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ALBANY, NEW YORK   12236

June 17, 1998

Honorable Dennis C. Vacco
Attorney General
Department of Law
State Capitol
Albany, NY 12224

Re: Report 97-F-45

Dear Attorney General Vacco:

According to the State Comptroller's authority as set forth in Section 1, Article V of the State
Constitution and Section 8, Article 2 of the State Finance Law, we have reviewed the actions taken
by officials of the New York State Department of Law (Department) as of May 1, 1998, to
implement the recommendations in our prior audit “Purchasing Practices” (Report 95-S-96, issued
November 1, 1996).

Background

The Attorney General, the chief legal officer of the State, heads the Department of Law.
Under the Attorney General's direction, the Department defends suits against the State, its officials
or agencies, and prosecutes violations of State law.  The Department also provides other services,
such as protecting the public against consumer fraud.  The Department includes the Medicaid Fraud
Control Unit and the Organized Crime Task Force.  The Medicaid Fraud Control Unit is responsible
for investigating and prosecuting those engaged in Medicaid fraud and abuse.  The Organized Crime
Task Force is responsible for developing and implementing enforcement strategies to control
organized crime in New York State.  While statutorily placed within the Department of Law, the
Medicaid Fraud Control Unit and the Organized Crime Task Force, operated administratively and
fiscally independent of the Department of Law during the period of our prior audit.

Effective January 1, 1995, a newly elected Attorney General took office.  On April 1, 1995,
the administrative and fiscal operations of the Medicaid Fraud Control Unit and the Organized Crime
Task Force were placed under the direct supervision of the Attorney General.  The Department has
about 1,600 employees working in 21 regional offices throughout the State.  For the 1997-98 fiscal
year, the Department's budget totaled about $118.4 million.
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Summary Conclusions

In our prior audit, we identified significant weaknesses in the Department's purchasing
procedures and practices.  We also identified significant noncompliance with the New York State
Governmental Accountability, Audit and Internal Control Act of 1987.  Additionally, we found it
would be more cost effective for the Department to use electronic recording devices rather than court
stenographers to produce transcripts.  We also indicated that Department managers could take
actions to reduce the cost incurred by the State to purchase annuities and that the Department's
procedures for monitoring expert services contracts need to be improved.

In our follow-up review, we found Department officials have taken actions to improve internal
controls over purchasing and bring the Department into compliance with the Internal Control Act.
Department officials have also eliminated their in-house court reporting staff and now obtain these
services thorough competitive bids.  Department officials have also developed draft procedures for
monitoring expert services contracts, but have not yet finalized and implemented them.  Also,
Department managers need to contact insurance companies to determine if annuities can be purchased
directly from insurance companies to reduce the cost to the State.

Summary of Status of Implementation

Of our nine prior audit recommendations, Department officials have fully implemented two
recommendations and have partially implemented seven recommendations.
  
Follow-up Observations

Recommendation 1

Take actions that demonstrate management’s commitment to establishing and maintaining
an appropriate system of internal controls over purchasing, including bringing the
Department into full compliance with all provisions of the Internal Control Act.

Status - Fully Implemented

Agency Action - Since our prior audit, Department officials have taken a number of actions
demonstrating management's commitment to establishing and maintaining an appropriate
system of internal controls over purchasing including bringing the Department into full
compliance with the Internal Control Act.  Regarding purchasing, Department officials have:

• developed purchasing policies and procedures.  These address authorization for
purchases and requirements for soliciting adequate competition and
responsibilities of staff in reviewing and approving purchases;
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• hired a purchasing agent to oversee purchasing practices and insure compliance
with procurement guidelines;

• developed procedures for their Account Payable Unit regarding the processing of
purchase orders;

• completed an internal desk audit of personnel in purchasing and accounts payable
to analyze purchasing practices and identify improvement areas;

• developed a training manual and have formed a Management Enhancement Team
to train staff on various administrative functions, including purchasing; and

• met with staff in key bureaus to review purchasing procedures.  

Regarding the Internal Control Act, Department officials have had the required biennial
independent audit which was completed in May 1997.  Department officials have also
advertized in the New York State Contract Reporter to obtain these services for the next
required audit.  In March and April 1998, Department staff completed internal control
reviews. The Department has also appointed an Internal Control Officer.

