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The mission of the Office of Inspector General (OIG), as mandated by Public Law 95-452, as amended, is
to protect the integrity of the Department of Health & Human Services (HHS) programs, as well as the
health and welfare of beneficiaries served by those programs. This statutory mission is carried out
through a nationwide network of audits, investigations, and inspections conducted by the following
operating components:

Office of Audit Services
The Office of Audit Services (OAS) provides auditing services for HHS, either by conducting audits with
its own audit resources or by overseeing audit work done by others. Audits examine the performance of
HHS programs and/or its grantees and contractors in carrying out their respective responsibilities and are
intended to provide independent assessments of HHS programs and operations. These assessments help
reduce waste, abuse, and mismanagement and promote economy and efficiency throughout HHS.

Office of Evaluation and Inspections
The Office of Evaluation and Inspections (OEI) conducts national evaluations to provide HHS, Congress,
and the public with timely, useful, and reliable information on significant issues. These evaluations focus
on preventing fraud, waste, or abuse and promoting economy, efficiency, and effectiveness of
departmental programs. To promote impact, OEI reports also present practical recommendations for
improving program operations.

Office of Investigations
The Office of Investigations (OI) conducts criminal, civil, and administrative investigations of fraud and
misconduct related to HHS programs, operations, and beneficiaries. With investigators working in all 50
States and the District of Columbia, OI utilizes its resources by actively coordinating with the Department
of Justice and other Federal, State, and local law enforcement authorities. The investigative efforts of OI
often lead to criminal convictions, administrative sanctions, and/or civil monetary penalties.

Office of Counsel to the Inspector General
The Office of Counsel to the Inspector General (OCIG) provides general legal services to OIG, rendering
advice and opinions on HHS programs and operations and providing all legal support for OIG’s internal
operations. OCIG represents OIG in all civil and administrative fraud and abuse cases involving HHS
programs, including False Claims Act, program exclusion, and civil monetary penalty cases. In
connection with these cases, OCIG also negotiates and monitors corporate integrity agreements. OCIG
renders advisory opinions, issues compliance program guidance, publishes fraud alerts, and provides
other guidance to the health care industry concerning the anti-kickback statute and other OIG enforcement
authorities.

Notices

THIS REPORT IS AVAILABLE TO THE PUBLIC
at http://oig.hhs.gov
Section 8L of the Inspector General Act, 5 U.S.C. App., requires
that OIG post its publicly available reports on the OIG Web site.

OFFICE OF AUDIT SERVICES FINDINGS AND OPINIONS
The designation of financial or management practices as
questionable, a recommendation for the disallowance of costs
incurred or claimed, and any other conclusions and
recommendations in this report represent the findings and
opinions of OAS. Authorized officials of the HHS operating
divisions will make final determination on these matters.

