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Foreword 

The Office of Human Development Services is an organizational 
component of the Department of Health and Hcman Services. In fis- 
cal 1982  it received approximately $ 4 . 9  billion in budget author- 
ity. The Office of Human Development Services is responsible for 
administering human services programs to the elderly, children, 
Native Americans, persons with developmental disabilities and pub- 
lic assistance recipients. In addition, the Office advocates state 
and local programs for these groups to help elininate social 
barriers which preclude them from fully participating in society. 

This technical summary is one of eleven volumes of detailed 
information that supports the overall Financial Management Profile 
for the Department of Health and Human Services (AFMD-84-15, April 
9, 1 9 8 4 ) .  The technical summaries provide detailed information on 
the major organization components of the Department of Health and 
Human Services (the Department), their financial management sys- 
tems, and major internal control strengths and weaknesses in these 
systems. 

The financial management profile of the Department and the 
eleven technical summaries were prepared by GAO as a pilot test of 
a new audit approach--called Controls and Risk Evaluation (CARE)-- 
for ( 1 )  identifying and describing the financial management systems 
used by an agency and (2) assessing and ranking the internal con- 
trol strengths and weaknesses of the systems. This analysis is 
based on reviews of available systems documentation, discussions 
with agency personnel, and reviews of prior GAO and Inspector 
General reports. Tests were - not performed on actual information 
processed by and recorded in the systems, therefore, conclusions 
cannot be reached about whether the systems' internal controls were 
actually operating as designed. 

The information in this technical summary is intended for use 
in : 

--planning future tests and evaluations of the accounting and 
financial management system at the Office of Human 
Development Services, 

--monitoring the Office's efforts to implement the Federal 
Managers' Financial Integrity Act of 1982, and 

--supporting and enhancing the understanding and application 
of the CARE-based methodology by designers, operators, and 
evaluators of agency accounting and financial management 
systems. 

This technical summary provides a description of the financial 
management structure of the Office of Human Development Services. 
Four financial management systems form the financial management 
structure of the Office. These systems are used to ( 1 )  control 
appropriated funds and other resources; ( 2 )  authorize the use of 
funds; and (3) capture, record, process, and summarize financial 



information related to the execution of its budget authority. The 
summary also provides a detailed analysis of the four systems and 
identifies specific internal control strengths and weaknesses in 
each system. 

During our survey agency officials were briefed. The summary - 
was provided to cognizant agency officials for their review and 
comments. Agency comments were considered and appropriate changes 
were made in preparing this summary. The assistance and 
cooperation of agency management enhanced the successful completion 
of the work. The results of the survey will be used by GAO as the 
basis for planning future reviews of the Office of Human 
Development Services' financial management systems to ascertain if 
they conform to the Comptroller General's accounting principles and 
standards. This summary is being provided to the Office to assist 
it in its continuing efforts to improve financial management. 
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THE OFFICE OF HUMAN DEVELOPMENT SERVICES-- 

ITS RESPONSIBILITIES, ACTIVITIES, AND 

FINANCIAL MANAGEMENT STRUCTURE 

The Office of Human Development Services (OHDS) is responsible 
for operating federal human services programs--such as programs for 
the aged and the head start program. OHDS received $4.9 billion in 
fiscal 1982 budget authority and employed about 5,700 individuals. 
Its budget authority includes funds for state and local 
municipalities for social services and work-related training 
programs. 

OHDS does not operate its own accounting--general ledger/ 
administrative control of funds system--but does maintain commit- 
ment control, personal property, and procurement systems. OHDS's 
general ledger accounts are maintained on the Department of Health 
and Human Services' (HHS's) Office of the Secretary's (OS) 
Accounting System. This system provides for administrative control 
of OHDS's congressional approved spending authority. OHDS 
procurements are also processed through the OS's Accounting 
System. 

OHDS operates four financial management systems which provide 
OHDS managers with information on discretionary and formula grants, 
the status of personal property, and the status of OHDS's spending 
authority. We surveyed these systems to determine whether they 
provide OHDS managers with the information needed to effectively 
control grants, personal property, and OHDS's spending authority. 

In assessing OHDS's systems, we found that systems' controls 
appear adequate to ensure that managers received reliable infsrma- 
tion. There are, however, certain aspects of these systems' 
internal controls that could be strengthened. Specifically, OHDS 
needs to improve controls over: 

--Information rejected from further processing by computer 
edits. 

--Information in OHDS's financial management systems and 
related information in the OS's Accounting System. 

--Cash advances to OHDS grantees. 

OHDS does not monitor and control grantees cash drawdowns of 
advanced cash because these responsibilities rest with the Depart- 
mental Federal Assistance Financing System and the Office of the 
Secretary's Division of Accounting Operations. OHDS management, 
however, has recognized the need for improving controls over cash 
advances to grantees to better assure that grantees do not maintain 
excessive balances of federal cash. OHDS is in the process of 
enhancing its automated grant systems to better control cash 
advances to grantees. 



