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Executive Summary

Department Of Health
Health Research, |ncorporated

Scope of Audit

Hedlth Research, Incorporated (HRI) was established in 1953 as a not-for-profit
corporation, by administrative action of the Commissioner of the Department
of Health (Commissioner), who is also President of HRI. Its primary purpose
is to administer Federal, State and private financial funding to support,
supplement and extend the research functions and programs of the Department
of Health (Department). During the 1995-96 State fiscal year, HRI received
about $164.5 million from grants, contracts and donations, which are
administered through the Externally Sponsored Program Fund. In addition,
$4.6 million was earned from technology transfer revenues, investment interest
and contract fees, which are administered through the Internally Sponsored
Program Fund. The Department, by contract, is responsible for the overall
supervision and direction of HRI activities. The contract is generally renewed
every two years. The most recently approved contract covers the period April
1, 1993 through March 31, 1995.

Our audit addressed the following question about State support for HRI for the
period April 1, 1993 through March 31, 1996:

° Does the contract between HRI and the Department fairly represent
and protect the State’s interest?

Audit Observations
and Conclusions

Our audit identified a number of provisions in the contract between HRI and
the Department which we believe need to be addressed, before the contract is
renewed. Some contract provisions do not benefit the State and permit the
Department and HRI to engage in activities that are outside of standard
governmental approval and oversight processes.

In administering research grants, HRI incurs direct and indirect costs. Direct
costs include salaries for research scientists and technicians. Indirect costs
include salaries for administrative and support personnel, as well as building
and equipment costs. Indirect costs incurred by the Department and other State
agencies that relate to providing services to HRI, such as building and
overhead costs, are charged to HRI under a cost allocation plan.

The contract between the Department and HRI alows HRI initially to apply
any indirect cost recoveries it receives through the Externally Sponsored
Program Fund to satisfy its own overhead costs. Any remaining indirect cost
recoveries are to be remitted to the State for reimbursement of the State's
indirect costs. As aresult of this contract provision, the State has not been
fully reimbursed for its share of indirect costs. For the three State fiscal years
ended March 31, 1996, this amounted to a $9.06 million State subsidy of HRI.
(See pp. 5-6)




Comments of
Department
Officials

For the most recently approved two-year contract period ended March 31,
1995, HRI's Internally Sponsored Program Fund had revenue of $4.0 and $4.1
million, respectively, and had a fund balance as of March 31, 1995 of $4.2
million. HRI uses this Fund to sponsor Commissioner-approved projects
without Legidative approval. Some of these monies could be used to repay the
State its indirect costs. (See pp. 6-7)

We found that certain HRI employees perform primarily Department functions.
The value of these services was estimated at $24.68 million for the three State
fiscal years ended March 31, 1996. Since the HRI employees who perform
State functions are not on the State payroll, the control and oversight
provisions provided in the State Constitution and statutes have effectively been
avoided. (Seep. 7)

We recommend that the contract between HRI and the Department be amended
to provide that the State's indirect costs are fully reimbursed, and that projects
funded by the Internally Sponsored Program Fund and State functions
performed by HRI funded employees are subject to the standard budgetary
approval and Legidative appropriation process. (See p. 9)

This contract is generally renewed every two years and is submitted for the
Attorney General’s and State Comptroller's approval. The most recently
approved contract covers the period April 1, 1993 through March 31, 1995.
When the contract for the period April 1, 1995 through March 31 1997 was
submitted by the Department for approval, the State Comptroller's Bureau of
Contracts identified several issues in the contract that needed to be addressed,
and brought these issues to the Department’s attention. Some of the issues are
smilar to those identified in this report. As of October 1997, the Department
had not responded. (See pp. 1-2)

Department officials disagree with the recommendations in this report,
indicating that a change in the relationship would inhibit HRI and the
Department from aggressively seeking external funding, thereby reducing the
amount of funding obtained.
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| ntroduction