EXECUTIVE SUMMARY
BACKGROUND
The Health Centers Consolidation Act of 1996 (P.L. No. 104–299) consolidated the Health
Center Program under Section 330 of the Public Health Service Act, codified at 42 U.S.C.
§ 254(b). Pursuant to 42 U.S.C. § 254(b), the Health Center Program is a national program
designed to provide comprehensive primary health care services to medically underserved
populations through planning and operating grants to health centers. Within the U.S. Department
of Health & Human Services, the Health Resources and Services Administration (HRSA)
administers the Health Center Program. The HRSA health centers are community-based and
patient-directed organizations that serve populations with limited access to health care.
Under the American Recovery and Reinvestment Act of 2009, P.L. No. 111-5 (Recovery Act),
enacted February 17, 2009, HRSA received $2.5 billion, including $2 billion to expand the
Health Center Program to serve more patients, stimulate new jobs, and meet the significant
increase in demand for primary health care services among the Nation’s uninsured and
underserved populations.
Finger Lakes Community & Migrant Health (Finger Lakes) is a nonprofit health care agency that
provides medical and dental services to residents and migrant agricultural workers throughout
western New York State.
Finger Lakes is funded primarily by patient service revenues and Federal and State grants.
During calendar year 2009, HRSA awarded Recovery Act funds to Finger Lakes totaling
$1,919,091. Of that amount, $485,690 was allocated for the purchase of an electronic medical
records system, related medical and dental equipment, and a video conferencing system. The
remaining $1,433,401 was allocated for increasing the number of patients served by opening a
new health center location and employing additional health care professionals.
OBJECTIVE
Our objective was to assess Finger Lakes’ financial viability, capacity to manage and account for
Federal funds, and capability to operate a health center in accordance with Federal regulations.
SUMMARY OF FINDINGS
Based on our assessment, we believe Finger Lakes is financially viable and is generally capable
of operating a health center in accordance with Federal regulations. However, we noted certain
weaknesses in its ability to properly account for and manage Federal funds. Specifically, we
noted that Finger Lakes’ accounting system does not properly segregate operating expenses
between Federal and non-Federal programs. We also noted issues related to Finger Lakes’
segregation of duties and procurement practices. Finally, Finger Lakes’ procedures for
whistleblower protection do not fully comply with Recovery Act requirements and its inventory
records do not include all required elements.
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RECOMMENDATION
When monitoring the Recovery Act funds, we recommend that HRSA consider the information
presented in this report in assessing Finger Lakes’ ability to account for and manage Federal
funds and to operate a community health center in accordance with Federal regulations.
FINGER LAKES COMMUNITY & MIGRANT HEALTH COMMENTS AND OFFICE
OF INSPECTOR GENERAL RESPONSE
In written comments on our draft report, Finger Lakes generally concurred with our findings and
described its completed and ongoing actions to address the deficiencies we identified. Finger
Lakes also stated that it uses its accounting software to classify its expenses as Federal or nonFederal expenses and that its quarterly status reports are accurate. Finger Lakes further stated
that it draws down equal amounts of Federal funds each month because its monthly expenses
exceed the amount it draws down. Finger Lakes stated that it will purchase new accounting
software in 2010 and plans to have the software operational in 2011. Finally, Finger Lakes
stated that it follows its procurement procedures and indicated that its purchase of an electronic
medical record system occurred after it established a committee to review various systems.
Finger Lakes stated that, after the committee decided which system to purchase, it properly
justified the sole-source purchase to the Board of Directors, which voted to approve the
purchase. Finger Lakes’ comments are included in their entirety as the appendix.
During our fieldwork, Finger Lakes did not use its accounting software to class its expenses;
therefore, it could not segregate its Federal and non-Federal expenses or ensure that its quarterly
status reports were accurate. Regarding Finger Lakes’ practice of drawing down equal amounts
of Federal funds on a monthly basis, we maintain that such a practice could result in Fingers
Lakes drawing down Federal funds in its excess of its Federal expenses, a violation of Federal
cost principles for non-profit organizations. If used as described, Finger Lakes’ new accounting
software will allow it to properly segregate Federal and non-Federal expenses. Finally, we
maintain that Finger Lakes did not follow its procurement procedures when it purchased the
electronic medical record system because it did not document that it performed a cost or price
analysis, prepared a written justification for the sole-source purchase, or that the Board of
Directors voted to approve the purchase.
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INTRODUCTION
BACKGROUND
The Health Center Program
The Health Centers Consolidation Act of 1996 (P.L. No. 104–299) consolidated the Health
Center Program under Section 330 of the Public Health Service Act, codified at 42 U.S.C. §
254(b). Pursuant to 42 U.S.C. § 254(b), the Health Center Program is a national program
designed to provide comprehensive primary health care services to medically underserved
populations through planning and operating grants to health centers. Within the U.S. Department
of Health & Human Services (HHS), the Health Resources and Services Administration (HRSA)
administers the Health Center Program.
The Health Center Program provides grants to nonprofit private or public entities that serve
designated medically underserved populations and areas, and vulnerable populations composed
of migrant and seasonal farm workers, the homeless, and residents of public housing. Health
centers funded by HRSA are community-based and patient-directed organizations meeting the
definition of “health center” under 42 U.S.C. § 254(b).
Under the American Recovery and Reinvestment Act of 2009, P.L. No. 111-5 (Recovery Act),
enacted February 17, 2009, HRSA received $2.5 billion, including $2 billion to expand the
Health Center Program to serve more patients, stimulate new jobs, and meet the significant
increase in demand for primary health care services among the Nation’s uninsured and
underserved populations.
Finger Lakes Community & Migrant Health
Finger Lakes Community & Migrant Health (Finger Lakes) is a nonprofit health care agency that
provides medical and dental services to residents and migrant agricultural workers throughout
western New York State. 1
Finger Lakes is funded primarily by patient service revenues and Federal and State grants.
During calendar year (CY) 2009, HRSA awarded Recovery Act funds to Finger Lakes totaling
$1,919,091. Of that amount, $485,690 was allocated for the purchase of an electronic medical
records system, related medical and dental equipment, and a video conferencing system. The
remaining $1,433,401 was allocated for increasing the number of patients served by opening a
new health center location and employing additional health care professionals.
Requirements for Federal Grantees
Nonprofit organizations that receive HRSA funds must comply with Federal cost principles
found at 2 CFR pt. 230, “Cost Principles for Non-Profit Organizations” (formerly Office of
1