Appendix I discusses the objectives, scope, and methodology used in 
applying the controls and risk evaluation approach to identify the 
financial management structure of OHDS. Appendix I1 lists the 
internal control strengths and weaknesses we identified in the 
financial management systems. Appendix I11 shows the 
interrelationship of those systems. Appendix IV contains the 
agency comments which were considered and appropriate changes were 
made in preparing this summary. 

RESPONSIBILITIES AND ORGANIZATIONAL 
STRUCTURE OF THE OFFICE OF HUMAN 
DEVELOPMENT SERVICES 

OHDS administers human development service programs to the 
elderly, children, youth, Native Americans, persons with develop- 
mental disabilities, and public assistance recipients. These 
include programs for the aged and head start. In addition, OHDS 
advocates state and local programs for these groups to help elimi- 
nate social barriers which preclude them from fully participating 
in society. These include programs such as, foster care and 
adoption assistance programs. 

OHDS is headed by an Assistant Secretary, who reports directly 
to the Secretary of HHS and is comprised of eight operating 
entities. A brief description of each entity follows: 

--Office of the Assistant Secretary for Human Development 
Services provides executive direction, leadership, and guid- 
ance to all OHDS components, including OHDS staff assigned 
to HHS's ten regional offices. 

--Office of Policy Development formulates policy and provides 
direction in establishing agency goals and objectives. 

--Office of Program Coordination and Review is responsible for 
assuring coordination in the management of all programs 
administered by OMDS. 

--Office of Management Services advises the Assistant Secre- 
tary for Human Development Services on internal OHDS admini- 
stration and management, federal financial participation in 
state and local grantee information system development 
efforts, and reporting requirements for state and local 
grants. 

--Administration on Aging is the principal agency designated 
to carry out the provisions of the Older Americans Act of 
1965.  

8 

--Administration of Children, Youth, and Families seeks to 
expand and improve the range of human services which promote 
sound development of children and youth. 
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--Administration for Native Americans represents the concerns 
of American Indians, Alaskan Natives, and Native Hawaiians, 

--Administration on Developmental Disabilities assists states 
to increase the quality of services to persons with develop- 
mental disabil ities. 

FINANCIAL MANAGEMENT 
STRUCTURE OF OHDS 

OHDS's general ledger accounts, spending authority, and 
internal and external financial reports are maintained , control led, 
and produced by the OS Accounting System. The OS Accounting System 
is discussed in a separate technical summary, OHDS's personal 
property is recorded by and controlled through the OHDS's Office of 
Administrative Services. OHDS procurement of goods and services is 
authorized by OHDS, but the actual purchase is done through the 
Office of the Secretary's Procurement Branch. 

OHDS operates four automated financial management systems 
which provide OHDS managers with financial information on grants, 
personal property, and status of OHDS's spending authority. The 
four systems are the: 

--Grants Management Information System, 

--Administration on Aging (AOA) Financial Status Reporting 
System, 

--Property Accounting System, and 

--Commitment Ledger System. 

The Grants Management Information and AOA Financial Status 
Reporting Systems process awards to grantees, record expenditures 
reported by grantees, and provide input information to the OS 
Accounting System. The Property Accounting System records the 
acquisition and disposition of personal property and maintains 
OHDS's inventory of personal property. The Commitment Ledger 
System is used to record commitments for payroll costs and 
administrative expenses. 

Inputs into the Commitment Ledger System come from information 
reported to OHDS from HHS's Central Payroll System, obligation 
documents from OHDS's staff offices, and reports from the OS 
Accounting System. This system controls OHDS's commitment of funds 
and records commitments prior to them being recorded in the OS 
Accounting System. However, the commitments, such as obligations 
and trave3 vouchers are entered in the OS Accounting System 
manually from hard copy documents. The Commitment Ledger System is 
a stand-alone system to provide OHDS managers with supplemental 
information on the status of OHDS's spending authority. 
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Our survey focused on the operations of OHDS's Grants 
Management Information, AOA Financial Status Reporting, and Pro- 
perty Accounting systems. We did not survey the operations of the 
Commitment Ledger System because it supplements the information in 
the OS Accounting System. In addition, it does not authorize 
disbursements or provide input into the OS Accounting System. The 
following sections discuss the inputs, processing, outputs, and 
related internal control strengths and weaknesses of the OHDS 
financial management systems. 

Grants Management Information System 

agers with information on the status of OHDS project grants except 
for the formula grants awarded by the Administration on Aging. The 
Grants Management Information System ( 1 )  records initial grant 
awards, information on expenditures, and financial status of grants 
reported by grantees, ( 2 )  maintains a grant masterfile, and ( 3 )  
produces a series of reports on the financial status of grants. A 
brief discussion of payment methods, system inputs, processing, 
outputs, and related internal control strengths and weaknesses 
follows. 

