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Mission

We improve SSA programs and operations and protect them against fraud, waste,
and abuse by conducting independent and objective audits, evaluations, and
investigations. We provide timely, useful, and reliable information and advice to
Administration officials, the Congress, and the public.

Authority

The Inspector General Act created independent audit and investigative units,
called the Office of Inspector General (OIG). The mission of the OIG, as spelled
out in the Act, is to:

O Conduct and supervise independent and objective audits and
investigations relating to agency programs and operations.

Promote economy, effectiveness, and efficiency within the agency.
Prevent and detect fraud, waste, and abuse in agency programs and
operations.

Review and make recommendations regarding existing and proposed
legislation and regulations relating to agency programs and operations.
Keep the agency head and the Congress fully and currently informed of
problems in agency programs and operations.
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To ensure objectivity, the IG Act empowers the IG with:

O Independence to determine what reviews to perform.
QO Access to all information necessary for the reviews.
O Authority to publish findings and recommendations based on the reviews.

Vision

By conducting independent and objective audits, investigations, and evaluations,
we are agents of positive change striving for continuous improvement in the
Social Security Administration's programs, operations, and management and in
our own office.
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Date:

To:

From:

Subject:
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SOCIAL SECURITY
Office of the Inspector General
JAN 289 2002 Refer To:

Dan Sweeney
Acting Director
Management Analysis and Audit Program Support Staff

Assistant Inspector General
for Audit

Single Audit of the Commonwealth of Puerto Rico, Department of the Family for the
Fiscal Year Ended June 30, 1998 (A-77-02-00006)

This report presents the Social Security Administration’s (SSA) portion of the single
audit of the Commonwealth of Puerto Rico, Department of the Family (DOF) for the
Fiscal Year ended June 30, 1998. Deloitte & Touche, Certified Public Accountants
(CPA) performed the audit and its reports on compliance and internal controls are
attached (see Appendix A). Results of the desk review conducted by the Department of
Health and Human Services (HHS) have not been received. We will notify you when
the results are received if HHS determines the audit did not meet Federal requirements.

The Puerto Rico Disability Determination Services (DDS) performs disability
determinations under SSA’s Disability Insurance (Dl) and Supplemental Security
Income (SSI) programs in accordance with Federal regulations. The DDS is reimbursed
for 100 percent of allowable costs. The Puerto Rico DOF is the Puerto Rico DDS’
parent agency.

For single audit purposes, the Office of Management and Budget assigns Federal
programs a Catalog of Federal Domestic Assistance (CFDA) number. SSA’s DI and
SSI programs are identified by CFDA number 96. SSA is responsible for resolving
single audit findings reported under this CFDA number.

The single audit reported the following findings (see Appendix B):

Documentation to support expenditures was not available to test the base used for
indirect costs. The corrective action plan indicates that DOF disagrees with the
finding and that documentation was available but not requested by the auditors.

e A reconciliation of physical inventory results with the accounting records was not
performed, and accurate records for acquisitions and dispositions of property
acquired with SSA funds were not maintained. The corrective action plan indicates
that DOF corrected the equipment inventory listing and is working to improve the
process and the documentation of its inventory.
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e DDS expenditures of $170,768 were not supported by documentation. The
corrective action plan indicates that DOF disagrees with the finding and states that
documentation was provided for all disbursements requested by the auditors.

We recommend that SSA:

1. Ensure that the DDS has a system in place to retain accounting records and
supporting documentation for the time period required by applicable requirements
and regulations.

2. Verify that the DDS has procedures in place to reconcile inventory results with
accounting records and to maintain accurate records for acquisition and disposition
of property purchased with SSA funds.

3. Determine whether the $170,768 in undocumented expenditures was allowable and
recover any portion which is not allowable.

The single audit also disclosed the following findings that may impact DDS operations,
although they were not specifically identified to SSA. Some of these findings were
reported for several DOF programs indicating pervasive problems within DOF. If the
finding was reported in more than one DOF program, we identify the number of times
the finding was reported in parenthesis at the end of each finding. | am bringing these
matters to your attention as they represent potentially serious service delivery and
financial control problems for the Agency (see Appendix C).

e Financial statements were not prepared in conformity with Generally Accepted
Accounting Principles due to a lack of policies, procedures, and financial reporting
practices. Therefore, management did not have accurate and complete financial
information on a timely basis to carry out other duties.

e Procedures were not in place to ensure financial reports are completed and
submitted timely (2).

e Supporting documentation and accounting records were not retained for
expenditures charged to Federal funds (18).

¢ DOF did not verify if parties were debarred or suspended when contracting for
services or procuring goods with Federal funds (2).

e A system was not in place to prepare and implement corrective action plans and
clear audit findings in a timely fashion.

¢ DOF did not follow required bidding procedures for procurement and contracting
activities (5).

e Property and equipment management procedures were not adequate (2).
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Transactions were not reviewed to ensure that payments agree with invoice
amounts. :

DOF expended Federal funds for costs that benefited other programs (6).

Periodic reviews of cash management transactions for compliance with the Cash
Management Improvement Act (CMIA) agreement were not conducted.

e The Financial Status Report did not agree with the general ledger (2).

DOF did not calculate and report interest liabilities that may be owed to the Federal
government.

Fiscal evaluations were not performed to ensure funds were expended for allowable
activities.

o DOF expended Federal funds for unallowable costs (4).

Please send copies of the final Audit Clearance Document to Mark Bailey in
Kansas City and Paul Wood in Baltimore. If you have questions contact Mark Bailey

at (816) 936-5591.
Steven L. Scha%

Attachments
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE AND ON
INTERNAL CONTROL OVER FINANCIAL REPORTING BASED

UPON AN ENGAGEMENT TO AUDIT PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS

The Honorable Secretary of the Family
San Juan, Puerto Rico

We have audited the Combined Staternent of Cash Receipts and Cash Disbursements — All Fund
Types of the Commonwealth of Puerto Rico, Department of the Family (the “Department™), for
the vear ended June 30, 1998, and have issued our report thereon dated May 11, 2001, which
expressed a qualified opinion because of limitations on the scope of our work with respect to the
Foster Care program. We conducted our audit in accordance with auditing standards generally
accepted in the United States of America and the standards applicable to financial audits
contained in Gevernment Auditing Standards, issued by the Comptroller General of the United
States.

Compliance

As parl of obtaining reasonable assurance about whether the Department’s Combined Statement
of Cash Receipts and Cash Disbursements — All Fund Types is free of material misstatement, we
performed tests of its compliance with certain provisions of laws, regulations, contracts, and
grants, noncompliance with which could have a direct and material effect on the determination of
cash receipt and disbursement amounts. However, providing an opinion on compliance with
those provisions was not an objective of cur audit and, accordingly, we do not express such an
opinion.  The results of our tests disclosed reportable instances of noncompliance that are
required to be reported under Govermment Andifing Standards, which are described in the
accompanying Schedule of Findings and Questioned Costs as items 98-1 to 98-7T8. However,
had the scope of our work not been limited, other reportable instances of noncompliance may
have been disclosed.

Deloitte
Touche
Tohmatsu

Appendix A
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Appendix A

The instances of noncompliance that were disclosed are summarized below and discussed in
detail in the accompanying Schedule of Findings and Questioned Costs. Because of the
materiality of the Federal programs to overall Department operations, compliance with such
requirements is necessary, in our opinion, for the Department to comply with the legal and
regulatory requirements applicable to the Department.