Backgrou nd Health Research, Incorporated (HRI) was established in 1953 as a not-for-profit
corporation, by administrative action of the Commissioner of the Department
of Health (Commissioner), who is also President of HRI. Its primary purpose
is to administer Federal, State and private financial funding to support,
supplement and extend the research functions and programs of the Department
of Health (Department). Gifts and donations made to HRI are tax-exempt.
During the 1995-96 State fiscal year, HRI received about $164.5 million from
grants, contracts and donations, which are administered through the Externally
Sponsored Program Fund. In addition, $4.6 million was earned from
technology transfer revenues, investment interest income and contract fees,
which are administered through the Internally Sponsored Program Fund. HRI
employs over 1,400 administrative and technical support staff.

Most of HRI's major research projects are carried out in State facilities, using
State scientists and available administrative and laboratory resources. HRI
employees often work side-by-side with Department employees and generally
share similar job responsibilities. HRI maintains its executive office in
Rensselaer and operates two divisions in Albany and Buffalo. The Albany
Division includes work done in cooperation with the Wadsworth Center for
Laboratories and Research, which is the Department's public health laboratory.
The Buffalo Division includes work done in cooperation with Roswell Park
Memorial Institute, primarily a cancer research hospital directly operated by
the Department.

The Department biennially contracts with HRI. The major provisions of the
contract are:

o the Department is responsible for the overall supervision and direction
of HRI activities;

° HRI pays the State monthly for a portion of the State's indirect costs
(personal service, facilities and support services); and

o the State authorizes HRI to serve as the technology transfer and
copyright administrator for the Department.

This contract is generally renewed every two years and is submitted for the
Attorney General’s and State Comptroller's approval. The most recently
approved contract covers the period April 1, 1993 through March 31, 1995.
When the contract for the period April 1, 1995 through March 31 1997 was
submitted by the Department for approval, the State Comptroller's Bureau of
Contracts identified several issues in the contract that needed to be addressed,
and brought these issues to the Department’s attention. Some of the issues are




Audit Scope,
Objective and
M ethodology

smilar to those identified in this report. As of October 1997, the Department
had not responded.

We audited certain HRI financial activities for the period April 1, 1993
through March 31, 1996. The primary objective of our audit was to determine
whether the contract between HRI and the Department fairly represented and
protected the State’s interests. To accomplish our objective we surveyed
current operations, reviewed State laws, rules and regulations, examined HRI
policies and procedures, reviewed Department and HRI cost allocation plans,
aswell as State and other HRI financial and management related records, and
interviewed HRI officials.

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 HRI which are included within the
audit scope. Further, these standards require that we understand HRI's internal
control structure and compliance with those laws, rules and regulations that are
relevant to the operations which are included in our 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 manage-
ment. We believe that our audit provides a reasonable basis for our findings,
conclusions and recommendations.

We use arisk-based approach to select activities for audit. We therefore focus
our audit efforts on those activities we have identified through a preliminary
survey as having the greatest probability for needing improvement. Conse-
quently, by design, we use finite audit resources to identify where and how
improvements can be made. We devote little audit effort reviewing operations
that may be relatively efficient or effective. As a result, we prepare our audit
reports on an "exception basis” This report, therefore, highlights those areas
needing improvement and does not address activities that may be functioning

properly.




Response of
Department
Officials to Audit

A draft copy of this report was provided to Department and HRI officials for
their review and comment. Ther comments have been considered in preparing
this report and are included as Appendix B.

Within 90 days after the final release of this report, as required by Section 170
of the Executive Law, the Commissioner of the Department of Health 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.







Contract Changes

State Operating
Subsidy to HRI

Our audit identified a number of provisions in the contract between HRI
and the Department which we believe should be changed, before the
contract is renewed. Some contract provisions do not benefit the State and
permit the Department and HRI to engage in activities that are outside of
gandard governmenta gpprova and oversight processes. The need for such
changes is further indicated because of the relationship between HRI and
the Department, which may not be “arms-length.” The Commissioner of
the Department of Hedth isalso the President of HRI. While this has been
the situation for many years, beginning in 1995, the Commissioner began
receiving an annua salary directly from HRI. Previoudly, the position of
President of HRI was unsalaried.