Recommendation 2

Implement an appropriate internal control structure for the purchasing function.  At a
minimum, the structure should include:

• proper separation of responsibilities, 

• procedures to ensure that purchases are approved by authorized employees, 

• maintenance of adequate documentation to support purchase authorizations and
payments,

• complete inventory records and periodic physical inventories of supplies and
equipment,

• adequate solicitation of price competition, 

• periodic analysis of expenditures, and 

• adequate training for responsible staff and supervisors.
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Status - Partially Implemented

Agency Action - Department officials have developed purchasing policy and procedures. These
address such issues as proper separation of responsibilities, procedures to ensure that
purchases are approved by authorized employees, maintenance of adequate documentation
to support purchase authorizations and solicitation of price competition.  Department officials
have also developed procedures for their Account Payable Unit regarding the processing of
purchase orders that should ensure maintenance of adequate documentation to support
payments.  

Department officials indicated that they perform periodic analyses of expenditures, comparing
budgeted to actual expenditures.  Department officials also indicated that they will be
purchasing the Department of Correction's Financial Management System.  Officials indicated
this system may enable them to perform periodic analyses of expenditures. As noted above,
Department officials formed a Management Enhancement Team to train staff on various
administrative functions, including purchasing and  developed a training manual.

 
Auditors' Comment - Additional actions are needed by Department officials to fully implement this

recommendation.  Department officials need to establish written policies and procedures
regarding inventories.  In addition, Department officials should conduct annual physical
inventories of both supplies and equipment.  According to Department officials, they have not
conducted an annual physical inventory of equipment since 1995.

Department officials should also periodically review expenditures (purchases) to determine
if there are any large increases in expenditure categories.  An analysis of this type may allow
for the early detection of stolen or misappropriated supplies, as was noted in our prior audit.
The Department’s current analysis procedures are not sufficient. 

Recommendation 3

Ensure that transactions are properly documented if Department managers plan to continue
using the quick pay process.

Status - Fully Implemented

Agency Action - Since our prior audit, the Department has developed procedures for processing
purchase order payments.  These specify the documentation that must be received before a
payment is processed.  

Recommendation 4

Consider using electronic recorders and a transcription service for producing transcripts
of testimony.
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Status - Partially Implemented

Agency Action - In their 90-day response to our prior audit,  Department officials indicated that
while the use of electronic recording systems may provide an efficient alternative, the
Department would also need to hire a notary public to operate the system and later review
the transcribed testimony for accuracy.  They also indicated that Civil Practice Laws and
Rules require the Department to use stenographers unless otherwise stipulated by the parties
or ordered by the court.  They indicated that lawyers and courts rarely agree to make other
arrangements.  While not opposed to a trial implementation, officials indicated that they have
had problems in the past.  Department officials indicated they were in the process of
identifying Bureaus which may benefit from the use of such systems.

Auditors' Comment - In our prior audit, we indicated that a 1983 study by the Federal Judicial Center
showed that transcriptions produced by an audio tape system are more accurate, take less
time, and can be available more quickly than those produced by a stenographic system.  In
addition, representatives we contacted indicated that electronic recorders are very reliable and
efficient.  This technology is being used in New York's court system and many other State and
Federal Courts.  We also showed that the use of electronic recording machines and a
transcription service were more cost effective than using court reporters. 

We provided Department officials with additional information regarding the use of electronic
recording equipment at the closing conference and Department officials indicated that they
would investigate its possible use.

Recommendation 5

Evaluate the cost/benefit of obtaining the latest computer technology for the Department’s
court reporting staff as well as the cost/benefit of using electronic recording machines
instead of in-house reporters.

Status - Partially Implemented

Agency Action - Since our prior audit, the Department has eliminated its staff of in-house court
reporters.  The Department issued bids for court reporting services.  The Department now
obtains court reporting services either from the contracts awarded from the bidding process
or through the state contract for court reporting services. 