The Grants Management Information System provides OHDS man- 

Pavmen t methods 

Five different payment methods are used to provide funds to 
OHDS project grantees. Specifically, the methods are the: 

--Letter-of-credit under the Departmental Federal Assistance 
Financing System. 

--Letter-of-credit administered by HHS's Division of 
Accounting Operations. 

--Treasury checks issued by HHS's Division of Accounting 

--Treasury checks issued by HHS Is regional of f  ice's and 

Operations. 

accounted for through HHS I s Regional Accounting System. 

--Reimbursement authorized by BHS's Division of Accounting 
Operations based on expenditure reports from grantees. 

The Letter-of-Credit under the Departmental Federal Assistance 
Financing System is the primary method of disbursing funds to 
grantees. 

System inputs 

The Grants Management Information System receives three in- 
puts: 

--Draft Notice of Federal Assistance Award, 

--Federal Cash Transactions Report (SF 272) and, 
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--Financial Status Report (Standard Form (SF 269). 

The draft Notice of Federal Assistance Award is received and pro- 
cessed through the system on a daily basis. The Federal Cash 
Transactions Report is prepared by each grantee on a quarterly 
basis and sent to OHDS. The Financial Status Report is prepared by 
each grantee on a quarterly basis and sent to OHDS. Information on 
the two reports is also independently entered into the OS 
Accounting System to update ORDS's general ledger accounts. 
Information on all three documents is entered into the Grants 
Management Information System by computer terminal. 

System processing 

The initial review and approval of an application for an OHDS 
project grant is a manual process. After a grant application is 
approved, the draft Notice of Federal Assistance Award is prepared 
and entered into the Grants Management Information System by com- 
puter terminal. 

Access to the Grants Management Information System and its 
files is controlled by a system of user passwords and transaction 
codes. The user password identifies individuals authorized to use 
the system. If the terminal operator does not have a valid user 
password, he or she will not be permitted to enter into or retrieve 
information from the system. The transaction code controls the 
items of information that can be entered into the system and its 
files. Based on the transaction code, the Grants Management 
Information System will ask/prompt the terminal operator for the 
required transaction information. The system recognizes about 27 
transaction codes. 

Information entered into the Grants Management Information 
System is checked for completeness and accuracy by a series of com- 
puter edit checks. For example, there is an edit check to ensure 
that the region code is comprised of all numeric characters. Over- 
all, the Grants Management Information System performs about 60 
edit checks. 

If errors in a transaction are detected, the transaction is 
rejected from further processing and an appropriate error message 
is printed out on the computer terminal to inform the operator what 
data needs to be corrected. Only transactions which pass all 
computer edit checks are posted to the automated files maintained 
by the Grants Management Information System. The system, however, 
does not maintain an automated record of rejected transactions. As 
a result, a rejected transaction may not be reprocessed and the 
information in the system may not present an accurate status on a 
grantee's financial position. 

Information that passes computer edits is posted to the grants 
masterfile maintained by the Grants Management Information System. 
The system and its masterfile are run and maintained on an IBM 4331 
minicomputer located in OHDS's Washington, D.C., computer center. 
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Similar to the draft Notice of Federal Assistance Awards, 
Quarterly Federal Cash Transactions and Quarterly Financial Status 
reports received from grantees are entered into the Grants Manage- 
ment Information System and are posted to the grants master file. 
The information on these reports is subjected to the same computer 
edits as the information on the Notice of Federal Assistance 
Awards . 

The Quarterly Federal Cash Transaction Report includes the 
cash advanced to a grantee, the disbursements made by a grantee in 
carrying out the work called for under its grants, and the balance 
of advanced cash on hand. The Quarterly Financial Status Report 
shows the financial status of each grant; that is, the amount of 
expenditures made and obligations incurred by a grantee to carry 
out work called for under the grant. 

System outputs 

The Grants Management Information System produces the Final 
Notice of Federal Assistance Award and a series of reports on the 
financial status of grants, The Final Notice of Federal Assistance 
Award is sent ( 1 )  to the grant applicant as authorization to start 
work called for in the grant agreement and (2) to the OS Accounting 
System to establish an obligation on the general ledger €or the 
amount of the grant award. The system also produces about 14 
regular reports on the status of grants based on the information 
reported by grantees on the Quarterly Federal Cash Transactions and 
Financial Status Reports. 

Internal control strengths 
and weaknesses 

Internal controls in the Grants Management Information System 
appear adequate to ensure that grant awardsp grantee disbursements, 
and grant financial status information is accurately and completely 
entered into the system and its f i les .  The key internal control 
strengths and weaknesses in the Grants Management Information 
System follow. 

The internal control strengths are: 

--user passwords to identify individuals authorized to enter 
transactions into the system and screen out unauthorized 
system users. 

--Transaction codes to limit the type of information that 
can be posted to the grants master file. 