Finger Lakes’ corporate name is Finger Lakes Migrant Health Care Project, Inc.; however, it does business as
Finger Lakes Community & Migrant Health.

1

Management and Budget (OMB) Circular A-122). In addition, 42 U.S.C. § 254(b) defines
requirements for health centers under the Health Center Program.
The Standards for Financial Management Systems found at 45 CFR § 74.21, establish
regulations for grantees to maintain financial management systems. Grantees’ financial
management systems must provide for accurate, current, and complete disclosure of the financial
results of each HHS-sponsored project or program (45 CFR § 74.21(b)(1)); must ensure that
accounting records are supported by source documentation (§ 74.21(b)(7)); and must provide
effective control over and accountability of all funds, property, and other assets so that recipients
adequately safeguard all such assets and assure they are used solely for authorized purposes
(§ 74.21(b)(3)). Grantees also must have written procedures for determining the reasonableness,
allocability, and allowability of costs in accordance with the provisions of the applicable Federal
cost principles and the terms and conditions of the award (§ 74.21(b)(6)).
In addition, grantees must establish written procurement procedures that include certain
provisions as set forth in 45 CFR § 74.44. In addition, grantees must establish procedures related
to whistleblower protection. Finally, grantees are required to maintain inventory control
systems.
OBJECTIVE, SCOPE, AND METHODOLOGY
Objective
Our objective was to assess Finger Lakes’ financial viability, capacity to manage and account for
Federal funds, and capability to operate a health center in accordance with Federal regulations.
Scope
We conducted a limited review of Finger Lakes’ financial viability, financial management
system, and related policies and procedures. Therefore, we did not perform an overall
assessment of Finger Lakes’ internal control structure. Rather, we performed limited tests and
other auditing procedures on Finger Lakes’ financial management system to assess its ability to
administer federally funded projects.
We performed our fieldwork at Finger Lakes’ administrative office in Penn Yan, New York,
during March 2010.
Methodology
To accomplish our objective, we:
•

reviewed relevant Federal laws, regulations, and guidance;

•

obtained Finger Lakes’ HRSA grant application packages and supporting documentation;
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•

interviewed Finger Lakes personnel to gain an understanding of its accounting system
and internal controls;

•

reviewed Finger Lakes’ financial management procedures related to accounting
documentation, preparation of financial reports, procurement, drawdown of Federal
funds, inventory, and other financial matters;

•

reviewed Finger Lakes’ independent audit reports and related financial statements for
CYs 2006 through 2008;

•

performed ratio analyses of Finger Lakes’ financial statements; and

•

reviewed Finger Lakes’ administrative procedures related to personnel, conflict
resolution, whistleblower protection, and other non-financial matters.