Auditors' Comments - In our prior audit, we found it would be more cost effective for the
Department to use electronic recording machines and a transcription service to produce
transcripts than using the Department's in-house hearing reporters.  We also found that
outside court reporters would be more cost effective than the Department's in-house court
reporters.
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We acknowledge that by eliminating its in-house court reporting staff and obtaining these
services through bidding, the Department has taken steps to obtain these services in a more
cost effective manner.  However, as we indicated in our prior audit, using electronic recorders
and a transcription service to produce transcripts is more cost effective than using court
reporters.  Department officials should evaluate the cost/benefit of using electronic recorders
and use such equipment when practical.

Recommendation 6

Consult with the State Comptroller’s Office and State Insurance Department to consider
establishing a self-funding plan for annuities.  Until such a plan is implemented, purchase
annuities directly from insurance companies with the help of an actuary and ensure that
annuity amounts are negotiated in a way that allows the Department to seek competitive
price quotes from the insurance companies paying the annuities.

Status - Partially Implemented

Agency Action - Department officials did consult with the State Comptroller’s Office and State
Insurance Department regarding the establishment of a self-funding plan for annuities.  As a
result, they decided that a self-funding plan was not practical.  The Department  agreed to
contact insurance companies to determine whether they would sell annuities directly to the
State.  The Department has sent to the State Comptroller’s Office and the State Insurance
Department, for review, a draft of a letter that they plan to send to the insurance companies.
The Department is awaiting  responses.

Auditors' Comment - The Department defends the State in lawsuits.  If a court determines that the
State must pay a plaintiff, State laws require the Department to purchase an annuity if the
payment exceeds $250,000.  The Department uses licensed insurance brokers to purchase
annuities.  In our prior audit, we examined the process used by the Department to obtain
annuities and found no indication that the use of brokers resulted in lower prices to the State.
Department officials should continue its efforts to determine whether insurance companies
will sell annuities directly to the Department. 

Recommendation 7

Develop procedures for monitoring expert service contracts that provide assurance that the
amount of time charged to the contract by the expert is reasonable.
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Status - Partially Implemented

Agency Action - Department officials provided us with a Draft Expert Service Contract Policy.  The
Draft Policy contains provisions that would assure the amount of time charged to the contract
by the expert is reasonable.  A detailed work plan that includes a time estimate for each major
part of the plan is required.  If a work plan is not possible, a statement about why it is not
possible is required for the file.  In addition, the Draft Policy contains Invoice Approval
Guidelines that specify the information that must be submitted on all invoices.  Invoices must
contain the dates worked and the hours worked on those dates, with references to specific
parts of the work plan.  The attorney assigned to the case is to review the invoice to ensure
the type of work performed agrees with the work plan,  and that the rates charged agree with
the contract.  The attorney must sign the invoice certifying that the services were performed
as required and were acceptable. 

Auditors' Comment - Department officials should finalize and implement the draft policy for expert
services contracts. 

Recommendation 8

Develop procedures for reviewing the invoices for expert service contracts.  These
procedures should specify who is responsible for reviewing the invoices.

Status - Partially Implemented

Agency Action - The Department has developed a Draft Expert Service Contract Policy.  The Draft
Policy contains Invoice Approval Guidelines.  These guidelines specify that all invoices are
to be submitted to the attorney assigned to the case.  The Guidelines specify what the attorney
should do in reviewing invoices and the information and documentation that must be
submitted with each invoice.

Auditors' Comment - Department officials should finalize and implement the draft policy for expert
services. 

Recommendation 9

Require experts to submit detailed invoices.

Status - Partially Implemented

Agency Action - As indicated above, the Draft Policy contains Invoice Approval Guidelines.  These
guidelines indicate the specific information that must be contained on invoices submitted for
payment.  Among the items that must be included on the invoice are the following: the payee's
name and address, federal identification number or social security number; the name of
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attorney assigned; specific dates and hours worked on those dates with references to the
contract work plan; and original receipts for expenses.

Auditors' Comment - Department officials should finalize and implement the draft policy for expert
services. 

Major contributors to this report were Frank Russo, Fred Perlmutter, Ken Ring and Tom
Kulzer.

We would appreciate your response to this report within 30 days, indicating any action
planned or taken to address any unresolved matters discussed in this report.  We also thank
Department management and staff for the courtesies and cooperation extended to our auditors during
this review.

Yours truly,

William Challice
Audit Director

cc: Robert L. King, DOB
     John Graziano, Dept. of Law
     Dan Dustin, Dept. of Law