--Computer edits to verify the completeness and accuracy of 
transaction information and to reject incomplete, 
inaccurate, and invalid information. 
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The internal control weaknesses are: 

--Transactions rejected by computer edits are not controlled 
through an automated error suspense file. As a result, the 
system does not have the information needed to ensure that 
rejected transactions are corrected and resubmitted for 
computer processing in a timely manner. 

--Grant award information is transferred between the Grants 
Management Information System and the OS Accounting System 
via hardcopy records--the Final Notice of Federal Assistance 
Award--rather than through a machine media record. The 
manual transfer of information between automated systems 
increases the chance for errors in the grant award 
information in the OS Accounting System. The information on 
the hardcopy document must be reconverted to a machine media 
file before it can be processed by the OS Accounting 
System. Errors can occur during reconversation. Further, 
the reconversion nullifies the edits of grant award 
information performed by the Grants Management Information 
System. 

In addition to the above internal control weaknesses, we noted 
that the Grants Management Information System does not produce re- 
ports designed to help managers identify grantees which hold exces- 
sive balances of federal cash. Under current government regu- 
lations and practices, federal contractors and grantees are limited 
to a 3-day cash supply if they receive cash advances by 
letter-of-credit, and a 30-day cash supply if they receive cash 
advances by Treasury check. 

OHDS officials stated that the Grants Management Information 
System is not designed to analyze grantees' balances of advanced 
federal cash to identify those grantees who maintain federal cash 
balances in excess of the amount set by regulations. They stated 
that project grants under the letter-of-credit method are admini- 
stered by the Departmental Federal Assistance Financing System, 
which includes the re1 ated cash management controls e For grantees 
receiving cash advances under letters-of-credit administered by the 
OS Division of Accounting Operations and by the direct Treasury 
check method, the OS, Division of Accounting Operations is 
responsible for monitoring and controlling cash advances made to 
grantees and grantee cash balances. The Division of Accounting 
Operations performs manual reviews of grantee federal cash 
transactions reports to identify grantees holding excessive 
balances of Federal cash. 

OHDS's Grants Management Information System, however, is being 
modified so that it will be able to monitor and control grantee 
balances of advanced federal cash. The system enhancement effort 
will initially include the Head Start and the Administration for 
Native Americans grants. During fiscal 1984 the system enhancement 
will be expanded to include a l l  other project grants. 
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Administration on Auina Financial 
status Reporting System 

The Administration on Aging (AOA) Financial Status Reporting 
System provides OHDS managers with the financial status of AOA 
formula grants to states. These grants are used to fund programs 
to increase the quality of life of older Americans and study the 
problems associated with the aging process and the relationships of 
older Americans to society in general. The AOA Financial Status 
Reporting System computes the amount of the award to states and 
records the financial status reports filed quarterly by the 
states. A brief discussion of payment methods, system inputs, 
processing, outputs, and related internal control strengths and 
weaknesses follows. 

Pavment methods 

Three types of payment methods are used to provide funds to 
OHDS formula grantees. Specifically, the methods are the: 

--Office of the Secretary (OS) letter-of-credit administered 
by the OS Division of Accounting Operations. 

--Single letter-of-credit administered by the Departmental 
Federal Assistance Financing System. 

--Reimbursements authorized by HHS's Division of Accounting 
Operations based on expenditure reports from grantees. 

The primary method of disbursement is the Office of the Secretary 
Petter-of-credit administered by the Division of Accounting 
Operations. 

System Inputs 

The AOA Finansial Status Reporting System receives only one 
input document, the Financial Status Report (SF 269).. The 
Financial Status Report is prepared by each state on a quarterly 
basis and is sent to OHBS. The data from the report is entered by 
computer terminal into the system. Information on the Financial 
Status report is also independently entered into the OS Accounting 
System to update O B % ) S s s  general ledger accounts. ' 

System processing 

The review and approval of the AOA state plan and the prepara- 
tion and issuance of a Statement of Grant Award is a manual pro- 
cess. The Statement of Grant Award is the document which estab- 
lishes the amount of money a state is to receive under an AOA grant 
and authorizes the state to begin carrying out work called for 
under the state plan. The statement of Grant Award is ( 1 )  sent to 
the state to notify it to begin work and authorizes it to incur 
expenditures and (2) entered into the OS Accounting System to 
establish an obligation for the amount of the grant in OHDS's 
general ledger accounts. 
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The Financial Status Report (SF 269) is entered into the AQA 
Financial Status Reporting System by computer terminal. Access to 
the system and its files is controlled by a system of user pass- 
words and transaction codes. The user password identifies individ- 
uals authorized to use the system. If the terminal operator does 
not have a valid user password, he or she will not be permitted to 
enter into or retrieve information from the system. The 
transaction code controls the items of information that can be 
entered into the system and its files. Based on the transaction 
code, the AOA Financial Status Reporting System will ask/prompt the 
terminal operator for the required transaction information. The 
system recognizes about six transaction codes. 

