptroller’s authority as set forth in Article V, 
Section 1 of the State Constitution and Unconsolidated Laws (New York Consolidated Laws 
Service), Sections 4 (subdivision 9) and 22.

This audit’s results and recommendations are resources for you to use in effectively managing 
your operations and in meeting the expectations of taxpayers.  If you have any questions about 
this report, please feel free to contact us.

Respectfully submitted,

Office of the State Comptroller
Division of State Government Accountability

Authority Letter
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State of New York
Office of the State Comptroller

EXECUTIVE SUMMARY

Audit Objectives

The first objective of our audit was to determine whether the New York City Health and 
Hospitals Corporation (HHC) justified the need to contract out for personal and miscellaneous 
services. Our second objective was to determine whether HHC periodically reassessed personal 
and miscellaneous service contracts to identify what work could be deferred, eliminated, or 
reduced to save HHC funds. 

Audit Results - Summary

In August 2008, in response to the ongoing fiscal crisis facing the State of New York, the 
Governor directed that State agencies evaluate all programs and operations to identify 
opportunities to eliminate less essential activities and achieve spending reductions of 10.35 
percent.  This action builds upon directives issued since 2003 which require agencies to ensure 
that expenditures are justified and are periodically reassessed.  Although HHC is not a State 
agency, as a public benefit corporation, it receives significant funding from the State and is also 
faced with projected deficits exceeding $1 billion for both 2010 and 2011. 

Although HHC was unable to provide us with a listing of all contracts for personal and 
miscellaneous services (Service Contracts), accounting records indicate that it spent about 
$1.2 billion on personal and miscellaneous services between the 2007 and 2009 fiscal years; 
an average of about $400 million per year.  HHC’s procurement policies generally require that 
officials justify the need to contract out for personal and miscellaneous services. In addition, 
HHC’s President has also issued a budget reduction memorandum which, among other actions, 
requires that most existing consultant contracts be reviewed to determine whether they can be 
deferred or eliminated.  

We reviewed a judgmental sample of 22 procurements of personal and miscellaneous services 
valued at more than $13.8 million and found that HHC had documented justification for 13 
cases totaling nearly $11.6 million.  However, HHC did not have adequate documentation that 
would justify procuring an outside vendor for the remaining nine contracts, with a total value 
of $2.1 million.  HHC agreed additional justification was necessary for one of these contracts.  
For the other eight cases, officials stated that the decisions to use outside vendors, although 
not memorialized in writing, had been based on numerous internal discussions and that in 
some cases, the justification is implicit based on industry standards and the nature of the 
specific service.  We acknowledge that there are times when certain services and staff need to 
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be acquired from external sources. However, in such cases, a documented analysis is important 
to fully support that HHC’s conclusions about necessity and cost-effectiveness are correct and 
that opportunities and options for cost savings have been fully considered. 

We also examined documentation related to each of the 22 procurements and Service Contracts 
in our sample to determine if any included evidence indicating they had been periodically 
reassessed during our audit period in keeping with the President’s directive.  For two cases 
totaling $108,088, we determined that periodic reviews were not feasible because the services 
had been completed in a short time frame, rather than on an ongoing basis. In two other cases 
totaling $137,869, we found HHC had evaluated procurements, deciding to cancel one contract 
and continue the other.  However, there was no evidence that HHC staff had reassessed the 
other 18 Service Contracts, which totaled $13.6 million.  

HHC officials told us that reviews were conducted as directed, but that the process was not 
summarized or otherwise memorialized in writing because the President had not specifically 
requested that a written record be maintained.   They also stressed that, although they have 
not identified cost savings specific to these procurements, they are committed to identifying 
opportunities to reduce costs and address the projected deficits through various actions that 
include a hiring freeze, as well as targeted service and workforce reductions, estimated to save 
HHC more than $200 million annually. HHC Officials informed us that, as of January 12, 2010, 
their actions have resulted in cumulative savings of $100 Million.

We acknowledge that HHC may well realize cost savings if these actions are completed.  However, 
HHC officials did not provide us with documentation to support either their projections or any 
actual cost savings achieved. Even if supported, however, these plans do not supplant the need 
for HHC to review its Service Contracts to determine whether any can be deferred, eliminated 
or reduced to achieve further savings.  If officials compile a complete listing of all current and 
planned Service Contracts and conduct a top-to-bottom review of each one, it is likely they 
will find some services that could be cut. Even a 10-percent reduction in spending, such as 
that requested from State agencies by the Governor, would have resulted in savings of about 
$1.4 million on just the small sample of procurements that we reviewed.  If applied against 
HHC’s average annual spending on personal and miscellaneous services, potential savings 
could approach $40 million.