Compliamee

Eeguirement

Allowable Costsd Cost Frinciples

Cash Management

Cravis-Bacon Act
Eligibilivy

Equipment and Real Property
Management

flatching, Lavel of Effor,
Earmarking

Procusement, Suspensions and
[Debarmen:

Major
Eragram

Mutsition Assistance Program [or Pusrio Rico

The Emergency Food Assistance Program

Rehabilitation Services-Vocational Rehabilitaien Grants o States
Temporiry Assistance For Mesdy Familics

Community Services Block Grang

Child Care and Development Block Grant

Sosial Services Block Grant

Disability Detenmination Services

Mutntion Assistance Program for Freno Rico

The Emergency Food Assistance Program

Temperary Assistance For Needy Families

Rehabilitation Services-Vacarienal Rehabilitation Grants 10 States
Murrition Assistance Frogram for Foesto Rico

The Emergency Food Assistance Progeam
Temporary Assistance for Needy Familics
Community Services Block Grant

Child Care and Development Block Grant

Mutrition Assislance Program for Pueno Rico

Rehabilitation Services-Yocational Rehabiliation Granis o Siates
Temporary Assistanee For Meedy Families

Disabiliny Determination Services

The Emergency Food Assistance Progiam
Rehabilitation Services-Vocational Rebabilitwtion Groncs 1o Stanes

Temporary Aszsistance For Meedy Familiss

Mutrition Assistance Program for Peerto Rico

Reference

Muriher

DE-11,98-13, 98-14, 98-16
98-29
93-39

98-44,98-435, 98-44,
95-47,98-54
98-35. %8-56, 98462

SE-04, 9E-65, 9860, 0847,
98-72

Q875

DE-TH

28-17

98-35

F5-50

O8-36

QB-18, 98-19, 98-20, 98.2],
Q8-22, 98-23, 98-24, 9525,
9823

GE-30

98-48, GE-49

98-37, BE-58, 08-5%, 9E-60
U508

9812

9837

352

98-77

GE-31, 9E.32

G-

Q831

98-10, 98-13, 98-24

Page 2 of 9



Compliance Wajor Heference
Requirement Program Number
Procurement, Suspensions and Rehabilitation Serviees-YWocational Rehabilitaton Grants o States 98-33
Crebarments
Temparary Assistance for Needy Furnihies 9842, 98-43
Community Seevices Block Grant 98-61
Child Care and Development Block Grant GH-69, 98-T0, 95-T1
Social Services Block Gram 98-Ta
Reparting Hutriticn Assistance Progzam for Puesto Rico Ug-27
Fehabilitation Services-Vocational Rehabilitation Grants 10 Stares GE-£1
Child Care and Developmen Block Grant GE-14
Subrecipient Monitonng The Emergency Food Assistance Program G8-33
Community Services Block Geant 9303
Child Care and Develapment Bleck Grant 98-T3
Special Test and Provisions The Emergency Food Assistance Program 98-34
Temporary Assistance for Meedy Families Q8-53
All Bequirsments Head Stan 9B-5
All Requirsmenls Foster Care Gg-8
All Bequsements Murritien Assisiance Program GE-1 o BE-5

The management of the Department has elected not to submit a corrective action plan in response
to the Schedule of Findings and Questioned Costs. Such corrective action plans are required by
OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations for
findings relating to federally funded programs.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Deparument’s internal control over
financial reporting in order to determine our andit procedures for the purpose of expressing our
opinion on the Combined Statement of Cash Receipts and Cash Disbursements - All Fund Types
and not to provide assurance on the internal control over financial reporting. However, we noted
certain matters involving the internal control over financial reporting and its operation that we
consider to be reportable conditions. Reportable conditions involve matters coming to our
attention relating to significant deficiencies in the design or operations of the internal control
over financial reporting that, in our judgment, could adversely affect the Department’s ability to
record, process, summarize and report financial data consistent with the assertions of
management in the Combined Statement of Cash Receipts and Cash Disbursements — All Fund
Types. Reportable conditions are described in the accompanying Schedule of Findings and
Questioned Costs as items 98-1 to 98-78.

A material weakness is a condition in which the design or operation of one or more of the
internal control components does not reduce to a relatively low level the risk that misstatements
in amounts, that would be material in relation to the Combined Statement of Cash Receipts and
Cash Disbursements — All Fund Types, being audited may occur and not be detected within a
timely period by employees in the normal course of performing their assigned functions. Our
consideration of the internal control over finaneial reporting would not necessarily disclose all
mmatters in the internal control that might be reportable conditions and, accordingly, would not
necessarily disclose all reportable conditions that are also considered to be material weaknesses.

Appendix A
Page 3 of 9
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However, of the reportable conditions described above, we consider Findings Number 98-1 1o
98-6, and 98-9 to be material weaknesses. In addition, Findings Number 98-7 and 98-10 to 98-
T8 are deemed to be material weaknesses because of the pervasive number of the instances of the
weakness across all programs. However, had the scope of cur work not been limited, other
reportable conditions or material weaknesses may have been identified.

This report is intended solely for the information and use of the Secretary of the Family,
management, and officials of the Commenwealth of Puerto Rico and the United States
Department of Agriculture (cognizant audit agency), pass-through entities, and other regulatory
agencies and 15 not intended o be and should not be used by anyone other than these specified

parties.

/ggéfﬂ? ;/ @m L0r

May 11, 2001

Stamp No. 17387689

affixed to original
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Delgitie & Touche LLP

1200 Hatg Rey Tower

268 Mudcz Rivera Avence

San Juan, Puerte Rico 00918-2511

Tel:(767) F59-7171
Fam: {TE7) Fia-5340
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE AND
INTERNAL CONTROL OVER COMPLIANCE APPLICAELE

TO EACH MAJOR FEDERAL AWARD PROGRAM AND ON THE
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

The Honorable Secretary of the Family
San Juan, Puerto Rico

Compliance

We have audited the compliance of the Commonwealth of Puerto Rico, Department of the
Family (the “Department™), with the types of compliance requirements described in the U.S.
Office of Management and Budget (OMB) Circular A-133 Compliance Supplement that are
applicable to each of its major federal programs for the vear ended June 30, 1998, The
Department’s major federal programs are identified in the Summary of Auditors’ results section
of the accompanying Schedule of Findings and Questioned Costs. Compliance with the
requirernents of laws, regulations, contracts and grants, applicable to each of its major federal
programs is the responsibility of the Department’s management. Our responsibility is to express
an opinion cn the Department’s compliance based on our audit.

Except as discussed in the fourth paragraph, we conducted our audit in accordance with auditing
standards generally accepted in the United States of America; the standards applicable to
financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States; and OMB Circular A-133, Andits of States, Local Governments,
and Non-FProfit Organizations. Those standards and OMB Circular A-133 reguire that we plan
and perform the audit to obtain reasonable assurance about whether noncompliance with the
types of compliance requirements referred to above that could have a direct and material effect
on a major federal program cccurred. An audit includes examining, on a test basis, evidence
about the Department’s compliance with those requirements and performing such other
procedures, as we considered necessary in the circumstances. We believe that our audit provides
a reasonable basis for our opinion. Cur audit does not provide a legal determination on the
Department’s compliance with those requirements.

Deloitte
Touche
Tohmatsu
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As summarized below and discussed in detail in the Schedule of Findings and Questioned Casts
listed in the Table of Contents, the Department did not comply with certain federal compliance
requirements for the following federal award programs. Compliance with such requirements is
necessary, in our opinion, for the Department to comply with requirements applicable to those
programs. However, had the scope of our work not been limited, as discussed in the following

paragraph, other instances of noncompliance may have been identified.

. Compliance

Bequirement

Allowable Costs! Cost Prnciples

Cash Management

Drawviz-Bacon Act
Eligibthty

Equiprment and Real Propemy
- Management

Matching. Level of Effon,
Earmarking

Procurement, Suspensions and
Drebarments

BMajor
Progrim

Mutnition Assistance Program for Puerto Rico
The Emergency Food Assistance Program
Eehabilitation Services-Vocational Rehabilitation Geants 1o States

Temporary Assistance For Needy Families

Community Services Block Grant

Child Cure and Development Block Grant

Social Senvices Block Grano
Dhizalality Delsrmmination Services

Nutrition Assistanes Program for Pueno Rico
The Emerzency Faod Assistance Program

Tempariry Assistance For Nesdy Families
Rehabilitaricn Services-Veocational Rehabilitation Granes 10 Staes

Mutrition Assistance Program for Puero Rico

The Emergency Foad Assistance Progeam
Temporary Assistence for Needy Familics
Community Services Block Grant

Child Care and Development Block Grant

Mutrition Assistance Program for Puerto Rico

Rehabilitation Services-Vocational Rehabilitation Grnts te Slates

Temporary Assistance For Needy Families
Disabality Determination Services

The Emergeney Food Assistance Program

Rehabilition Services- Vorational Rehabilitation Grints 1o States
Temporary Assistance For Meedy Families

Mutriien Assistance Program for Poero Rico

Reference

Number

98.11, 98.13, 98-14, 98-15
GH-20
98-39

BE-44 08-45, GE46,
BE-27,08-54
GE-35. UB-36, 98-62

DE-54. 9865, 98-66, UB-AT,
9872
9875
98.73
93-17
535
98-50
5536

FH-15, 98-19.9
95-22, 98.23,9
98-8
9830

95-48, 98-48

P5-57, 9H-58, B39, 95-60
G8-G8

GE-12

-2, 98-21.
-24, 98-25,

9E.37
9852
98-77

9%-31, GR-32

S5-44
8-31
F8-10, 98413, 98-18
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Compliance Major Reference
Reqiiirement Program MNumber
Procuremesnt, Suspensions and Rehahilitation Services-Yecational Behabilitation Grants o States 98-38
Crebarments
Temporary Assistance for MNesdy Families GE.42, 9843
Community Servicss Block Grant SEGE
Child Care and Developmens Block Geant GR-09, §5-70. 9871
Social Services Block Geam G8-74
Repomang Mutzition Assistance Program for Puerta Rico 98.27
Echabilitation Seraces-Yocalional Rehabilitation Grants to States 0%-41
Child Care and Development Block Grant 98-74
Subrecipient Monitorng The Emergency Food Assistance Program 98-33
' Cammunity Seevices Block Geum 98-63
Child Care and Development Black Crrant Q93-73
Special Testand Provisions The Emecgency Food Assistance Progrun OR-34
Temporary Assistance for Needy Families G833
All Beguirernents Head Sran GE-B
All Requirements Foster Care GE-g
All Bequirements Mutrition Assistance Program 951 10 956

Finding Mo, 98-7 applies te the reneral fund only,

In accordance with the Department’s request, we did not audit the Department's compliance
applicable to its Foster Care program which constituted 1.9% of total expenditures of federal
awards.