Information entered into the AOA Financial Status Reporting 
system is checked for completeness and accuracy by a series of com- 
puter edit checks. For example, there is an edit check to ensure 
that the grant number is comprised of all numeric characters. 
Overall, the AOA Financial Reporting System performs about 24  edit 
checks. 

If errors are detected in a transaction, the transaction is 
rejected from further processing and an appropriate error message 
is printed out on the computer terminal to inform the operator what 
data needs to be corrected. Only the transactions which pass a11 
computer edit checks are posted to the automated files maintained 
by AOA Financial Status Reporting System. The system,however, does 
not maintain an automated record of transactions rejected by 
computer edits. Therefore, there is no assurance that rejected 
transactions are corrected and resubmitted for reprocessing. 

The Financial Status Reports are also entered into the OS 
Accounting System to update OHDS's general ledger accounts. The 
Quarterly Financial Status Reports show the financial status of 
each grant; that is, the amount of expenditures made and 
obligations incurred by a state to carry out the work called for 
under the grant. 

Report which includes the amount of cash advanced to a state, 
disbursements made by a state in carrying out the work called for 
under the grant, and the balance of advanced cash on hand. The 
Monthly Federal Cash Transactions Reports are also entered into the 
OS Accounting System to update OHDS's general ledger accounts. 
This report, however, is not entered into the AOA Financial Status 
Reporting System and is not posted to the grants master file. 

Sta tes  a l so  submit to AOA a Monthly Federal Cash'Transactions 

Information that passes computer edits is posted to the grants 
master file maintained by the AOA Financial Status Reporting Sys- 
tem. The system and its master file are run on and maintained on 
an IBM 4331 minicomputer located in OHDS's Washington, D.C.r 
computer center . 

9 



System o u t p u t s  

The AOA F i n a n c i a l  S t a t u s  R e p o r t i n g  Sys tem p r o d u c e s  about s e v e n  
r e c u r r i n g  q u a r t e r l y  reports o n  t h e  f i n a n c i a l  s t a t u s  o f  AOA g r a n t s .  
The s y s t e m  also p r o d u c e s  f o u r  special reports. The repor t s  
p roduced  by t h e  s y s t e m  a re  d i s t r i b u t e d  t o  HHS's r e g i o n a l  o f f i c e s ,  
OHDS b u d g e t  o f f i c e ,  and AOA g r a n t  managers .  

I n t e r n a l  c o n t r o l  s t r e n g t h s  
and weaknesses  

I n t e r n a l  c o n t r o l s  i n  t h e  AOA F i n a n c i a l  S t a t u s  R e p o r t i n g  Sys tem 
appear a d e q u a t e  t o  e n s u r e  t h a t  g r a n t  awards  and q u a r t e r l y  f i n a n c i a l  
s t a t u s  i n f o r m a t i o n  are a c c u r a t e l y  and c o m p l e t e l y  e n t e r e d  i n t o  t h e  
s y s t e m  and i t s  f i l e s .  The key  i n t e r n a l  c o n t r o l  s t r e n g t h s  and 
w e a k n e s s e s  i n  t h e  AOA F i n a n c i a l  S t a t u s  R e p o r t i n g  Sys tem f o l l o w .  

The i n t e r n a l  c o n t r o l  s t r e n g t h s  are: 

--User passwords t h a t  i d e n t i f y  i n d i v i d u a l s  a u t h o r i z e d  t o  e n t e r  
t r a n s a c t i o n s  i n t o  t h e  s y s t e m  and s c r e e n  o u t  u n a u t h o r i z e d  
s y s t e m  users . 

- - T r a n s a c t i o n  c o d e s  t o  l i m i t  t h e  k i n d s  of i n f o r m a t i o n  t h a t  
c a n  be posted t o  t h e  g r a n t s  master f i l e .  

--Computer e d i t s  of t r a n s a c t i o n s  t o  v e r i f y  t h e  c o m p l e t e n e s s  
and a c c u r a c y  of t r a n s a c t i o n s  and t o  re ject  i n c o m p l e t e ,  
i n a c c u r a t e ,  and i n v a l i d  t r a n s a c t i o n s .  

The p r i m a r y  i n t e r n a l  control weakness  is t h a t  t r a n s a c t i o n s  
r e j e c t e d  by computer e d i t s  a re  n o t  c o n t r o l l e d  t h r o u g h  a n  au tomated  
error  s u s p e n s e  f i l e .  A s  a r e s u l t ,  t h e  s y s t e m  d o e s  n o t  have  t h e  
i n f o r m a t i o n  needed  t o  e n s u r e  t h a t  r e j e c t e d  t r a n s a c t i o n s  are cor- 
r e c t e d  and r e s u b m i t t e d  for computer p r o c e s s i n g .  I n  a d d i t i o n ,  t h e  
AOA F i n a n c i a l  S t a t u s  R e p o r t i n g  Sys tem d o e s  n o t  p r o d u c e  reports de- 
s i g n e d  t o  heap  manage r s  i d e n t i f y  s t a t e s  t h a t  h o l d  f e d q r a l  c a s h  i n  
e x c e s s  of t h e i r  n e e d s .  

