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ADMINISTRATION AND SELECTED COMMUNITY ACTION AGENCIEEJ7

Mister Chairman and Members of the Committee:

We are pleased %o be with you today to discuss the results
of two reviews involving the Community Services Administration,
as well as an ongoing review of its grant accounting system.
With me today are George Zgan and Lawrence Sullivan of the
Accounting and Financial Management Division.

We have previocusly testified before the House Commi ttee
on Government Operations, Subcommittee on Manpower and Housing
in May 1980 concerning these reviews. We alsc testified before
the Senate Committee on Governmental Affairs, Subcommittee on

Federal Spending Practices and Open Government. On August 22,




1980, we issued 2 report entitled, "Weak Financial Controls
Make the Communiiy Services Administration Vulnerable to Fraud

and Abuse."
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The firs‘:g:”‘"*reviw wmapurﬁwmed *o iavestigate allegations
of misuse and abuse of Federal funds disclosed by audits of selected
community action agencies and to determine if action had been taken
to correct the management deficiencies which permitted the misuse
and abuse to occur. We believe the problems identified are
indicative of weaknesses in the internal controls used =5 safe-
guard Federal grant funds provided to these agencies. This
review was not restricted to CSA funded activities but covered
all Federal funds providad ts> these agencies. In this effor:
we identified Sour majer problem areas:

--gxcess cash on hand,

-—inadequate control over service argani;ationa,

——dual reimbursement of grantee expehses, and

-
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In addition, we found numercus other instances of program abuse

--inadeguate control over Zfixed assets.

and error. . vk
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The purpose of the second review was)to determine

why CSA and its grantees are vulnerable to misuse of Govern-
ment funds. This study concentrated on whether CSA itself has
a system of internal controls. Good internal controls are the

most effective deterrent to fraud, embezzlement and relaced
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illegal aCt;mJ Int;rnul controls are the body of checks and
balances which organizations set up to spread work out in such
a way that one person or function checks on what another person
or function does. These checks detect errors and make fraud
and related acts more difficult. Wﬁood internal control by CSA
is extremely important because the agency and its grantees
annually handle about $2 billion in Federal funds. Mw

Ewyo concluded that CSA has not placed enough emphasis on
internal controls and that this condition influences regional
offices and grantees. Therefore, we believe that many regicnal
offices and grantees are more vulnerable to fraud, abuse, and
error than they should be. |

Now I would like o diacusu the results of both assign-
ments in scme detail. I will start with the four problem areas
identified in our £irst review.
Audit of Community Action Agencies
Excess Cash

Mw§a found that millions of dollars of excess Federil
cash hava been retained by community actlcn agencxagM;Such
"excess cash in the hands of gruntaesfincreasasqﬁhe Federal
Goverrment's operating cost in the form of interest that
the Treasury pays on the money it bcrrdwézgln addition,
-~

szceas cash has been lcaned to other grant programs,

delegate agencmes, and octher govnrnmental units: has been



used to subsidize non-govermmental activities of com-
munity acticn agencies; has been used to earn interest:;
and at one location, excess cash has been diverted and
«mbczzlad?j}

For example, on January 31, 1979, one community
action agency reported a balance of §1.8 million of Csa
funds. It's average monthly disbursements was §$181,000.
Thus, thim agency's cash on hand was 10 times its average
monthly disbursement needs.

At the same community action agency, we found that two
former employees had diverted $1.8 million of CSA funds to
interest~bearing accounts in three banks. None of the three
appeared on the grantee's financial records. Some of these
funds were held for periods of up to 6 months and earmed
$50,000 of interest which was not reported nor remitted to
the Pederal Government until ocur audit disclosed it;
exlistence. .

In addition to diverting funds, one former employee of
this community action agency also embezzled §$120,000 of idle
HEW (now HHS) funds during the period from February through
November 1976, by making checks payable to himself, deposit-
ing them into his personal savings account, and when the
checks were returned, changing the payee +to the grantee toO

make them appear legitimate.



Service Corporations

Lmﬁe found that hundreds of thousands of dollars have
been used to buy services and rent property from closely
ralatad, non-profit arganizations,'called service corpora-
tionfﬁySmmm of these corporations perform valid functions
related to grants such as providing bus transportation for
partig punfa.in the Head Start grant program. Others, how-
evcr,“ﬁagx entered into transactions which have contributed
to the loss of control over Feddral funds and in some cases
the circumvention of the restrictions on the use of grant

One such scrvice‘cbrpmration had no employees and no
functions other than the writing of checks to repay loans
which were used to acquire real and perscnal property. The
corporation shared a common executive airectcr,with its
community action agency and four of its board of directors
either served as members of the community action agency's
board or were involved in operating its ./ead Start program.