In our opinion, because of the number of instances of noncompliance reported and the total dollar
amount of questioned costs relating to the instances of nencompliance that were identified, the
Department did  not comply with the applicable federal regulations for the major programs
tested. :

The management of the Department has elected not to submit a corrective action plan in response
to the Schedule of Findings and Questioned Costs. Such corrective action plans are required by
OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations for
findings relating to federally funded programs.

Iniernal Control Over Compliance

The management of the Department is responsible for establishing and maintaining effective
internal control over compliance with requirements of laws, regulations, contracts, and grants
applicable to federal programs. In planning and performing our audit, we considered the
Department’s internal contrel over compliance with requirements that could have a direct and
material effect on a major federal program in order to determine our auditing procedures for the
purpose of expressing our opinion on compliance and to test and report on internal control over
compliance in accordance with OMB Circular A-133,



We noted certain matters involving the internal control over compliance and its operaticn that we
consider to be reportable conditions. Reportable conditions involve matters coming 0 our
attention relating to significant deficiencies in the design or operation of the internal control over
compliance that, in our judgment, could adversely affect the Department’s ability to admimister a
major federal program in accordance with applicable requirements of laws, regulations, contracts,
and grants. Reportable conditions are described in the accompanying Schedule of Findings and
Questioned Costs as items 98-1 to 98-6 and 98-8 to 38-78.

A material weakness is a condition in which the design or operation of one or more of the
internal control components does not reduce to a relatively low level the risk that noncompliance
with applicable requirements of laws, regulations, contracts, and grants that would be material in
relation to a major federal program being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. Our
consideration of the internal control over compliance would not necessarily disclose all matters
in the internal control that might be reportable conditions and, accordingly, would not necessarily
disclose all reportable conditions that are also considered to be material weaknesses. However,
of the reportable conditions described above, we consider Findings Number 98-1 to 98-6 and 98-
8 1o Y8-9 to be material weaknesses. In addition, Findings Number 98-10 to 98-78 arc deemed to
be mnaterial weaknesses because of the pervasive number of the instances of the weakness across
all programs. However, had the scope of our work not been limited, as discussed above, other
reportable conditions or materjal weaknesses may have been identified.

Schedule of Expenditures of Federal Awards

We have audited the Combined Statement of Cash Receipts and Disbursemnents — All Fund Types
of the Department, for the vear ended June 30, 1998, and have issued our report thereen dated
May 11, 2001, which expressed a qualified opinicn because of limitations on the scope of our
work with respect to the Foster Care program. We were not engaged to audit the cash receipts
and disbursermnents of the Head Start program for the vear ended June 30, 1998, which cash
receipts and disbursements constitute 5.4% and 5.3%, respectively, of the special revenue fund
cash recelpts and disbursements for the vear then ended. These cash receipts and cash
dishursements were encompassed in the audits of the statements of cash receipts and
dishursements of the Head Start program for the twelve-month periods ended Febroary 28, 1999
and 1998 that were performed by other anditors whaose reports (which as 1o 1999 expressed a
gualified opinien because of the lack of a cost allocation plan, and which as to 1998 expressed a
gualified opinion because of year 2000 disclosures) have been furnished to us, and our report,
insofar as it relates to the amounts included for the Head Start program, is based solely on the
reports of such other auditors. The scope of the other auditors” engagement includes an andit on
compliance and internal control over compliance applicable to each major federal award program
of the Head Start program and includes separately issued findings and questioned costs. Our
audit was performed for the purpose of forming an opinion on the Combined Statement of Cash
Receipts and Disbursernents — All Fund Types taken as a whole. The accompanying Schedule of
Expenditures of Federal Awards is presented for the purpose of additional analysis as required by
OMB Circolar A-133 and is not a required part of Combined Statement of Cash Receipts and
Disbursements — All Fund Types. This schedule is the responsibility of the management of the
Department.

Appendix A
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Such information has been subjected to the auditing procedures applied in our audit of the
Combined Staternent of Cash Receipts and Cash Disbursements — All Fund Types and, in our
opinion, based on our audit and the reports of the other auditors, except for the effects of such
adjustments, if any, as might have been determined to be necessary had we audited the cash
receipts and disbursements of the Foster Care program, is fairly stated, in all material respects
when considered in relation to the Combined Statement of Cash Receipts and Cash
Disbursements — All Fund Types taken as a whole.

This report is intended solely for the information and use of the Secretary of the Family, '
management, and officials of the Commonwealth of Puerte Rico and the United States
Department of Agriculture (cognizant audit agency), pass-through entities, and other regulatory
agencies and is not intended to be and should net be used by anyone other than these specified
parties.

@éf/ﬁg fé//g&c&/cz Ll

May 11, 2001

Stamp No. 1758770

affixed to original.
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Finding Number: 98-5 (Prior Year Finding No.97-6)

Program: All federal assistance programs to which indirect costs were allocated (CFDA # 10,566, 84,126,
93 5358, 93.563, 93,6435, 93.667 and 96.001)

Topic Sentence
It was impractical to test the base used in the indirect cost plan due o the pervasiveness of Jack of supporting
documentation throughout the Department.

Category
Compliance

Compliance Requirement
Allowable Costs/Cost Principles

Condition Found

The Indirect Cost Flan applicable to the fiscal year ended June 30, 1998 was prepared using information from
the Mscal vear ended June 30, 1985, Due to the pervasiveness of the lack of records throughout the
Department, we determined that it would be impractical to test the base wsed for the proposed Indirect Cost

Plan.

Criteria

As per OMB Circular A-87, attachment C, section G (3), requires that all central service cost allecation plans
and related documentation used as a bagis for claiming costs under Federal awards must be retained for audit
in accordance with the records retention requirements contained in OMB Circular A-102.

Effect
The Department is unable to support the assumptions and actual costs used 0 the stateflocal-wide central

service Indirect Cost Plan and might be subject to admunistrative sanctions from the federal government.

Underlying Cause
Ax discussed in finding No. 98-3, the Department’s internal coentrol procedures regarding the filing of
documents are inadequate.

Known Questioned Costs
None

Recommendation

The Department’s management should ascertain that adequate source documentation exists 1o support
ameunts and items reported as expenditures. The Department should also establish a recordkeeping systam to
ensure that accounting records and documentation are retained for the time period required by applicable
requirements and the provisions of laws, regulations, contracts or grant agreements applicable to the program,
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COMMONWEALTH OF PUERTO RICO
DEPARTMENT OF THE FAMILY
YEAR ENDED JUNE 30, 19938

SOCIAL SECURITY-DISABILITY INSURANCE-CFDA #56.001

The Social Security Administration {SSA) is responsible for disability determinations under the Disability
Insurance (D) and the Supplemental Security Income (SSI) programs. The DI program was established in
1954 under Title 11 of the Social Security Act and provides benefits to disabled wage earners and their
families in the event the family wage earner becomes disabled (Section 221 of the Social Security Act). In
1974, Congress enacted Title XVI, the SSI program, which provides benefits to financially needy individuals
who are aged, blind or disabled (Section 1633 of Social Security Act). Total Disability Determination
disbursements for the fiscal year ended June 30, 1998 amounted te $13,059,589,

The following findings arose from our tests of compliance with certain provisions of laws, regulations,
contracts, grants, and the tests of compliance with internal control applicable to the Social Security -
Disability Insurance Program.
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Finding Number: 98-77 (Prior Year Finding No. 97-91)
Program: Social Security-Disability Insurance-CFDA # 96.001

Topic Sentence _
The Department does not perform a physical inventory over property and equipment.