In administering research grants, HRI incurs direct and indirect costs. Direct
costs include salaries for research scientists and technicians. Indirect costs
include salaries for administrative and support personnel, as well as building
and equipment costs. Indirect costs incurred by the Department and other State
agencies that relate to providing services to HRI, such as building and
overhead codts, are charged to HRI under a cost alocation plan. HRI uses this
cost allocation information and its own indirect cost charges to develop an
indirect cost rate which can be charged to the grants it receives. For grants
received from the Federal government, HRI negotiates an indirect cost
recovery rate with the United States Department of Health and Human
Services. For the 1995-96 State fiscal year, Federa grants represented
approximately 84.5 percent of HRI's externally funded program revenues.
Some other funding sources, however, do not reimburse fully for indirect costs.

The contract between the Department and HRI alows HRI initially to apply
any indirect cost recoveries to recover its own overhead costs. Any remaining
indirect cost recoveries are to be remitted to the State for reimbursement of its
indirect costs. As aresult of this process, and the fact that not all indirect
costs are recovered, the State is not fully reimbursed for its share of indirect
costs. For the three State fiscal years ended March 31, 1996, this amounted
to a State subsidy of HRI of about $9.06 million. HRI, however, does have
sources of revenue, such as interest income earned on the grant funds awarded
to HRI on behalf of the State, which could be used to repay the State its
indirect costs. However, HRI uses these monies as only HRI and the
Department determine. HRI does deploy and assign its staff to State functions
and considers the value of these services as a means of repaying the State for
some of the State’'s overhead expenses. These practices, however, are done
without Legislative oversight or approval. In our judgment, the contract
between HRI and the Department should be amended to require HRI to use all




Use of HRI Earnings
on the Internally
Sponsored Program
Fund

sources of revenue, including Internally Sponsored Program Fund revenues, to
reimburse the State for its indirect costs.

For the two-year contract period ended March 31, 1995, HRI's Internally
Sponsored Program Fund (Fund) had revenue of $4.0 and $4.1 million,
respectively, and a fund balance as of March 31, 1995 of $4.2 million. Fund
revenues result from contract fees, technology transfers and investment income.
As discussed above, HRI does not utilize these revenues to repay the State for
the value of unreimbursed State provided services.

This Fund is used to sponsor Commissioner-approved projects without
Legislative approval. It has been a long-standing practice for HRI to
separately account for these funds and for HRI and the Department to
determine how these funds are expended. Our prior audit report (89-S-34,
issued November 15, 1989) stated that HRI had no formal system to: solicit
project proposas; review project proposals for need and potential effectiveness,
determine necessary funding levels; and, ensure such projects were research
related. In addition, we found and reported that some projects needs were not
fully documented, and the projects appeared to have been beyond HRI's stated
purpose. In our follow-up review (93-F-4, issued September 2, 1992), HRI
officials continued to disagree with our prior audit conclusion that some Fund
proj ects were outside the scope of HRI's purpose. We also noted that HRI
continued to fund some of the previously cited projects.

The contract between the Department and HRI states that its purposes are
essentially to support, supplement or extend the research functions of the
Department. During this audit, we reviewed 5 of the 12 Fund projects for
HRI's Albany Division for the State fiscal year ended March 31, 1995. These
projects represented 63 percent ($536,000 of $845,000) of the Fund's Albany
Divison expenditures. For example, the Task Force on Life and Law, with a
budget of $155,621, provides legal, medical and ethical guidance in the
development of policies and regulations addressing moral issues confronting
medical practice. HRI has been supporting this project since 1986. Because
of State cutbacks in 1995-96, HRI was asked to support three laid off State
employees through this project.  We question whether the use of the Internally
Sponsored Program Fund for these projects is consistent with the stated purpose
of HRI; i.e., the research functions of the Department. In addition, we found
HRI continues to lack formal procedures for evaluating and approving Fund
projects. HRI officials stated that Fund revenues are used to support the
Department's mission of promoting public health issues.