OHDS o f f i c i a l s  s t a t e d  t h a t  t h e  AOA F i n a n c i a l  S t a t u s  R e p o r t i n g  
Sys tem i s  n o t  d e s i g n e d  t o  a n a l y z e  s t a t e - h e l d  b a l a n c e s  o f  advanced  
federal cash and t o  i d e n t i f y  s t a t e s  t h a t  h o l d  f e d e r a l  c a s h  b a l a n c e s  
i n  e x c e s s  o f  t h e  amounts  s e t  by r e g u l a t i o n s .  They a l so  s t a t e d  t h a t  
cash management c o n t r o l s  f o r  AOA g r a n t e e s ,  r e c e i v i n g  c a s h  a d v a n c e s  
u n d e r  a s i n g l e  l e t t e r - o f - c r e d i t  are i n c l u d e d  i n  t h e  D e p a r t m e n t a l  
F e d e r a l  A s s i s t a n c e  F i n a n c i n g  Sys tem.  B a l a n c e s  o f  cash a d v a n c e s  
made t o  AOA g r a n t e e s  unde r  t h e  O f f i c e  o f  t h e  S e c r e t a r y  
l e t t e r s - o f - c r e d i t  a d m i n i s t e r e d  by t h e  O S  D i v i s i o n  o f  Accoun t ing  
O p e r a t i o n s  are n o t  m o n i t o r e d .  

P r o p e r t y  A c c o u n t i n g  Sys tem 

The P r o p e r t y  Accoun t ing  Sys tem p r o v i d e s  OHDS manage r s  w i t h  a n  
a n n u a l  i n v e n t o r y  of a l l  OHDS p e r s o n a l  p r o p e r t y .  T h i s  report i s  
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submitted to the Chief, Logistics Branch, Office of the Secretary. 
A brief discussion of system inputs, processing, outputs, and 
related internal control strengths and weaknesses follows. 

System inputs 

The Property Accounting System receives three inputs: requi- 
sitions, invoice forms, and property log sheets. The requisition 
and invoice forms are received when orders are placed for new 
property items. The physical inventory log is prepared based on a 
physical inventory. Information is entered into the Property 
Accounting System by computer terminal. 

S vs t em rroce ss i na 

New property items are requisitioned by individuals in 
various OHDS organizational units on a purchase/service/stock 
request form. Requisitions are approved by OHDS's Division of 
Administrative Services. Once approved, the requisitions are sub- 
mitted to the Chief, Procurement Branch, Office of the Secretary, 
for issuance of a purchase order. 

A copy of the purchase order is posted to the OS Accounting 
System to record the obligation in OHDS's general ledger accounts. 
Another copy of the purchase order is sent to OHDS's Office of 
Administrative Services. Purchase order information is recorded on 
a property log sheet and retained in OHDS's Division of 
Administrative Services until the property is received. 

A t  the time a property item is received and accepted a 
receiving report is prepared, a decal number is assigned to the 
property item, and the transaction is entered into the OHDS's 
Property Accounting System. An OHDS custodial officer also pre- 
pares a personal custody property record before the property is 
delivered to the requestor. 

The receiving report is placed in the vendor's file, and the 
receipt is recorded on the property log sheet. When the vendor's 
invoice is received, a copy of the receiving report and vendor's 
invoice is posted to the OS Accounting System to ( 1 )  initiate 
payment to the vendor, (2) liquidate the obligation, and ( 3 )  record 
the payment in OHDS's general ledger accounts. 

If a personal property item is no longer needed by OHDS, staff 
in the OHDS Property Accounting Office prepares a Report of Excess 
Personal Property and sends it to the General Services Admini- 
stration. The General Services Administration will direct OHDS 
where to send the excess property item--that is, to a General Ser- 
vices Administration storage facility or another federal agency--by 
preparing and sending OHDS a Transfer Order for Excess Personal 
Property. Upon receipt of the Transfer Order OHDS disposes of the 
property item as directed, and the appropriate information is 
recorded on the property log sheet. The information on the 
property log sheets is subsequently entered by computer terminal 
i n t o  the Property Accounting System. 
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The Property Accounting System maintains one master file. For 
each property item the master file contains decal numbers, lo- 
cation, property description, requisition number, dollar value at 
time of purchase, object class, life expectancy, and property 
accountable officer, Access to the Property Accounting System is 
controlled by user passwords which identify individuals authorized 
to operate and use the system and to screen out unauthorized 
users. Each transaction is subject to a series of computer edits 
to validate the information entered for processing. Transactions 
rejected by computer edits are not accepted by the system. The 
Property Accounting System does not maintain an automated record of 
rejected transactions. 