Category
Internal Control/Compliance

Compliance Reguirement
Equipment and real property management

Condition Found
During our examination of the property and equipment we found that the Department does nat perform a

reconciliation of the physical inventory results with the accounting records. There are items that are repeated
in the subsidiary ledger and consequently jtems selected for testing in 18 out of 26 items selected could not be
traced to the inventory listing as follows:

Equipment could
not be traced to - Equipment not included
Tap nwmber Sclected  physical loeation  in the annual invenlory

4960 3
4517 x
44547 X
4030 x x
A X X
4545 %
4554 i
4550 |
A5A0 X
4541 ¥
4563 ®
1564 %
S567 i
45RE %
4570 k]
4575 %
4587 F
4T84 EY
Criteria

As per OMEB Circular A-102, every two years, al & minirum, a physical inventory shall be conducted and the
results shall be reconciled with the property records to verify the existence, current utilization, and continued
need for the equipment. Any discrepancies between quantities determined by the physical inspection and
those shown in the accounting records shall be investigated to determine the causes of the differences.
Property records shall be maintained accurately. The records shall include the following for each item of
equipment; a description of the equipment including manufacturer’s serial numbers, an identification number
such as the manufacturer’s serial numbers, identification of the grant under which the recipient acquired the
equipment, the information needed to calculate the federal share of the equipment, the acquisition date and
unit acquisition cost, location, use and condition of the equipment and the date the information was reported,
and all pertinent information on the ultimate transfer, replacement, or disposal of the equipment,
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Effect

The Department 15 exposed to the risk of possible unauthorized use and disposition of equipment due o the
lack of internal contrals and the lack of adequate proparty and equipment records. The possible
misappropriation of the equipment acquired with federal funds could result in disallowed costs,

Underlying Canse
The Department does not maintain accurate records for acquisitions and dispositions of property acquired

with federal awards,

Known Questioned Costs
None

Recommendation
The Department’s management should conduet periodic inventories and follow up on inventory discrepancies,

In addition, the Department’s management should review all dispositions of property to ensure appropriate
valuation and reimbursement to federal awarding agencies.
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Finding Number: 98-78 (Prior Year Finding No. 97-94)
Program: Social Security-Disability Insurance-CFDA # 56.001

Topic Sentence
The Department could not locate evidence to support disbursements.

Category
Internal Control/Compliance

Compliance Requirement
Allowable Costs/Cost Principles

Condition Found

In testing allowability over disbursements, we selected 33 Disability Determination administrative
disbursements made during fiscal year 1997-98, which totaled $1.485,643 or 11% of total disbursements.
Total Disability Determination administrative disbursements during the fiscal year amounted $13,059.589.
The Department could not provide us the cancelled checks in 18 out of 33 disbursements tested amounting to
S170.768 or 11% of our sample.

Voucher Mumber  Amount

OETCMOERS 5G4 590
GPT2AR05320 [R5
GETIOLO0TRE 5,843
O3TROL01ESD AT
GET2O003R05 [T ]
GET2R000R5] . T.hl2
9ETIINO1I03 1585
GET29002014 1729
QFT2R0005 22%0
GETICMILES SE856
SET2CH1314 .60
SETINCRIUES 1500
GET2ACHN2202 834
QRTIACHMIINT X
GETI0CK 25 202
99045959 0557
GETIGOMO128 4,750
GATZGCMIBLY LTT

Total S190.768
Criteria

OMDB Circular A4-102 requires that financial records, supporting document, statistical records, and all other
records pertinent to an award shall be retained for a period of three years from the date of submission, unless
there is any litigation, claims, audits or other actions involving the records that has been started before the end
of the three-vear peried in which the records shall be retained until all issues are resclved or the end of the
three-vear period, whichever is later.
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Effect
The Departrnent may have expended program funds for unallowable activities, which could result in

disaliowed costs by the federal awarding agency,

Underlying Cause
As diseussed in finding No.98-3, the Department’s internal control procedures regarding the filing of

documents are inadequarte,

Known Cuestioned Costs
F170,768

Recommendation

The Department’s management should ascertain that adequate source documentation exists to support
amounts and items reported as expenditures. The Department should also establish a recordkeeping system to
ensure that accounting records and documentation are retained for the time period required by applicable
requirements and the provisions of laws, regulations, contracts or grant agreements applicable to the program.
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Finding Number | Recommendations/ Carrective Action Azzipn Date Due Date for Employee/Department |
and Tapic Total Question Taken: Completion Per Responsible for l
Sentence Costs: Finding Implementation:
Reference: o

lederal parteipation in the “List of Parties Excluded
procurement and non- from Federal Procurement
procurement Program._ and Nonprocurement
The Deparument should | Programs® to the Purchase
. also requirs entities and | and Legal Offices. "
individuals to submit a
certification stating that | In addition, eur contracts -
they are not suspended include three clanses that
or debarred. raguirs the suppliss 1o natify
us if they have been ar will be
accuscd for & misdemeanor ar
any offenze to the state and
. federal governmeant.
The Department will provide
intermet acoess to the
Purchase Office [or continuices
verifiation of the said list
Also, will prepare a form for
the entities or individuale in
_which they certify that they
are not suspended or debar
from participation in federal
programs.
08-5 The Department’s Dizagres with N A /A~ Mz, Ramén F. Cancel’
management should recommandation, Director
[t was impractical to ascertain that adeguate Finance Office
test the bease usad in source documents tion The auditors did net request -
the indirect cozt plan existzs to support evidence to perform their
due to the amounts and items testa,
pervasiveness of lack | reporied as
ol suppRorting ewpenditures. The The Indirect Cost Flan
documentation Department should alse | applicable to the year ended.
throughout the eztablizh a record June 30, 1995 wes preparad
Denartment. kesping eystem o using information from the
ensure that accounting | fiscal year ended June 3¢,
records and 1985 bacause the Department
documentation are was restructured and N
retainad for the Hme renrganized in the year 1096,
pericd reguired bir
applicable requirements | Thereiors, the year 1995 was .
and the provisions of ussd aE base year, and the
tews, regulations, Federal Governroent was
contracts or grant informed. Ther, the Federal
agreements applcabls Gewernment visited us to
to the program. readjust the races and '
BMCILNLE,
Our filing =yatem is efectine
in the custody of the fiscal
decuments, The Finance
Office had updatsd records at
the time the audit sampls was ’
performed,
S2-6 Mane. The Department coneura with Seprember 20, 2001 May 13, 2002 My, Jose Fonseca

The Department doss
not have & gystem in
place to prepare and
implement corrective

The Department needs

to implement & aystem
that prioritizes and
monitors the resolution

the recommendation
expresaed by external

auditers.

The Department of the Family

Diirector
Internal Audit Office

Administration for
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Finding Ntn_nb:r Recommendations/ Corrective Action Assign Date Due Date for Emplnynsfﬁspartment ]
and Topic Total Question Taken: Completion Per Responsible for {
Sentence Costs: Finding Implementation: )
Reference:
Q8-77 The The Dtpa:n:msnt"gi . The Dizability Program NiA N/A Mr. Victor Fiores
Department docs not | menagement should periorms an annual phyeical Director
perform & physical conduct periodic inventory. In 1997, the fioppy Dizability Determinetion
inventory ower inventorics and follow dise containing the inventory
propersy and up on inventory Lat was damaged and some of ’
cguipment, disctepancies, In the information waz koet, The
additon, the equipment cited in this
Department's finding as “not included in the
management should annual inventery”, was
review all dispositions of | properly registered and the
. property to enawore zituation was corrected. The
appropriate valyation esquipment that “could not be
and reimbursement to traced {o physical location” is
I&dwmll awarding physically in the Propram [two
AgEnCies, dictionarics) and the auditors
were notified, We are working
on improving the proceas and
the documentation of the
imventory list.
9575 The The Department’s Dizapeee with - March 23, 2001 Immediately Mr, Ramdn E. Cancgl

Depariment could
not locate evidence to
support
disbursemenes.

management should
ascertain thak adequate
soures documentation
exists to support
amounts and items
teported as
expenditures. The
Department shoubd also
establish a
recordkeeping svstem to
cosure that accounting
records and
decumentation are
retatned for the time
pericd required by
applicable requirements
and the provisions of
lawe, repulations,
contracts or grant
fgreements applicable
to the oropram.

recommendation,

The sccretary Componsnt

provided all the evidence that
suppoct any cxooptions

retated to disbursemenis tast
realized by external auditors.