Our report contains two recommendations for improving HHC’s oversight of its personal and 
miscellaneous services contracts. Department officials generally disagreed with one of our 
recommendations, indicating that they believe current procedures are adequate.

This report, dated September 16, 2010, is currently 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
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Introduction
 

The New York City Health and Hospitals Corporation (HHC), a public 
benefit corporation created in 1970, serves about 1.3 million patients 
annually and is the largest municipal hospital and health care system in 
the United States.  HHC is managed by a Board of Directors and provides 
comprehensive medical and mental health services through eleven acute 
care hospitals, four skilled nursing facilities, six diagnostic and treatment 
centers, a home health care agency, and more than eighty community-
based clinics.  In addition, HHC provides medical services to New York 
City’s correctional facilities and also operates a managed care health 
plan.  HHC’s facilities are organized into seven health care networks.  
The networks were established to improve efficiencies by coordinating 
the operations within each specific network. 

HHC’s operating budget for fiscal year 2009 totaled $6.3 billion, including 
payroll costs of about $2.5 billion for its 38,668 employees.  HHC acquires 
outside professional and miscellaneous services to assist it in achieving its 
mission, either through individual procurements or longer term contracts 
(Service Contracts).  Service Contracts can be for professional services, 
such as actuarial and temporary staffing services, or nonprofessional 
services, such as shredding of documents and electrical services.  HHC 
officials were unable to provide us with a listing of all Service Contracts, 
but accounting records indicate the organization spent approximately 
$1.2 billion on personal and miscellaneous services during the 2007 
through 2009 fiscal years; an average of about $400 million per year.

We audited selected aspects of HHC’s administration of its personal 
and miscellaneous service contracts for the period July 1, 2006 through 
December 10, 2009.  Our objectives were to determine whether HHC (1) 
justified the need to contract out for personal and miscellaneous services 
contracts and (2) periodically reassessed personal and miscellaneous 
service contracts to identify what work could be deferred, eliminated, or 
reduced to save HHC funds.  For the purposes of our audit, personal and 
miscellaneous services contracts are those in which the majority of the 
costs associated with the contracts/payments are for services and labor.  
We did not audit contracts for commodities, capital construction, or 
other types of expenditure that are not service-related.  We also did not 
audit HHC’s physician affiliation agreements.

To accomplish our objectives, we interviewed HHC personnel and 
reviewed contracts, purchase orders and other supporting documentation 
provided by HHC.  We also reviewed HHC’s procurement and contracting 
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policies and reviewed a budget reduction memorandum issued by the 
corporation’s president.  From an analysis of expenditures by individual 
hospitals, we judgmentally selected for review 22 procurements totaling 
$13.8 million for the period of July 2007 through June 2008; focusing on 
purchase orders valued at more than $50,000.  We selected items such as 
actuarial services, shredding, and advertising, as well as for temporary 
staffing. 

We conducted our performance audit in accordance with generally 
accepted government auditing standards.  Those standards require that 
we plan and perform the audit to obtain sufficient, appropriate evidence 
to provide a reasonable basis for our findings and conclusions based on 
our audit objectives.  We believe that the evidence obtained provides 
a reasonable basis for our findings and conclusions based on our audit 
objectives.

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.

This audit was performed pursuant to the State Comptroller’s authority 
as set forth in Article V, Section 1 of the State Constitution and 
Unconsolidated Laws (New York Consolidated Laws Service), Sections 
4 (subdivision 9) and 22.

We provided a draft copy of this report to HHC officials for their review 
and comments. Their comments were considered in preparing this 
report and are included at the end of the report. HHC officials, although 
disagreeing with one of our recommendations, provided details regarding 
the procedures already in place, as well as the actions they are taking 
to address our conclusions and the remaining recommendation. A copy 
of HHC’s response is attached to this report. Our rejoinders to HHC’s 
response are included in State Comptroller’s Comments at the end of the 
report.

Within 90 days of the final release of this report, we request the President 
of the New York City Health and Hospital Corporation report to the 
State Comptroller advising what steps were taken to implement the 

Authority
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recommendations contained herein, and where recommendations were 
not implemented, the reasons why.