System outputs 

The key output of the Property Accounting System is an annual 
inventory report. This report is submitted to the Chief, Logistics 
Branch, Office of the Secretary. According to the Director of 
HHS's Division of Accounting Operations, this report is not sub- 
mitted to the Division of Accoulnting Operations. As a result, 
there is no reconcilation of the detailed property records and 
corresponding general ledger accounts. 

Other concerns 

The Property Accounting System had no system documentation in 
place to describe how the system operates. In addition, while OHDS 
officials said that a physical inventory is required annually, with 
the last physical inventory conducted in April 1983, they added 
that inventory results are not retained after the results are 
compared with the property records and required adjustments are 
posted to the Property Accounting System. In August 1983 we 
requested a copy of OHDS's physical inventory and were only able to 
obtain the results for four of the eight physical inventories 
taken. After several more requests, we obtained only two of the 
remaining four inventory results. 

Although an annual inventory is taken of OHDS's property, the 
information compiled is not used to make needed adjusting entries 
in the OS Accounting System. In addition, a reconciliation is not 
made of the detailed property records and corresponding general 
ledger accounts. The Director of the Department's Division of 
Accounting Operation stated that OHDS's Property Accounting System 
is not reconciled because no reports are prepared and submitted to 
the Division of Accounting Operations. In addition, the Property 
Accounting System's files might not be complete because on one 
occasion the system's automated files were destroyed. The Data 
Processing Division erased all the data stored in the system's 
files. As a resul t ,  OHDS's property staff had to reconstruct and 
reenter a l l  detailed property records into the system. 

Internal control strengths 
and weaknesses 

Internal controls in the Property Accounting System appear 
inadequate to ensure that property items are properly accounted €or 
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and controlled. The Property Accounting System has only one key 
output--the annual inventory report. The key weakness is that the 
system does not produce reports to help managers make procurement 
decisions. 

The Property Accounting System does not capture and record in- 
formation on individual property items, such as whether the item 
is idle or in-use, which could help managers make procurement deci- 
sions. Specifically, OHDS managers cannot use the Property 
Accounting System when they are considering a property requisition 
to determine ( 1 )  whether they have the requisitioned item already 
on hand, and (2) if they have the requisitioned item on hand 
whether the item is idle or only partially used and consequently 
available for use in another organizational unit in OHDS. 

OHDS's property items are not reconciled to OHDS's ledger ac- 
counts. Its physical inventory log sheets are of little benefit 
once information from the log sheets is entered into the Property 
Accounting System. In addition, the system has no written system 
documentation and therefore it is difficult to obtain an under- 
standing of how the system is designed to operate. 

SYSTEM ENHANCEMENT EFFORTS 

OHDS management recognizes that its two grants management sys- 
tems--the Grants Management Information and the AOA Financial 
Status Reporting systems--do not provide grant managers with the 
information needed to monitor grantee cash advance balances to 
identify those grantees who hold excess federal funds. The Grants 
Management Information System is being enhanced to provide for the 
identification of grantees that have federal funds in excess of 
their n e e d s .  According to agency officials the system enhancement 
will begin with the Head Start and the Administration for Native 
American grantees. In fiscal 1984 ,  this system enhancement 
effort will be expanded to include all other project grantees. 
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APPENDIX I 

O B J E C T I V E S ,  SCOPE,  AND METHODOLOGY 

APPENDIX I 

This survey viewed the Office of Human Development Services as 
a financial entity and focused on identifying its financial manage- 
ment structure, related systems, and internal control strengths and 
weaknesses. The survey applied GAO's Controls and Risk Evaluation 
(CARE) audit approach. 

S U R m Y  OBJECTIVES 

Our survey objectives were to ( 1 )  document all manual and 
automated systems at the Office of Human Development Services that 
process financial transactions from the time they are authorized 
through final reporting of these transactions in internal and ex- 
ternal reports, (2) identify the relationships between these sys- 
tems, that is, the flow of information among different systems, and 
(3) identify and document internal control strengths and weaknesses 
in the systems. 

SURVEY SCOPE 

This survey viewed the Office of Human Development Services as 
a single financial entity. Therefore, we identified and surveyed 
the financial management systems in the various organizational com- 
ponents of the office. Survey work was performed at the Office of 
HUmaR DeVelOpmeRt Services, Washington, B.C. 

We documented the financial management systems in operation 
and identified, based on available system documentation and through 
discussions with agency accounting, ADP, program officials, and 
review of prior GAO, Inspector General, and special system study 
group reports, the internal control strenqths and weaknesses in 
those systems. We did not perform any tests of system operations 
or actual financial information and transactions. The following 
sections present the definitions of a financial management system, 
internal control, and an agency system of internal control used in 
this survey. 

DEFINITION OF A FINANCIAL 
MANAGEMENT SYSTEM 

In consonance with GAO's Policy and Procedures Manual for 
Guidance for Federal Agencies (Titles 2 through 8 ) ,  we defined a 
financial manasement system for this survey, as the manual and/or 
automated systems that capture, record, summarize, and/or report 
financial and related quantitative information related to the: 

--Authorization of the use of resources. 