Since it was established, this service corporation has

purchased and sold items of real and personal property. In
1973, it purchased 22 buses for #152,000. These buses were
scld in 1978 for $85,000 and the proceeds were retained by
the service corporation. At approximately the same time, it
purchased 33 new buses for 5472.000. The bank note for pur-
chase of the 33 buses was signed by the executive director of

the community action agency.




In addition, this service corporation has also
purchased two buildings--one in 1973 for $44,000 and-
one in 1978 for §25,000. On August 15, l97§, the ap-
praised value of the two buildings was $234,000.

Most costs associated with the purchase, operation,
and maintenance of the buildings and buses have been or
are being cﬁargud to Federal grants. The community action
agency reimbursed the service corporation for all down
payments except one for §$5,000, and for all principal and
interest payments on the loans used to acguire the buses
and buildings. If the service corporation repays the loans
as sched%lmd, such costs will amount to over $860,000 in-
cluding $172,000 of interest, an expense not normally
chargeable to Federal grants. The community action agency
also paid for all renovations made to the buildings as well
as all operating costs associated with the buildings and buses
and charged those costs to the Head Start grant.

”Wgacause of this unique relationship whereby the service

corporation purchased the property and leased it to the com-
munity action agency, the Federal Government, while paying

all costs of purchasing and maintaining the property, has

[

lost all control over it. “w .

g
Dual Reimbursement

E“We found that over a million dollars of Federal funds

e

% This has
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occurred because reimbursements are claimed under more than one
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federally assisted prmgrwmw

Difficulty in tracking reimburse-
ments to their funding source aﬁd inadequate financial report-
ing mechanisms make it relatively easy for this to happen. For
example:

--One community action agency received over $76,000
of excess reimbursa@unt because it claimed the total
cost of providing food service to children under
several Federal programs.

--Another received over $855,000 in dual reimbursement
between July 1974 and May 1977 because it was reim-
bursed for the same food costs under Agriculture's
Child Care Pood program and HEW's Title XX program.

~—Another received $61,000 of dual reimbursements be-
cause it charged as administrative expense to its
Emergency Energy Assistance program the same expense
that it charged to its other Federal programs.

-~A day care center received dual reimbursement of
$38,000 during a one-year period because salaries
of employees hired under several Federal job train-
ing and work relief programs were also reimbursed
under Title XX grants.

Fixed Assets -

| We found that tens of thousands of dollars of fixed

!
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assets purchased with Federal funds have been lost, stolen

or improperly disposed of. In addition, grantee property




records were inécmpleta and inaccuraté;ﬁ For example,

at oné community action agency we fouﬁd:

--Over $9,400 of office and photographic equip-

ment contained in a certified inventory report
sent to CSA in February 1979 could not ba.
located. .

--$3,000 of assets were included in the same
certified inventory sent to CSA, even though
the agency's property officer knew the items
were missing. This included a 1968 automobile,
lawnmowers, cassette recorders, a microfiche
reader, and a radio.

At another community action agency, we found that 9
vehicles had been sold for a total of $64 to individuals with
close ties to the agency. After we disclosed this, the agency
and the individuals involved in the sale agreed that two af the
vehicles would be returned and an additional amount would be
paid for the other seven.

Vulnerability Audit

As I indicated earlier we issued a report to. the Congress
on the vulnerability of CSA to fraud, waste, and abuse in
August of last year. I will briefly summarize some of the
internal control weaknesses we noted during this review and
relate to you what has or can happen as 2 result of these
weaknesses.

sy

HAt CSA headguarters anéd regional offices we found that:




-~The agency made inﬁufficiant and untimely reviews
of grantee cash requests and quarterly expenditure
reports used in the automated cash management systaq@w
As a result, grantees cmntinqad to receive and main-
tain excess cash. ‘

%;Funas available for CSh's wmplcyee payrcll and grants
nigues commonly used in autmmm;;d payroll systems --
record counts and predetermined control totals -- were
not being usmd.. The lack of such controls makes it

easier to add, lose, or alter documents during process-

ing without detection.

-¢Physlcal security at CSA's computer facility was poor
at the time of our review, making both the facility .
and the accounting records highly vulnerable to fraud,
abuse, and demtruction. mAlmo, access to the computer
rocm and tape llbrary was not properly restricted.

—%Prcparty management duties were not delegated to a

M:;fflclent number of pecple to provide the necessary
checks and balancas.whAlaof CSA's property records did
not reflect the 1oé;1icn of furniture and équipment
because there was no central file of these items.

Some equipment pqrchasod with Federal funds could
not be found.
.