Department and HRI officials stated that Section 2 (13a) of the State Finance
Law alows for projects that are not research related. We note that this section
of the law does not provide HRI with the Legidative authority to fund such
projects.




HRI Employees
Performing State
Services

Annual Summary
Financial Plan

Certain HRI employees perform primarily Department functions. For example,
HRI employees work as supervisors and staff at the Department’'s Wadsworth
Laboratories. In addition, HRI funds certain building and maintenance
functions for the Department. The value of these services was estimated at
$24.68 million for the three State fiscal years ended March 31, 1996. This
long-standing practice has allowed the Department to engage in activities
without Legislative approval and oversight. Since the HRI employees who
perform State functions are not on the State payroll, the controls and oversight
provisions provided in the State Constitution and statutes have effectively been
avoided.

We believe these payroll costs and all other facility and support services
provided by HRI should be subject to the standard budgetary approval and
Legidative appropriation processes. The funds currently used by HRI to pay
these employees and services could be remitted to the State and used to
reimburse these employees’ sdlaries and the cost of other services, assuming the
Executive and Legislative branches agree that these functions need to be
continued. Under this scenario, there would be no increase in costs to the
State.

The HRI contract states, “Pursuant to the State Finance Law, HRI shall submit
to the State... an annud summary financial plan which shall set forth estimates
of al revenues and all expenses for the current and succeeding fiscal year,
along with actual results from the prior fiscal year.” The contract does not
require nor does HRI consider or report the State's actual indirect costs. We
believe these costs, which represented about 10 percent of HRI's total
expenditures for the 1995-96 State fiscal year, are material and a fundamental
part of HRI's operations. They should be reported in the annual summary
financial plan and the financial statements. At present, the value and costs of
State provided services are not disclosed in HRI's financial statements. The
cost and revenue estimates for the annual summary financial plan should aso
provide for an allowance of sufficient Fund revenues to repay the State's
indirect costs which are incurred on behalf of HRI.

In its response, the Department asserts that our recommended changes to the
contract will fundamentally change the relationship between the Department
and HRI, putting at risk millions of dollars of funds flowing into the State.
According to the Department the changes proposed by this audit would inhibit
the Department and HRI from aggressively seeking external funding and would
lead directly to a reduction in the amount of funding obtained. Specificaly,
the Department believes our recommendations, if implemented, would force
HRI to reject any funding that does not fully reimburse for indirect costs,
would not alow HRI to retain its discretionary funds, and would preclude HRI
from providing support services to Department programs.




The Department’s response does not provide specific facts to support its
statements as to how the State would be unable to obtain grants or how our
recommendations would inhibit the Department and HRI from aggressively
pursuing grant dollars. Our report makes recommendations regarding controls
and oversight over monies received and administered by HRI on behaf of the
State. Our report does not suggest that HRI reject any funding that does not
reimburse fully for indirect costs nor give up its discretionary funds.

The Department’s response also indicates that HRI would not be able to
provide support services to Department programs because all HRI indirect cost
recoveries, not utilized directly for HRI administrative activities, would need
to be cycled through the long lead times inherent in the State budget and
appropriation process. We cannot accept the Department’s argument that it
cannot obtain needed support services because the budgetary approval process
and Legislative appropriation process are too lengthy. We believe the
Department and HRI could effectively plan a process that would address the
State's annual budget process.

The Department’s response further indicates that this audit did not include the
other State-affiliated corporations in the recommendations. This report reflects
our audit of HRI. It would not be appropriate to make recommendations in this
report regarding other affiliated corporations.




Recommendations
Amend the Department and HRI contract to provide that:

° before funding any Internally Sponsored Program Fund
projects and using al revenue sources, al State and HRI
indirect costs are fully reimbursed;

° projects funded by Internally Sponsored Program Fund
revenues be subject to standard budgetary approval and
Legidative appropriation processes, and

° State functions performed by HRI funded employees, as well
as all other support services paid and provided by HRI, be
subject to standard budgetary approval and Legislative
appropriation processes.