Major contributors to this report include Kenrick Sifontes, Sheila Jones, 
Rita Verma, David Schaeffer, Elijah Kim, and Margarita Ledezma.

Contributors to 
the Report
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Audit Findings and Recommendations

According to HHC’s policies, procurements for professional services 
valued at $50,000 or more, as well as nonprofessional services valued 
at $1 million or more, require approval from HHC’s Board of Directors 
before a contract can be awarded.  To obtain Board approval for these 
larger contracts, requestors must determine and document not only the 
need for the services, but also why those services could not be provided 
by in-house staff.  

We selected a judgmental sample of 22 procurements for outside services 
totaling $13.8 million based on disbursement information provided by 
HHC.  We reviewed HHC’s procurement files to determine whether 
the decision to acquire these outside services had been justified with 
supporting documentation. The 22 procurements covered items such as 
advertising, actuarial services, training, temporary staffing, shredding, 
and electrical work.  HHC officials were able to demonstrate that they 
had formally evaluated and justified the need to contract out for 13 of 
the 22 procurements totaling nearly $11.6 million.  However, there was 
no documentation to support the need to contract out in the other nine 
instances, which totaled $2.1 million.  

In response, HHC officials agreed that additional supporting 
documentation was warranted for one of the nine procurements 
involving medical technicians who provide monitoring services.  
However, for the other eight, the officials asserted that the nature of the 
services implicitly required that they be contracted out, thus negating 
the need for supporting documentation.  These eight instances included 
procurements for services such as training, home health aide services and 
temporary staff.  HHC officials advised us that it was necessary to acquire 
these temporary personnel services through external staffing agencies 
because of the severe shortage of nurses and other skilled services.  
They added that it is in HHC’s best interest, as well as standard industry 
practice, to use outside vendors to acquire qualified hospital personnel 
because, in addition to the nursing shortage, some assignments are only 
temporary.  They assert that the use of external agency staffing allows 
HHC to acquire these temporary personnel resources at the lowest 
possible cost.  They also claimed that decisions to use outside vendors 
for other types of services, although not memorialized in writing, have 
been the result of numerous internal discussions. 

We acknowledge that there are times when certain services and staff 
need to be acquired from external sources. However, in such cases, a 
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documented analysis is important to fully support that HHC’s conclusions 
about necessity and cost-effectiveness are correct and that opportunities 
and options for cost savings have been fully considered. 

In August 2008, in response to the ongoing fiscal crisis facing the State 
of New York, the Governor directed that State agencies evaluate all 
programs and operations to identify opportunities to eliminate less 
essential activities and achieve spending reductions of 10.35 percent.  
This action builds upon a series of directives issued by the New York 
State Division of the Budget and the Governor beginning in 2003 which 
set forth expectations for State agencies to make sure that expenditures, 
including Service Contracts, are justified and are periodically reassessed.

Although HHC is not a State agency, as a public benefit corporation, it 
receives significant funding from the State and is faced with some of the 
same fiscal problems.  According to its internal budget reports, HHC 
will incur an operating deficit of $1.1 billion during fiscal year 2010, 
and an even larger deficit is projected for 2011.  Given these forecasted 
deficits, it is important that HHC also perform periodic reviews of all 
Services Contracts to determine what work can be deferred, eliminated 
or reduced to save money. 

We found HHC does not routinely perform periodic reviews of all active 
Service Contracts to identify savings opportunities.  In fact, records 
are structured such that officials were not even able to provide us with 
a complete listing of all active Service Contracts, which would be the 
starting point for such a comprehensive review.  Instead, in December 
2008, HHC’s President issued a budget reduction memorandum which, 
among other actions, required that existing consultant contracts (except 
those related to IT and revenue generating projects) be reviewed to 
determine whether they can be deferred or eliminated.  HHC officials 
told us these reviews were conducted, but were unable to provide 
documentation of their analysis and conclusions. They told us that the 
process was not summarized or otherwise memorialized in writing 
because the President had not specifically requested that a written record 
be maintained.  