Auditors did not request
additional samples for the test
of disburssment process.
Hewrever, if any exception is
noted or is identified during
our CAP evaluation, they will
be corected immediately.

CHrector
Finance Offce
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Finding Number: 98-1 (Prior Year Finding No.97-1)
Accounting and Finance Department

Topic Sentence
The Department has significant deficiencies in its internal control structure, accounting and financial
management systems, budgetary controls and financial reporting practices.

Category
Intarnal Contral

- Compliance Requirement
All applicable compliance requirements as stated in OME Circular A-133.

Condition Found

The Department’s has an inadequate internal control structure and has not established accounting policies,
procedures, and financial reporting practices necessary Lo conform to generally accepted accounting
principles, ("GAAP"), as applicable to governmental entities, Significant deficiencies noted are as follows:

* There is a lack of an effective internal control structure to reasonably ensure compliance with the
requirernents of federal Jaws, regulations and program compliance reguirements. The Department has
deficiencies in internal contral such as the absence of sufficient level of control conciousness throughout
all of the Department’s separate administrative operations, the absence of an appropriate segregation of
duties, the absence of appropriate management review and approval of ransactions, accounting entries
and financial and other reporting.

e  There are inadequate procedures for appropriately assessing and applying accounting principles,
inadequate provisions for the safeguarding of assets, the absence of an accounting procedures manual and
the absence of many controls considered appropriate for an entity of this size and type.

»  There 1s a lack of a self-balancing set of accounts for each fund 1o record cash and other financial
resources, together with the related liabilities, residual equities balances or fund balances, and any related
changes therein, Accounts should be segregated into funds or subfunds for purposes of demonstrating the
accountability of the Department while carrying out a specific activity or attaining certain objectives in
accordance with special regulations, restrictions, or limitations. '

*  The manual contrals over documents are meffective and not consistently carried out. Documents show
alterations for which there is no evidence of anthorization and the numerical sequence of documents is

frequently interrupted,

* There are inappropriate and incomplete cut-off procedures for month-end and year-end closings. Many
transactions are posted months after the applicable closing with a retroactive effect, or not posted at all.

In addition to the general deficiencies mentioned in the preceding paragraph we found the following:

* The General Fund budget furnished by the Department for the fiscal year ended Tune 30, 1998 did not
agree with the state Office of Management and Budget confirmation of the budgeted amounts.

= The Department did not furnish a financial statement line item budget for the Special Revenue Fund on a
fiscal year basis coinciding with the Department’s annual reporting period.

¢ The Department dees not reconcile federal grant revenues recorded in the Department’s records, with the
amounts received by the Government Development Bank (GDB). The GDE is the agency which receives
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all federal funds requests made by the Department of the Family. A significant difference exists between
the faderal agency amounts confirmed and the amounts recorded in the Department’s general ledger,

«  The Department dees not reconcile disbursements recorded in the Depaniment’s records with the Puerto
Rico Treasury Department amounts disbursed. The Treasury Department is the agency which makes all
dishursements for the Department of the Family.

= The Department is not able to provide accurate information on the status of recelvables from the federal
government for inclusion in the Commonwealth’s annual financial statements.

Criteria

Auditee’s must prepare their financial statements  in accordance with generally accepted accounting
principles (GAAP). OME Circular A-133 section 310, states that the auditee shall prepare financial
staternents that reflect its financial position, results of operations or changes in net assets, and, where
appropriate, cash flows for the fiscal vear andited,

GASE Codification section 1200, "Generally Accepted Accounting Principles and Legal Compliance,” states
that a2 governmental accounting system must make it possible, both: {a) to present fairly and with full
disclosure the financial position and results of operations of the funds and account groups of the governmental
unit in conformity with GAAP, and (b) 1o determing and demonstrate compliance with finance-related legal
and contracmal provisions.

JASE Codification section 1300, "Tund Accounting,” states that governmental accounting systems should be
organized and operated on a fund basis. A fund 15 defined as a fiscal and accounting entity with a self-
balancing set of accounts to record cash and other financial resources, together with all related liabilities and
residual equities or balances, and changes therein which are segregated for the purpose of carrving on specific
activilies or allaining certain objectives in accordance with special regulations, restrictions, or limitations,

GASE Codificationsection 1900, states that governmental entities should prepare interim and year-end
financial statements and reports of financial position, operating results, and other pertinent information to
facilitate management control of financial operations, legislative oversight, and for external reporting
purpases,

OME Circular A-102 subpart C, section 20, states that a state must expend and account for grant funds in
accordance with state laws and procedures for expending and accounting for its own funds. Fiscal contral and
accounting procedures of the state, as well as its subgrantees and cost-type contractors, must be sufficient to
perrrat preparation of reports required by this part and the statutes authorizing the grant, and permit the tracing
of funds to a level of expenditares adequate to establish that such funds have not been used in violation of the
restriction and prohibitions of applicable statutes The financial management systems must meet the following
standards:

+ Financial reperting: accurate, current, and complete disclosure of the financial results of financially
assisted activities must be made in accordance with the financial reporting requirements of the grant
or subgrant, ’

* Accounting records: grantees and subgrantees must maintain records which adequately identify the
source and application of funds provided for financially-assisted activities. These records must
contain information pertaining to grant or subgrant awards and authorizations, obligations,
unochligated balances, assets, liabilities, outlays or expenditures, and income.

¢+ Internal control: effective control and accountability must be maintained for all grant and subgrant
cash, real and personal property, and other assets. Grantees and subgrantees must adequately
safeguard all such property and must ensure that it is used solely for authorized purposes.
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» Budget control: actual expenditures or outlays must be compared with budgeted amounts for each
grant or subgrant. Financial information must be related to performance or productivity data,
including the development of unit cost information whenever appropriate or specifically required in
the grant or subgrant agreement. If unit cost data are required, estimates based on available
documentation will be accepted whenever possible.

e Allowable costs: applicable OMB cost principles, agency program regulations, and the terms of grant
and suberant agreements will be followed in determining the reasonableness, allowability, and
allocability of costs.

e Source documentation: accounting records must be supported by such source documentation as
canceled checks, paid bills, payrolls, time and attendance records, contract and subgrant award
documents, etc.

«  Cash management: procedures for minimizing the time elapsing between the transfer of funds from
the 11.5. Treasury and disbursement by grantees and subgrantees must be followed whenever advance
payment procedures are used. Grantees must establish reasonable procedures to ensure the receipt of
reports on subgrantees’ cash balances and cash disbursements in sufficient time to enable them to
prepare complete and accurate cash transactions reports to the awarding agency. When advances are
made by letter-of-credit or electronic transfer of funds methods, the grantee must make drawdowns as
close as possible to the time of making disbursements.

In addition to the above requirements, the Department’s internal control system must provide for
reconciliations reflected in control accounts with subsidiary records and the reconciliations of transactions and
balances between differemt depanments and agencies.

Underlying Cause

The Department’s management has not adopted a policy of following generally accepted accounting
principles that are applicable to governmemal entities, In addition, management has not adopted and enforced
internal contral policies and procedures over 115 accounting and financial management, budgetary practices
and financial reporting, and has not ensured that the Department is in compliance with applicable laws,
regulations and grant provisions,

Effect

The Department’s ineffective internal control structure is conducive to many deficencies as deseribed in the
numerous findings contained in this report. The continued existence of these deficiencies could result in
significant cost disallowances by the federal awarding agencies, or ultimately, in the reduction or elimination
of federal wwards received by the Department,

Known Questioned Costs
MNone

Recommendation
The Department should implement an internal control stucture to provide reasonable assurance that;

» Trunsactions are properly recorded and accounted for to permit the preparation of reliable financial
statements and federal reponts, maintain accountability over assets; and demonstrate compliance with

laws, regulations, and ather compliance requirements.

» Transactions are executed in compliance with laws, regulations, and the provisions of contracts or
grant agreements that could have a direct and matenal effect on a federal program.

s Funds, property, and other assets are safeguarded against loss from unauthorized use or disposition.
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The Department should also reorganize its accounting practices and policies to conform with GAAP. This
will require & plan for the implementation of an accounting and financial management systern that permits the
preparation of financial statements in accordance with GAAP and of finuncial reports required by the different
oversight entities, This plan should cover the operations of the central, regional, and district offices, consider
the forthcoming changes and developments in the governmental accounting industry and their impact on the
financial and operational practices of the Department, and demonstrate accountability over the federal
programs and the related accounts receivable from the federal government.