(The Department disagrees with the first part of this recommendation
claiming that itsimplementation would require HRI to reject funding
from sources that do not provide for full reimbursement of indirect
costs. This is not the case. HRI has a large pool of discretionary
funds which could reimburse the State its costs and not impact the
ability of HRI to seek grants.

Department officials indicate that al of HRI's discretionary income
would need to be used to pay the State its unrecovered indirect costs.
Since HRI uses its discretionary income primarily as seed money to
attract additional grant funds, this would then result in a reduction in
grant funding. They indicate that earnings in the 1996 fiscal year,
exclusive of technology transfer, totaled $2 million. However, HRI's
financial statements for the 1996 fiscal year show tota revenue for
contract fees, technology transfers and investment income of over
$4.6 million. The State is entitled to be fully reimbursed for its
indirect costs.




Recommendations (continued)

The Department disagrees with the second part of this
recommendation, stating HRI is not a State agency and that applying
the State appropriation process and executive budget process to a
non-state corporation is not consistent with the law.

Werecognizethat HRI is not a State agency; however, it administers
State funds. The controls and procedures that we are recommending
are those which are typicaly used to provide oversight and controls
over State funds. Only the State Legidature has the constitutiona
authority to determine how the State’s taxpayers money will be spent.

The Department also disagrees with the third part of this
recommendation regarding use of the budgetary and legislative
process. Department officials indicate that implementation of this
oversight would inhibit the Department from aggressively seeking
new grant funds because budgetary reductions in State funding would
not permit the Department to hire additional support staff and that
the budget cycle is too slow to adequately react to new funding
opportunities.

We cannot accept the Department’s argument that the budget cycle
is too slow and that they should continue to be exempt from this
oversight. We believe the Department and HRI could effectively
plan aprocess that would address the State’s annual budget process.

The Department has also indicated that we have inaccurately
characterized support services funded by HRI as purely “State”
services. TheDepartment’s statement is incorrect. Our report states
that certain HRI employees perform primarily Department functions
and we have included some examples in the text of our report.)
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Recommendations (continued)

To provide for full disclosure and as part of HRI's annual summary
financial plan, report the current costs of State provided services and
estimated revenue reserves needed to reimburse the State's costs
incurred on behdf of HRI for each succeeding fisca year. Current
costs should also be disclosed in HRI's financia statements.

(The Department disagrees with our recommendation to disclose the
current costs of State provided services and estimated revenue
reserves needed to reimburse the State’s costs.  This recommendation
relatessmply to disclosing information. We do not understand the
reluctance of the Department to do this.)
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Department of Health
Comments on the
Office of the State Comptraoller's
Draft Audit Report 95-5-62 Entitled
"Health Research, Incorporated”

For 44 years the New York Statle Depatment of Health (DOH) has successfully
worked with Health Research, Inc. {HRI} in attracting extemal funding from grants and
contracts. It has long been recognized that cumbearsoms state processeas inhibit the ability
of State agendies to compete for such funding. For that reason, those State agencies that
attrart major amaounts of carmpetitive grant funding (ths State Univearsity, Office of Mental
Health, Office of Mental Retardation, Department of Haalth) all utilize the services of
affiliated, nonprofit corporations. Thess corporations offer the flexibility required tc obtain
and administer grants and cantracts.

in achieving its stated purpose of attrasling outside funding, the DOH-HRAI affiliation
has been remarkably successful. Through the fiscal year ended March 31, 1997, HRI had
administarad almost §1.8 billion in external funding, with $690 million of tha totat obtained
in the last 5 years.