We therefore reviewed documentation related to each of the 22 
procurements and Service Contracts in our sample to determine if any 
included evidence indicating they had been periodically reassessed during 
our audit period.  For two of these procurements totaling $108,088, we 
determined that periodic reviews were not feasible because the services 
had been completed in a short time frame, rather than on an ongoing 
basis. We found that HHC had not performed reviews for 18 of the other 
20 Service Contracts totaling $13.6 million.  We did find that HHC had 
evaluated the final two procurements, which totaled $137,869.  In one 
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case, the service was cancelled; in the other, a decision was made to 
continue the contract.  

Given the fiscal situation facing both HHC and the State, officials should 
ensure that all Service Contract spending is properly reassessed, and that 
these reviews are documented and retained. If officials compile a complete 
listing of all current and planned Service Contracts and conduct a top-
to-bottom review of each one, it is likely they will find some services 
that could be reduced to achieve savings. Even a 10-percent reduction in 
spending, such as that requested from State agencies by the Governor, 
would have resulted in savings of about $1.4 million on just the small 
sample of procurements we reviewed.  If applied against HHC’s average 
annual spending on personal and miscellaneous services, potential 
savings could approach $40 million.
 
In response, HHC’s officials stated that, although they have not identified 
cost savings specific to most of the procurements we tested, they are 
committed to identifying opportunities to cut costs and to mitigate 
the impact of reduced funding from the State.  Officials indicated that 
HHC has undertaken cost-containment and revenue-generating actions 
to offset its projected deficits; including implementing a hiring freeze, 
as well as targeted service and workforce reductions.  They projected 
that these actions will save HHC more than $200 million annually.  In 
addition, they cited more than 200 process-improvement initiatives that 
have been completed throughout the corporate office and most of its 
facilities/networks, which they stated have resulted in $100 Million in 
savings as of January 12, 2010.

We acknowledge that HHC may well realize cost savings if these actions 
are completed.  However, these plans do not supplant the need for HHC to 
review its Service Contracts to determine whether they can be deferred, 
eliminated or reduced to achieve further savings. 

1. Executive management should communicate to appropriate staff the 
requirement to support Service Contracts with written justifications 
of the need for the service, the appropriate level of service, and the 
need to contract out. 

(HHC officials agreed to document future decisions when incuring 
services from an external source.)

2. Periodically review and monitor all personal and miscellaneous 
procurements and contracts to determine whether any of them could 
be deferred, eliminated, or reduced; whether the services could be 
performed by HHC employees; and take such actions to the extent 
possible. Document the review and decisions made. 

(HHC officials disagree with this recommendation and maintain that 
existing procedures are adequate.)

Recommendations
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State Comptroller’s Comments

State Comptroller’s Comments

1. In preparing the final report, we have chosen to not include Attachment B, in the interest 
of brevity.  This document is available for inspection upon request.  Such requests should 
be made to the Office of the State Comptroller’s Press Office at (518) 474-4015.

2. As indicated in the report, HHC officials provided documentation that would justify the 
need for the service.  However, they did not provide documentation that would justify 
their decision not to perform the service internally.

3. Our conclusion was based not only on the analysis of our judgmental sample, but also 
on a number of interviews with HHC officials.

4. We were informed during the audit that HHC officials conduct periodic reviews of all 
personal service and miscellaneous procurements and contracts, but that these reviews 
are not documented. Absent the appropriate documentation, we have no assurance 
that such reviews were indeed performed. Moreover, our audit recommended not only 
that these reviews be performed, but that they be documented as well. Therefore HHC 
officials should reconsider their decision to not implement our recommendation. 

5. We are aware of the numerous repositories maintained throughout HHC. However, 
the contract information in each repository was limited and despite numerous 
requests, HHC officials could not provide relevant and complete contract information 
when requested.  Further, we were told by HHC officials that the new GHX Contract 
Management System will not be able to capture information on all of HHC’s contracts.  

6. We recognize the critical nature many contracts play in ensuring proper patient care 
and addressing other life-safety concerns.  In that regard, we are not suggesting that 
HHC should universally reduce the value of each and every contract by 10 percent, but 
rather that if management were to examine all contracts for necessity, the aggregate 
savings identified could amount to 10 percent of current contract values.

7. HHC has provided documentation illustrating actual and projected costs savings that 
have resulted from implementing the Breakthrough and Hiring Freeze initiatives. The 
report has been revised to reflect this information.

8. In preparing this report, we have chosen to not include Appendix G in the interest of 
brevity.  This document is available for inspection upon request.  Such requests should 
be made to the Office of the State Comptroller’s Press Office at (518) 474-4015.
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