In additon, the Department should be prepared to take the necessary steps for the successful fumre adeption
of accounting developments such as statement No. 34 of the Governmental Accounting Standards Board.
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Finding Number: 98-2 (Prior Year Finding Na.87-2]
Accounting and Finance Department

Tapic Sentence
The Department did not comply with the established due date for the submission of the required Single Audit

Repart.

Category
Internal Control#iCompliance

Compliance Requirement
All applicable compliance requirements as stated in OMB Circular A-133.

Condition Found

The Departrment does not have a program in place to comply with the deadlines established by federal law for
the submssion of Single Audit reports. As a result, the Department did not comply with the required
submission date of the Single Aundit for the fiscal year ended June 30, 1998, The due date for this report was
no later that July 31, 1999, [t should also be noted, that the Single Audit report for the fiscal year ended June
30, 1997 was submitted later than the reqilirecl due date established by federal regulations.

Criteria

OME Circular A-133, Subpart C, Section 320 establishes that all audits shall be completed and submited 10
the cognizant agency within the earlier of 30 days after receipt of the avditor's report or nine (%) months afler
the end of the audit period. However, for fiscal year beginning on or before June 30, 1995, 13 months after
the end of the audit period was permitied,

Underlying Cause
Due to the failure to ensurs that adequate accounting records exist and that the timely and accurate closing of
books occurs, management did not cormply with the requiremnents established in OMB Circular A-133.

Effect
The Department could be exposed to a reduction or elimination of funding by the federal awarding agencies.

Known Questioned Costs
None

Recommendation

The Accounting and Finance Division should establish aggressive monthly closing schedules and improve its
year-end closing procedures to allow for the timely performance of the Single Audit and enable the
Depariment to comply with the reporting requirements established by applicable regulations.
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Finding Number: 98-3 (Prior Year Finding No.97-3)
Accounting and Finance Department

Topic Sentence
The Department does not have an effective filing systen.

Category
Internal Control

Compliance Requirement
All applicable compliance requirements as stated in OMB Circular A-133,

Condition Found

Procedures followed by personnel at the filing division did not permit the timely retneval of documents
requested, In addition, we observed that various payment documents processed by the different federal
program accountants and the personnel at the payment division are maintained and filed ar the divisions
without an organized system. A substantial number of documents requested in connection with the testing of
compliance with laws, regulations, grant requirements and testing of internal controls could not be found.

Criteria

OMB Circular A-102, part C, Section 20 (a)(2), of the Uniform Administrative Requirements for Grants
Agreements to state and local governments establishes that fiscal control and accounting procedures of the
state must be sufficient 1o permit the tracing of funds to a level of expenditures adequate to establish that such
funds have not been used in violation of the restriction and prohibitions of applicable statutes.

Underlying Cause

The Department has inadequate internal controls over record retention and the filing of documents due o the
lack of an overall control system that provides guidance to the different agencies and divisions on the filing
and retention requirements of documents,

Effect

The Department cannot support many of the disbursements made and therafore is unable 1o prove compliance
with applicable laws and regulations. The continued occurrence of this situation could result in disallowed
costs by the federal awarding agencies and the reduction or elimination of federal grant awards.

Known Questioned Costs
None (Amounts are included in questioned costs specific to individual major federal programs as identified in
subsequent findings.)

Recommendation

The Department’s management should ascertain that adequate source documentation exists to support
amounts and items reported as expenditures. The Department should also establish a recordkeeping system to
ensure that accounting records and documentation are retained for the time period required by applicable
requirements and the provisiens of laws and regulations,
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Finding Number: 98-4 (Prior Year Finding No.57-4)
Accounting and Finance Department.

Topic Sentence
The Department does not verify the status of parties as to suspensions and debarments when centracting

services or procuring geods with federal funds.

Category
Internal Control/Compliance

Compliance Regquirement
Frocurement, suspensions and debarments

Condition Found
In testing procurement, suspensions and debarments, we were not able to find evidence indicating that the

Department performs procedures to ensure that individuals and entities that receive contracts or sub-awards
are not suspended or debarred from participation in federal programs.

Criteria

As per OME Circular A-102, federal agencies shall not award assistance to applicants that are debarred or
suspended, or otherwise excluded from or ineligible for participation in federal assistance programs under
Executive Order 12549, Agencies shall establish procedures for the effective use of the list of parties excluded
from federal procurement or non-procirement programs to assure thar they do not award assistunce to listed
partics in violation of the executive order. Agencies shall also establish procedures to provide for effective use
andfor dissemination of the list to assure that their grantees and subgrantees (including contractors) at any tier
do not make awards in violation of the non-procurement debarment and suspension commeon rule.

Effect
The Department could have procured goods ar services from organizations and individuals that are suspended
or debarred which could result in cost disallowances by the federal awarding agency.

Underlving Cause
There are no procedures o verify that the organizations and its principals are not suspended or debarred.

Known Questioned Costs
MNone

Recommendation

The Department should revise established procurement procedures and include a step to verify whether or nat
the individual or entty is on the list of parties excluded from federal panicipation in procurement and non-
procurement Programs. The Department should also require entives and individuals to submit a certification
stating that they are not suspended or debarred.
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Finding Number: 98-6 {Prior Year Finding No.97-7)
Program: All [inancial assistance programs

Topic Sentence
The Department does not have a systemn in place to prepare and implement corrective action plans and clear

andit findings in a timely fashien.

Category -
Internal Control/Compliance

Compliance Requirement
All applicable compliance requirements as stated in OMEB Circular A-133.

Condition Found
The Department did not prepare a corrective action plan and did not take any corrective action for findings
included in the current year and prior year auditors’ reports.

Criteria
OMB A-133 Circular, section 315 (), requires auditees to prepare a corrective action plan at the completion
of the audit to address cach andit finding included in the current vear auditor’s reports,

Effect

The Department will not be able 1o correct audit findings in a timely manner and as a result conditions found
will be recurring. In addition, the Department could be subject to sanctions from the federal government
including but not limited to the reduction or elimination of grant awards.

Underlying Cause
The Department’s management did not comply with the requirements established in OMB Circular A-133

Known Questioned Costs
Mone

Recommendation

The Department needs to implement & system that proritizes and monitors the resolution of audit findings,
The resoluticn of audit findings can strengthen internal controls and ensure compliance with state and federal
rules and regulations.

Top-level management within the Depantment needs o reemphasize the need to resolve all audit findings as
quickly as possible and take ownership of the issues resulting from all audits. The appointment of a supervisor
of audit and compliance 15 a step in the right direction, but more attention from top-level management will
assist the supervisor in helping to resolve recurring issues, If resource constraints are an impediment to
resolving findings and improving internal controls, the Departments management needs to investigate this
issue.
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Finding Number: %8-10 (Prior Year Finding No.97-1%)
Program: Nutntion Assistance Program For Puerto Rico-CFDA #10.366

Topic Sentence
The Department did not follow required bidding procedures in one procurement transaction tested.

Category
Internal Control/Compliance

Compliance Requirement
Procurement, Suspensions and Debarments

Condition Found

In testing procurement, suspensions and debarments for the fiscal year ended June 30, 1998, we selected 25
procurement disbursements from the Nutrition Assistance Program For Puerto Rico (NAPY which totaled
5944 825 ar 29% of total procurement disbursements of $3,206,143 for the vear, The Department did not
follow the required bidding process for one procurement transaction amounting to $344.400 or 36% of cur
sarnple as follows:

YVieher Murrher Armount
SRIZTCMO296 3344400
Criteria

1 CFR Part 3015182 requires all procurement transactions, regardless of whether by sealed bids or by
negotiaton and without regard to dollar value, shall be conducted in a manner that provides maximum open
and free competition.

Effect
The Department may have acquired goads or services at a higher price or of lower guality than expected. In
addition, not following bidding procedures could result in disallowed costs by the federal awarding agency.

Underlying Cause _
The Department's management does not always review procurement and contracting activities for compliance
with federal and local procurement policies,

EKnown Questioned Costs
$344,400

Recommendation
The Department should conduct periodic independent reviews of procurement and contracting activities o
determine whether policies and procedures are being followed as intended.
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Finding Number: %8-12 {(Poor Year Finding No.97-17)
Program: Nutrinon Assistance Program For Puento Rico-CFDA #10.566

Topic Sentence
The Department has deficiencies in the execution of property management procedures,

Category
Internal Control/Compliance

Compliance Requirement
Equipment Management

Condition Found

In testing real property and cquipment management, we found that the Department does not perform a
reconciliation of physical inventory with the accounting records. In addition, the following items are not
specified in the Department’s property subsidiary ledger:

*  The percentage of federal participation in the cost of the property.
+ The grant under which the recipient acquired the equipment.
= Allinformation on the ultimate transfer, replacement or disposal of the equipment.