After 44 vears of successful operation, the auditors are propasing to fundamentally
change the relationship between DOH and HRI, in effect puiting at risk millions of dollars
flowing into the state and the valuable projects funded by those dellars. The changes
preposed by the auditors, if implamentad, would inhibit OH and HREI from aggrassivaly
seeking axternal funding, and would lead directly to a reduction in the amount of funding
obtzined. Specifically:

v HRIL would be forced to reject any funding that does not reimburse fully for
indirect costs. In FY56, HRI administered $26 million in such funding fram
organizations such as the American Cancer Society, and the Robart Wood
Johnezon Foundation. The benefits of these dollars, both programmatic and
economic, would he lost because these highly reputed sponsors do not, by
policy, provide full reimbursemant for seme indiract costs aflocated by the
Siate to these grants. The State's indirect costs are largely fixed in nature,
{i.e. buildings, administration, stc.) and will be incurred regardless of whethar
grants are accepted or not.  While HRI could eliminate all unreimbursed
State indirect costs by refusing to accept such grant funding, the State wouid
gain nathing, and the cnly winners would be competitor states that would
oblain the funding.

v HERE would not be allowed to retain its discretionary funds (from interest
gamings and technolagy transfer) ta provide seaed money for projects that
altract additionat grant funding. For sxampls, in the past 3 years, HRl's
Albany Division has provided $240,000 in support to new investigators,
Recipiants of that support new hold over 84 million in grant awards,
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Comments on the
Draft Audit Report 95-5-62 Entitled
"Health Research, Incorporated”
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&and have filed another $17.5 milfion in grant appilfcations. In the past b
years, HRI's Aoswell Park Division has provided $2.5 millien in support for
new investigators. Recipients of that support hold over $10 milfion in
grant awards and have filed another §3 miflion in grant appiications.
Theseg am just 2 examples of the ways in which HR] utilizes its discreticnary
funding 1o ganerate additional grant funding flowing into the state.

HR! would not be able to provide suppor services to department programs
with a high velume of HRI grants. Under the auditors' proposal, all HRI
indirect cost recoveries not utilized directly for HRI administrative activities
would be cycled through the stats budget and appropriation process. The
long lead times built into this pracess would not allow DOH 1o obtain needed
support services in a timely manner, thus building in a disincentive for DOH
to seek additional grant funding.

The DOH disagrees with all of the recommandations containad in this audit report.

The departrmant's existing ralationship with HRI has praven to be of great bensfit to the
State. The auditers fail ta provide a compelling reason to change this relationship, nor do
thay assure that such changs will not result in less grant funding flowing into New York

Stata.

Further, the auditors are proposing that thess changes apply only to HRI, and not

to the other State affiliated corporations. The failure of the auditors to include the other

affiliatad corporations in their recommendatians is particularly noteworthy since, in audit
report 93-0-4, the State Comptroller's Cffice found that:

HRI returned more in indirect cost recoveries to the State than the other
corparations;

MRI's administrative costs were the lowest of sll the corporations;

HRI had no guastionabia expenses.

RECOMMENDATIONS AND RESPONSES:

1.

Amend the department and HRI confract to provide that:
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v

before funding any Internally Sponaored Program Fund projects and
using all_revenue sources. all State and HRI indlrect costs are fully
reimbursed. '

RESPONSE: We disagree. Projects in which HRI is involved ara joint
pmjects with the DOH. When the departmsnt asks HRI to seek funding for
a specific project, and the spenser that HRI identifies will not reimburse for
full indiract costs, the department must decide whether or not to continue to
seek the grant. It is well within the authority of the department to determina
whether or not the programmaiic benefits of abtaining the grant cutweigh the
fact that all indirect costs will not be reimbursed.

HRI judiciously uses its discrefionary funding (generated from interest
earnings on funds that HRI administars) to provide seed grants so that
additional cutside grant funds can be generated, support promising new
scientists until they can abtain grant funding, fund the program that transfers
DOH generated technaology, and provide for a Corporate ressrve to meet
unfareseen needs, among oiher things.