We conducted this 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 objective.
FINDINGS AND RECOMMENDATION
Based on our assessment, we believe Finger Lakes is financially viable and is generally capable
of operating a health center in accordance with Federal regulations. However, we noted certain
weaknesses in its ability to properly account for and manage Federal funds. Specifically, Finger
Lakes’ accounting system does not properly segregate operating expenses between Federal and
non-Federal programs. We also noted issues related to Finger Lakes’ segregation of duties and
procurement practices. Finally, Finger Lakes’ procedures for whistleblower protection do not
fully comply with Recovery Act requirements and its inventory records do not include all
required elements.
ACCOUNTING SYSTEM
Pursuant to 45 CFR § 74.21, grantees must maintain financial systems that provide for accurate
and complete reporting of grant-related financial data. Pursuant to 45 CFR § 74.22(b)(2), cash
advances to grant recipients shall be limited to the minimum amounts needed. Pursuant to
2 CFR, pt. 230, App. A, § A(4)(a)(1) (OMB Circular A-122, Att: A, § A.4.a.1), grant expenses
must be incurred specifically for the grant award.
Finger Lakes does not use its accounting software to properly segregate the organization’s
operating expenses (except for Recovery Act equipment purchases) between Federal and nonFederal programs. 2 As a result, Finger Lakes cannot properly use immediate expenses as the
2

Recovery Act equipment purchases, consisting of new medical and dental equipment and an electronic medical
records system, were properly accounted for. This was due to the equipment purchases not being considered
operating expenses.
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basis for withdrawing funds from the HHS payment management system. Rather, Finger Lakes
withdraws an equal amount of grant funds every two weeks until the funds are exhausted. The
amount drawn down is then recorded as incurred Federal expenditures on quarterly status reports
submitted to the Federal Government. 3 As a result, Federal funds may be used to pay for nonFederal expenses throughout each quarter and, consequently, quarterly status reports submitted
to the Federal Government may not provide for accurate and complete reporting of grant-related
financial data.
SEGREGATION OF DUTIES
Pursuant to 45 CFR § 74.21(b)(3), grantees’ financial management systems must provide
effective control over and accountability of all funds, property, and other assets so that recipients
can adequately safeguard all such assets and assure they are used solely for authorized purposes.
One Finger Lakes employee was responsible for posting journal entries, maintaining control of
unused checks, transferring funds between bank accounts, and reconciling bank statements. For
example, as of December 31, 2009, the employee was responsible for administering
approximately $100,000 in cash. 4
PROCUREMENT PRACTICES
Pursuant to 45 CFR § 74.44, grantees are required to establish written procurement procedures,
which require solicitations for goods and services to provide a clear and accurate description of
the technical requirements for the material, product or service to be procured, requirements
which the bidder/offeror must fulfill and all other factors to be used in evaluating bids or
proposals, and the specific features of “brand name or equal” descriptions that bidders are
required to meet when such items are included in the solicitation. In addition, grantees must
document that every procurement action is supported by some form of cost or price analysis.
Finally, grantees must prepare a written justification for sole-source purchases over $100,000.
Finger Lakes’ written procedures for procurement specified that (1) every procurement action be
supported by some form of cost or price analysis, (2) competitive bids be obtained for purchases
over $25,000, and (3) all purchases requiring a competitive bid be approved by Finger Lakes’
Board of Directors. However, Finger Lakes did not always follow its procedures. Specifically,
Finger Lakes purchased medical equipment, totaling $26,190, and an electronic medical records
system, with an expected final cost of $158,050, without documenting that a cost or price
analysis was performed. Moreover, it did not solicit competitive bids or seek Board approval for
these purchases. Finally, Finger Lakes did not prepare a written justification for the sole-source
purchase of the electronic medical records system. Consequently, Finger Lakes may not have
purchased this equipment in the most economical, practical, and competitive manner.

3

Finger Lakes submits a Standard Form 269, Financial Status Report and a Health Center Quarterly Report to
HRSA via a secure website, as well as a Recovery Act report via a Federal government website for reporting
Recovery Act funding data.