Total Nutriional Assistance Program For Peerto Rico property and equipment additions for the fiscal year
ended June 30, 1998 totaled $32,088,

Criteria

As per 7 CFR Part 3013, Subpart B, section 3015169 property records shall be accurately maintained. The
records shall include, for each item of equipment, a description of the equipment including manufacturer's
serial numbers, an identification number, identification of the grant under which the recipient acquired the
equipment, the information needed to caleulate the federal share of the equipment, the acquisition date and
unit acquisition cost, the location, use and condition of the equipment and the date the information was
reported and all pertinent information on the ultimate wransfer, replacement, or disposal of the equipment.

In addition 7 CFR Pant 3015, Subpart B, section 3013.169 also states that every two years, at a minimum, a
physical inventory shall be condueted and the results shall be reconciled with the property records to verify
the existence, current utilization, and continued need for the equipment. Any discrepancies between quantities
determined by the physical inspection and those shown in the accounting records shall be investigated to
determine the causes of the differences,

Effect

The Department is exposed to the risk of possible unauthorized use and disposition of equipment due to the
lack of internal controls and the lack of adequate property and equipment records. The possible
misappropriation of the equipment acquired with federal funds could result in disallowed costs.

Underlying Cause
The Department does not maintain accurate records for acquisitions and dispositions for property acquired
with federal awards.
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Known Questioned Costs
None

Recommendation
The Department’s management should determine that proper procedures are in place to ensure that property

purchased with federal funds is identified and conduct periodic inventories and follow up on inventory
discrepancies. In addition, the Department’s management should review all dispositions of property o ensure
approprizte valuation and reimbursement to federal awarding agencies.
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Finding Number: 98-13
Program: Nutrition Assistance Program For Puerto Rico-CFDA #10.366

Topic Sentence
The Department overpaid a supplier invoice refated to administrative disbursements.

Category
Internal Control/Compliance

Compliance Requirement
Allowable Costs/Cost Principles

Condition Found

In testing allowability of administrative disbursements for the fiscal vear ended June 30, 1998, we selected 31
dishursements from the Nutrition Assistance Program For Puerto Rico which totaled $4.033.18% ar
approximately 14% of the total disbursements of $34,660,187 for the year. The Department overpaid an
invoice in the amount of $117,670 as follows:

Voucher Number Youcher Amount Invoice Amount Overpavment

FE12TCMO296 334,400 5326730 7670

Criteria
T CER Part 3015, Subpart H, section 3015.6] requires recipients to maintain effective comtral over and
accountability for all USDA grant or sub-grant funds, real and personal property assets.

Effect
This situation could result in the disallowance of costs by the federal awarding agency.

Underlying Cause
The Department’s management does not always review transactions to ensure that payments agree with
Invoice amounts.

Known Questioned Costs
None. (Overpayment of $117,670 was included as part of finding No.98-10.)

Recommendation
The Department’s management should review expenditures (o ensure that amounts are adequately supported
and approved before federal funds are disbursed.
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Finding Number: 98-14 (Prior Year Finding No 97-11)
Program: Nutrition Assistance Program For Puerto Rico-CFDA #10.566

Topic Sentence
The Department expended federal funds for unallowable administrative costs that benefited other programs.

Category
Internal Control/Compliance

Compliance Requirement
Allowable Costs/Cost Principles

Condition Found

In testing allowability of administrative disbursements for the fiscal year ended June 30, 1998, we selected 31
dishursements from the MNutrition Assistance Program For Puerte Rico which wtaled 54033183 or
approximately 14% of the total disbursements of $34,660,187 for the year. We found that the Depaniment
used NAP funds for expenditures that benefited other programs. This occwred in five out of the 3l
administrative disbursements tested, amounting to $31,938 or less than 1% of our sample as follows:

Youcher Number Agmanmnt
GEADSEF)ZE2 F 540
QELATOMO32Y 1,280
GRL2TCMO3LS ' 2218307
QEI2TOMOZSD 545
GETOECMOG ] E 7000

Total F3L958

i*y Amount questioned in finding No 98-11. Net questioned costs amount w 5,763,

Criteria

7 CFR 277.2 states that unless authorized by federal legislation, costs charged to other federal grants or to
ather federal contracts may not be considered as reimbursable state agency costs, Furthermore, OME Circular
A-87 states that to be considered as allowable, a cost cannot be included as a cost or used to meet cost sharing
or matching reguirements of any other federal award in either the current or a prior period, except as
specifically provided by federal law or regulation.

Effect :
This situation could result in the disallowance of costs by the federal awarding agency.

Underlying Cause
The Department’s management did not review the disbursements to determine if they were made for
allowable costs.

Known Questioned Costs
50,765, However, we have estimated the likely questioned costs to be in excess of 510,000,

Recommendation

The Department’s management should provide personnel approving and pre-auditing expenditures with a list
of allowable and unallowable expenditures and there should be interaction between management and staff
regarding questionable costs.
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Finding Number: 98-17 (Prior Year Finding No.97-12)
Program: MNutrition Assistance Program For Puerta Rico-CEDA #10.566

Topic Sentence
The Department did net request administrative grant federal funds in accordance with established procedures,

Category
Internal Control/Compliance

Compliance Requirement
Cash Management

Condition Found

During the year ended June 30, 1998, the Department requested funds from the Nutrition Assistance Program
administrative grant, totaling 535.380,330. From a sample of nine requests totaling 33,833,847, or
approximately 17% of total requests, we found that in five requests the Department requested funds for
administrative costs using a different method (Zero-Balance) than the one specified in the Treasury-State
Agreement, which 1s prorated drawdowns. The requests were as follows:

Youcher Aot

Mumber Requested

118 $113.023
127 2131
139 2,090
182 15,358
239 TRT2
Tutal 5140474
Criteria

31 CFR 203, which implements the Cash Management Improvement Act of 1990 (CMIA)Y (P.L. 101-453),
requires state recipients o enter into agreements which prescribe specific methods of drawing down federal
funds for selected large programs.  Also, according to the signed Treasury-State agreement, NAP
adrinistrative expenses should be requested wsing the Prorated Drawdowns funding technique which requires
the Program to request one-sixth {1/6) of the administrative expenses on the payroll's average clearance date
{4 days after the payroll check's date) when the payroll is paid semi-monthly, or one-third if paid monthly.

Elfect
The Department could be exposed to sanctions by the federal awarding ageney due to violatons of the
Treasury State agrecment,

Underlying Cause )
The Department does not conduct periodic reviews of cash management transactions for compliance with the
Trzasury-Stale agreement.

Known Questioned Costs
Mone
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Recommendation
The Department's management should schedule periodic independent evaluation {e.g. by internal audit, top

management) of entity cash management, budget and actual results, repayment of excess interest eamnings,

and federal drawdown activities,
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Finding Number: 98-27 (Prior Year Finding No.97-30)
Program: MNutnition Assistance Program For Pueno Rico-CFDA #10.366

Topic Sentence
The Department filed a Financial Status Report that does not agree with the general ledger.

Category
Internal Control/Compliance

Compliance Requirement
Eeporting

Condition Found
We could not agree the amounts of dishursements in the Financial Stams Repeonis to the general ledger.

Furthermore, ne reconciliation is prepared by the Department’s personnel.

Financial Status

R
Cruarter Ended General Ledger Financial Status Repaort 0“.:?13:‘;”!
L5 5258 453,601 S24%RIBAGDH H1EA351T}
33008 209G 634,167 202 BB 838 (6,750,329
GIAGDE FE1LI2L 535 278,519,387 {2,602,146)

In addition, we could not agree the amount reported for the SWIP pontion of the NWAP program as follows:

Financial Status
Cruarter Ended CGreneral Ledzer Financial Status Heport Beport Over ! (Under}

33198 5 6718512 55,878,843 SEA0 GED
G0 6,124,059 5570065 553274
Criteria

T CFR Part 3013, Subpart H, section 3015.6]1 states that complete, accurate and current disclosure of the
financial results of sach USDA spansored project or program shall be made.

ffect

Failure to report accurate performance prevents the federal awarding agency from menitoring the
performance of the program's financial activities, from assessing the achievements of the program and from
evaluating the grant award for the following year. At the same time, the federal awarding agency could make
significant adjustments to the grant already awarded, resulting in disallowed costs.