Consequently, implementation of this propesal would require HRBI to
eliminate sl urreimbursed indirect costs by refusing o seek funding from
sources that do not provide for such full reimbursement. In the year ended
March 31, 1886, that would have meant foregoing $26 million in outside
funding, primarily from private foundations (total funding received by HRI for
the year was $167.4 million).

wWould the Stale's intercsts ba best served by not accepting $26 million in
outsids funding? This is funding that would most probably be diverted away
from New York and toward other staies if not attracted by HRI. Moreover,
thi= $26 million includes $3.4 million in indirect cost recoveries, while the fully
allocated indirect costs total $6.2 million. Would the state's expanditures
actually be $6.2 million {or even $3.4 million} less if HRI did not accepl these
grants? Since the State's indirect costs are largely fixed costs, it is unlikely
that state expendituras would decreasa at all. Censequently. by failing to
accept these grants, indirect revenues of $3.4 millicn would he lost. More
impartantly, the state would lose the economic and program benefits of $26
million in outsids funding.
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If the auditers' proposal were implemented, all of HRI's discretionary income
would be used to pay the stata for unrecovered indirect costs {garnings in
FY96, exclusive of technology transfer, totaled $2 mitlion). Since HRI uses
its discretionary funding primarily to promote the attraction of additional
external funding (i.e. seed funding, bridge funding}, the loas of HRI's modest
amount of discrationary funds would most likely also result in a reduction in
grant funding that doeg reimburse tor fult indirect costs.

projects funded by Internally Sponsored Program Fund revenues be

subject to_standard budgetary approval and Legislative appropriation
processes.
RESPONSE: Wa disagree. HRI is nol & state agency. The auditors are

racommending that the state appropriations and executive budgst pracess
be applied to a non-siafc corporation.  This recommendation is not
consislent with state law.

State functions performed by HRI funded employeas, as well as all
other support services paid and proyid HRi, be i
standard budgetary approval and Legislative appropriation processes,

RESPONSE: We disagree. In the fiscal year ended March 31, 1997, HRI
adrninisterad $165.2 million In grants and coniracts, and ended the yvear with
1,300 full-timea eguivalent {FTE) staff. The DOH could not pessibly absorb
funding of this magnitude without additional supportt services.
Implementation of the auditors' recommendation would inhibit the
department from aggressively seeking new grant funds because budgetary
reductions in Stale funding would not permit the department to hire additional
support staff,

Under the current arrangement, the department is free to pursus additional
funding, becauss HRI can utilize the indirect cost rovenue from the grant to
provide any suppost services (such as central services, laboratory
renovations, etc.) that may be raguired. The state budget cycle is simply too
slow to react adequately to new funding opportunities. HEI, additionally, has
the flexibility to reduce, or redirect, suppent services immediately in response
to reduced needs,
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The auditars have characterized suppon services funded by HAI as purely
“State" services. This ig inaccurats. Al positions and other expenses
funded by HR1 are related to HRI grant activities. HRI provides support
services to thasa areas of the department whare HRAL grant activity is the
grealest. When MRI assists in supporting the Deparment Library, for
example, that resource serves hoth DOH and HRI interests. At Roswell Park
Cancer [nslitute, since HRI activities constitute almast 20% of the total
Institute, HRI wiilizes indirect cost recoveries to provide services in almost
every support area.

To provide for full disglpsure and as part of HRl's annual summary and

financial plan, report the current costs of State provided services and

eslimated ravenua raserves heeded to reimburse the State's costs incurred

on behalf of HR! for each succaeding fiscal year, Current cosis should also
isclosed in HRI's financial statements.

BESPONSE: We disagree. As nolad praviously, if HRI were reguired to reimburse
the State for costs not reimbursed by grant sponsors, HRI would be forced to refuse
to accept grants that do not provids full reimbursement.

Further, the State does not incur costs on behalf of HRI. HRI serves DOH, DOH
does not servo HAL HRI seeks anly grants which DOH is interested in abtaining.
When DODH determinas that a specific prject is wanth devating resources to, it acts
1o provide those State resources. Similarly, if DOH determines that HRI should
saek a grant, HRI does so; if DOH determines ctherwise, HRI does not seek the
grant.
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