At the grantees we visitadﬂqwe found that internal controls
L

were unacceptably weak despite numercﬁs CSA publications which



provide internal control guidance and repeated recommendations
of independent accounting firms made during annual audits of
grantee activitim;ﬂm Specifically:

=N e qramt@ﬁwﬁms not dapmaiting‘employeo deductions for
medical insurance in a self-insurance fund as it was
supposed to and could not account for what had been
done with these funds because of poor internal controls.
The grantee used over $73,000 of CSA's funds improperly
to pay employee claims.

--At several grantees, payrcll duties were not properly
separated among employees. Without any supervision,
one Ar two persons 6ft¢n controlled payroll additions,
deletions, and calculations as well as distribution
of paychecks. At onu.qrantea, persons had been placed
on the payroll and paid without proof that they were
employed. In one case, an employee remained on the pay-
roll for over three months after quitting.

--At many grantees, purchasing and property management
functions were performed Dy only one Or two persons.
They prepared purchase orders, placed orders, received
goods, recorded items on inventory records, maintained
inventory records, and conducted physicul counts of
inventories. We found postdated purchase orders,
receiving reports'writtan in advance and predated,
inaccurate inventory records and many items missing
£rom inventory.
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--0One grantee with an $11.5 million budget failed to
sufficiently define the needed qualifications for a
controller and had hired an individual with only
limited experience as an accounting technician. As
a result of our identification of numercus internal
control weaknesses for which the controller was re-
sponsible, this official was asked to, and did resign.

--One grantee, which made loans to community businesses,
failed to require, ewtablish, or use loan applications,
promissory notes, repayment schedules, collateral,
penalty provisions, or payment due notices. As a
result, the grantee had written off about SB0,000

. (18 percent) of its loans and established another
$56,581 (34 percent) as doubtful accounts. .

--0ther grantees had internal control weaknesses in
travel. The most serious was one which did not require
its employees to prepare travel vouchers. Employees
received travel advances based on their anticipated travel
and the advances were immediately expensed instead cf
becoming an accounts recei§able owed by the employee.

--Another grantee disbursed $400,000 to a delegate agency
for training owners of small businesses and/or economi-

cally assisting community businesses. Two years and
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§359,000 later, the grantee learned that the delegate
agency had ceased operations; that two of its employees
had stolen $16,000: and that virtually noﬁe of the grant
money was spent for its intindud purposes. The grantee
had not required the delegate agency to submit either
progress or financial reports.

These are the major internal control weaknesses we identified
during this vulnerability assessment. However, many more but less
serious weaknesses were also found at every location we visited
and when considered in total led us to conclude that CSA was
vulnerable to fraud and abuse. We bdelieve that the primary cause
of C8A's vulnerability is that it had not placed enough emphasis
on enforcing the requirement for strong internal controls to be
in place throughout its orgacization. orfigi@;s have concentrated
more on delivering funds to grantees than they have on funds con=-
trol uﬁd accountability and monitoring. This emphasis influenced
CSA regional officials and community action agencies who distrib=-
uate Federal funds.

We alsc found thaﬁﬂ;nny of the weaknesses we identified during
our review were similar to or the same as weaknesses identified
and reported to CSA in previous years by independent accounting

firms during the annual audit of grantee operations. Yet, the

We are covering WSA's grant accounting system ¢

hb,m‘

s part of an

ve found

i,
‘‘‘‘‘‘‘

serious weaknesses in the system--confusing financial reports,

ongoing review of advances made by the Government.
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erronecus information in the automated records and thé failure
to follow accounting procedures--resulting in gross overstate-
ments of assets and inaccurate monitoring of grantee cash
advance balancns;j‘Fur example, information in the system's
automated accounting records is erronecug. Direct confirma-
tion of cash advance balances for 195 grants disclosed that
the system overstated the balances by over 900 percent. The
accounting system showed $100 million in undisbursed Federal
cash while grantees reported they had only 10 million in
Federal cash. We found that inaccurate reports on the financial
status of grants--particularly cash advances cutstanding--enabled
grantees to hold Faderai monies far in excess of the current
cash needs with little fear of being questioned by agency
persconnel. '~ Our confirm#iion of cash advances for the 195 grants
disclosed that 139 grantees had between 4 and more than 90 days
cash on hand even though Treasury regulations limit grantees to
a 3 day supply. In three extreme cases, grantees had a year's
supply of cash.

gfur work has shown that the erroneous information in the
accou;ting records was caused primarily by (1) grantees not
submitting expenditure reports called for in their grant agree-
ments in a timely manner with some reporting 7 months late, (2)
CSA Perscnnel not promptly entering expenditure information into

the automated accounting records with delays up to 30 meonths,
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{3) CSA Personnel not using available administrative remedies,
such as suspending funds to grantees to assure they complied
with financial reporting requirements, and (4) inadequate ac-

counting system reports on the status of cash advances. !

T™is concludes my prepared statement, Mr. Chairman.
We would be pleased to answer any gquestions you or other

members of the Committee may have.

~
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