Underlving Cause
There is no supervisory review of repons performed to ensure the accuracy and completensss of data and

information included in the reports,

Known Questioned Costs
MNone

Recommendation
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The Department’s management should conduct reviews of the Financial Status Report prior to filing
comparing amounts to supperting records 1o ensure accurate reporting of award activities to the awarding
AZEMCY,
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Finding Number: 98-35
Program: The Emergency Food Assistance Program [Administrative Costs) -CEDA #10.568

Topic Sentence
The Department does not caleulate and report interest liabilides,

Category
Internal Control/Compliance

Compliance Requirement
Cash Management

Condition Found

During our Cash Management test, we selected 13 Emergency Food Assistance Program (TEFAP) federal
funds drawdowns, which amounted to $808.893, or approximately 34% of total TEFAP drawdowns. Toral
TEFAP drawdowns amounting to 52,402,665,

In 12 out of the 13 drawdowns selected, we were unable to determine the date of the vouchers used to
disburse such funds because the voucher was naot dated.  For the remaining drawdown selected,  the
dishursement [voucher #98708000384) was prepared on December 11, 1997, or 56 days after the drawdown
wis mada.

Criteria

As per 31 CFR Part 203.6, when using pre-issuance funding technique a state shall request funds not more
than thres business days prior to the day on which it makes a disbursement, and a Federal agency shall deposit
funds in a State account the next business day after receiving a request for funds. In addition, 31 CFR Par
205.7 defines pre-issuance funding as a method of transferring Federal funds to a State prior to the day the
State issues checks or initiates EFT payments. When this funding technigue is applied, a State will incur an
interest lizbility (o the Federal Government from the day Federal funds are credited to a State account to the
day the State pays out the funds for programs purposes.

Also, 31 CFR Part 203.13 requires the State to calculate and report imerest labilities on the basis of its {iscal
year, A State shall ensure that its interest calculmions are auditable. As set forth in Section 203.9, a Treasury-
State Agresment must include the method a State will vse to caleulate and document interest labilities
pursuant to this subpart.

Effect

As a result of the lack of appropriate accounting records and inefficient controls over cash management, the
Department 15 unable to determine the interest liability owed to the Federal Government for the use of Federal
[unds beyond the appheable umeframe.

In additien, the Department may owe the federal government interest accrued due to the inefficiencies in the
cash management and check issuance procedures,

Underlying Cause

The accountng records do not provide the information necessary to comply with grant requirements and the
Commonwealth’s check issuance process is inefficient and takes mare than three days to complete. In
additicn, the Department’s accounting records are deficient and inaccurate as explained in finding No. 98-1.



Appendix C
Page 19 of 22

Known Questioned Costs
MNone (Due o the natre of this finding, we were unable to determing the amounts resuling in guestioned

coss.]

Recommendation
The Department should reorganize its accounting and cash management procedures to conform with the

requirernents in 31 CFR Part 205, Additionally, the P.R. Department of the Family and the Commonwealth’s
Treasury Department's personnel should prepare new check issuance procedures to enable them to comply
with the pre-issuance funding requirements also found in 31 CFR Part 205,
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Finding Number: 98-45

Program: Temporary Assistance for Needy Families-CFDA # 93.558

Topic Sentence
The Department did not perform fiscal evaluations befare expending federal funds.

Category
Internal Control/Compliance

Compliance Requirement
Allowable Costs/Cost Principles

Condition Found

In testing allowability, we selected 25 disbursermnents from the TANF program totaling $3.212849 or
approximately 4% of total program disbursements of $71,631,520 for the fiscal vear ended June 30, 1998,
The Department did not perform a fiscal evaluaton before making disbersements, in 13 out of the 23
selections tested amounting to $82,599 or 3% of our sample as follows

Voucher Amaornt

QETOTCMOGIE 520,554
SEADSEFIO23 4,140
SRIOIIITE2E 32526
GEOLCMOSIS 5,825
DEALSEFMGA 3080

98 ADSEFO0T 687
SEADSEFDI20 135
934ADSEFOL50 159
UEIZ2TCRO 19 1249
9gI27CMOsze 1280 )
QRIZICMO410 185

PEIZTOMO402 2698
QEIZTCMO3ST 1,380

Total 382 598

(*) Disbursement included as part of the questioned costs reported in finding No. 98-42. Netl questioned costs
amount to 381,318,

Criteria

As per OMB Circular A-102, actual expenditares or outlays must be compared with budgeted amounts for
each grant or subgrant. Financial information must be related to performance or productivity data, including
the development of unit cost information whenever appropriate or specifically required in the grant or
subgrant agreement,

Effect
The Depariment may have expended program funds for unallowable activities, which could result in
disallowed costs by the federal awarding agency.

Underlyving Cause

Employees are not trained to obtain the correct information and files are not reviewed by management to
determine that all required information is present.

Known Questioned Costs
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581,318

Recommendation

The Department’s management should ascertain that adequate source documentation exists o support
amounts and items reported as expenditures. The Department should alse establish a recordkeeping system 1o
ensure that accounting records and documentation are retained for the time period required by applicable
requirements and the provisions of laws, regulations, contracts or grant agreements applicable to the program,
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Finding Number: 98-66

Program: Child Care and Development Block Grant-CFDA #93.573

Topic Sentence
The Department expended federal funds for unallowable costs.

Category
Compliance

Compliance Requirement
- Allowable Costs/Cost Principles

Condition Found

In testing allowability over administrative disbursements, we selected 25 Child Care and Development Block
Grant administrative disbursements from the fiscal year ended June 30, 1998, which totaled $5754,096, or 9%
of total administirative disbursements. Total Child Care and Development Block Grant administrative
dishursements during the fiscal year amounted to 58,631,392, The Department used Child Care program
funds to pay for permanent improvements of the administrative offices. This occurred in one out of the 25
adrninistrative disbursements tested, or 2% of our sample ameunting to $12,500 as follows:

Voucher Maomhber  Amount
G247 FI,500

Criteria
45 CFR 93.54 states that no funds shal] be expended for the purchase or improvement of land, or for the
purchase, constraction, of permanent improvement of any building or facility.

Effect
The Department expended program funds for unallowable activities, which could result in disallowed costs by
the federal awarding agency.

Underlying Cause
The Department’s management did not review the disbursement to determine if it was an allowable cost.

Known Questioned Costs
12,300

Kecommendation

The Department's management should establish controls to ensure tat all disbursements are reviewed in order
to provide reasonable assurance that federal awards are expended only Tor allowable activites and that costs
for goods or services charged to federal awards are allowable and in accordance with applicable cost
principles,



Overview of the Office of the Inspector General

Office of Audit

The Office of Audit (OA) conducts comprehensive financial and performance audits of the
Social Security Administration’s (SSA) programs and makes recommendations to ensure that
program objectives are achieved effectively and efficiently. Financial audits, required by the
Chief Financial Officers Act of 1990, assess whether SSA’s financial statements fairly present
the Agency’s financial position, results of operations, and cash flow. Performance audits review
the economy, efficiency, and effectiveness of SSA’s programs. OA also conducts short-term
management and program evaluations focused on issues of concern to SSA, Congress, and the
general public. Evaluations often focus on identifying and recommending ways to prevent and
minimize program fraud and inefficiency.

Office of Executive Operations

The Office of Executive Operations (OEO) provides four functions for the Office of the
Inspector General (OIG) — administrative support, strategic planning, quality assurance, and
public affairs. OEO supports the OIG components by providing information resources
management; systems security; and the coordination of budget, procurement,
telecommunications, facilities and equipment, and human resources. In addition, this Office
coordinates and is responsible for the OIG’s strategic planning function and the development and
implementation of performance measures required by the Government Performance and Results
Act. The quality assurance division performs internal reviews to ensure that OIG offices
nationwide hold themselves to the same rigorous standards that we expect from the Agency.
This division also conducts employee investigations within OIG. The public affairs team
communicates OIG’s planned and current activities and the results to the Commissioner and
Congress, as well as other entities.

Office of Investigations

The Office of Investigations (OI) conducts and coordinates investigative activity related to fraud,
waste, abuse, and mismanagement of SSA programs and operations. This includes wrongdoing
by applicants, beneficiaries, contractors, physicians, interpreters, representative payees, third
parties, and by SSA employees in the performance of their duties. OI also conducts joint
investigations with other Federal, State, and local law enforcement agencies.

Counsel to the Inspector General

The Counsel to the Inspector General provides legal advice and counsel to the Inspector General
on various matters, including: 1) statutes, regulations, legislation, and policy directives
governing the administration of SSA’s programs; 2) investigative procedures and techniques;
and 3) legal implications and conclusions to be drawn from audit and investigative material
produced by the OIG. The Counsel’s office also administers the civil monetary penalty program.
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