4

This amount is based on Finger Lakes’ 2009 unaudited financial statements.
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WHISTLEBLOWER PROCESS
Section 1553(a) of the Recovery Act prohibits reprisals against employees of an organization
awarded Recovery Act funds for disclosing to appropriate authorities any credible evidence of
(1) gross mismanagement of an agency contract or grant relating to covered funds; (2) a gross
waste of covered funds; (3) a substantial and specific danger to public health or safety related to
the implementation or use of covered funds; (4) an abuse of authority related to the
implementation or use of covered funds; or (5) a violation of law, rule, or regulation related to an
agency contract (including the competition for or negotiation of a contract) or grant awarded or
issued relating to covered funds. Pursuant to section 1553(e) of the Recovery Act, any employer
receiving covered funds shall post notice of the rights and remedies provided for the protection
of employees under this section.
Finger Lakes established a whistleblower policy detailing how employees can communicate
instances of wrongdoing to Finger Lakes officials. The policy also prohibits reprisals against
whistleblowers. However, the policy does not address the right of a whistleblower to report
wrongdoing to all appropriate authorities.
INVENTORY RECORDS
Pursuant to 45 CFR § 74.34(f), grantees are required to maintain inventory records containing
the following information for equipment acquired with Federal funds: a description of the
equipment, an identification number, its location, acquisition and disposition data, condition of
property, and whether title vests with the grantee or the Federal Government.
Finger Lakes maintains inventory records. However, its inventory records do not include
acquisition or disposition data, condition of the property, or whether title vests with Finger Lakes
or the Federal Government. As of December 31, 2009, Finger Lakes’ equipment was valued at
$830,985, according to its 2009 unaudited financial statements.
RECOMMENDATION
When monitoring the Recovery Act funds, we recommend that HRSA consider the information
presented in this report in assessing Finger Lakes’ ability to account for and manage Federal
funds and to operate a community health center in accordance with Federal regulations.
FINGER LAKES COMMUNITY & MIGRANT HEALTH COMMENTS
In written comments on our draft report, Finger Lakes generally concurred with our findings and
described its completed and ongoing actions to address the deficiencies we identified. Finger
Lakes also stated that it uses its accounting software to classify its expenses as Federal or nonFederal expenses and that its quarterly status reports are accurate. Finger Lakes further stated
that it draws down equal amounts of Federal funds each month because its monthly expenses
exceed the amount it draws down. Finger Lakes stated that it will purchase new accounting
software in 2010 and plans to have the software operational in 2011. Finally, Finger Lakes
stated that it follows its procurement procedures and indicated that its purchase of an electronic
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medical record system occurred after it established a committee to review various systems.
Finger Lakes stated that, after the committee decided which system to purchase, it properly
justified the sole-source purchase to the Board of Directors, which voted to approve the
purchase. Finger Lakes’ comments are included in their entirety as the appendix.
OFFICE OF INSPECTOR GENERAL RESPONSE
During our fieldwork, Finger Lakes did not use its accounting software to class its expenses;
therefore, it could not segregate its Federal and non-Federal expenses or ensure that its quarterly
status reports were accurate. Regarding Finger Lakes’ practice of drawing down equal amounts
of Federal funds on a monthly basis, we maintain that such a practice could result in Fingers
Lakes drawing down Federal funds in its excess of its Federal expenses, a violation of Federal
cost principles for non-profit organizations. If used as described, Finger Lakes’ new accounting
software will allow it to properly segregate Federal and non-Federal expenses. Finally, we
maintain that Finger Lakes did not follow its procurement procedures when it purchased the
electronic medical record system because it did not document that it performed a cost or price
analysis, prepared a written justification for the sole-source purchase, or that the Board of
Directors voted to approve the purchase.
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PoHcy.. Finger Lakes
does have an adeq
adequ
uate whislleblower pol
polic
icyy in its personnel policies tha
thatt is given to every employee
annu
an
nually.
ally. The OIG aud
audiitors tok1 Fing
inge
er Lakes that what was lacking on the whistleblower poticy was a
federal contact num
umber
ber foremployees to reference in add
addition
ition to the contac
contactt Information thai was already
on ou
ourr policy
policy.. A federal authority co
contact
ntact has been added to the Finger Lakes Wh
Whiistleblower policy
policy..

Inventory
In
ventory RIC
ICard.
ard.:: FlflQer Lakes has made a change on ~s inventory system
system.. We have added the
information recommended by the OIG auditors.

Sincerely,
Sincer
ely,
M¥y Zel
elazn
aznyy, CEO