--Management of liabilities. 

--Receipt of revenue. 

--Disbursement of funds. 
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-Control of assets. 

--Control of appropriated funds. 

--Development and issuance of reports on the financial status 
of assets, liabilities, and appropriated funds and the 
financial results of program and administrative operations. 

In an April 18,  1983 ,  letter to the heads of Departments and 
Agencies, the Comptroller General announced changes to GAO's pro- 
cedures for approving agency accounting systems. In this letter, 
the Comptroller General reiterated the definition of an accounting 
system in GAO's Policy and Procedures Manual for Guidance of 
Federal Agencies. 

DEFINITION OF INTERNAL CONTROLS 

On June 1 6 ,  1983, the Comptroller General issued the standards 
for internal controls in the federal government to be followed by 
agencies in establishing and maintaining systems of internal 
controls. The standards define systems of internal controls as 

"The plan of organization and methods and procedures adopted 
by management to ensure that resource use is consistent with 
laws, regulations, and policies; that resources are safe- 
guarded against waste, loss,  and misuse; and that reliable 
data are obtained, maintained, and disclosed in reports." 

Processing procedures are those manual and/or automated procedures 
that govern capturing, recording, processing, summarizing, and re- 
porting of financial and related quantitative information, 
Internal control procedures and independent procedures provide 
evidence that processing procedures have, in fact, been followed. 

DEFINITION OF AN AGENCY'S 
SYSTEM OF INTERNAL CONTROL 

Most agencies operate several financial management systems 
that process different types of financial transactions and provide 
information to each other. The individual financial management 
systems--taken together--form the agency's overall financial, ac- 
counting, control, and reporting system. For example, most agen- 
cies have a general ledger/administrative control of funds system, 
and a subsidiary system that, for example, process transactions 
relating to personnel/payroll actions, personal property, disburse- 
ments, receipts, loans, accounts receivable, and accounts payable. 
These systems--taken together--are the agency's overall financial, 
accounting, control, and reporting system. 

The financial management systems that make up an agency's 
overall financial, accounting, control, and reporting system 
include both processing procedures and independent internal control 
procedures, as defined in the preceding two sections. For this 
survey, we defined an agency's system of internal control as all 
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the internal control procedures--taken together--that are included 
in all the financial management systems that comprise the overall 
financial, accounting, control, and reporting system. 

Based on the foregoing definitions, we included in our survey 
all manual and automated systems at the Office of Human Development 
Services that: 

--Maintain general ledger accounts and produce financial 
reports. 

--Control appropriated funds. 

--Val idate information from subsidiary financial management 
systems that feed information to general ledger systems. 

--Determine eligibility for, and authorize the making of 
payments to vendors. 

--Authorize acquisition of resources. 

--Record and account for assets and 1 iabil ities. 

SURVEY METHODOLOGY 

Our survey followed the requirements of GAO's Controls and 
Risk Evaluation (CARE) audit approach. Accordingly, our survey 
included identification and documentation of the Office's: 

--Organizational structure and major organizational components 

--Accounting and related f inancia3 management systems, as 

and the mission of each component. 

previously discussed, and the interrelationships between 
these systems. 

--Internal control strengths and weaknesses in the Office's 
systems based on the internal control Strengths and 
weaknesses identified during the survey. 

In consonance w i t h  t h e  CARE a u d i t  a p p r o a c h  our work entailed 
identification and documentation of the operations and related in- 
ternal control strengths and weaknesses of the Off ice's financial 
management systems based on ( 1 )  available agency system documenta- 
tion, ( 2 )  discussions with cognizant agency accounting, program, 
and ADP officials, and (3) prior issued GAO, Inspector General, and 
special study group reports. Our survey was made in accordance 
with our current "Standards for Audit of Governmental 
Organizations, Programs, Activities, and Functions," except that 
tests were not performed of system operations or of information 
processed by and recorded in those systems. 
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THE OFFICE OF HUMAN DEVELOPME" SERVICES - GRANT CnrCLE 
IrmmALI m L  STRENGRiS AND -Es 

Cycle Control Objectives 

Au&r 1 zat ion 

1. 

2. 

3. 

Grant eligibility requirements should 
be authorized in amrdance with 
laws, regulations, and management's 
policy. 

Information and methods used to 
publicize the program should be 
authorized in accordance with laws, 
regulations, and management's policy. 

Grant aFplication processing 
procedures should be established and 
maintained in accordance with laws, 
regulations, and management's policy. 

Controls in Place 

DE enination of eligibility o€ an aFplicant €or a grant an 
an award is a manual process. Reviews are conducted in 
mmpliance with laws, regulations, and management's policy. 
Periodic Inspector enera1 audit OE grant authorization 
process is the control that is in place. 

%e system to achieve this axltrol objective is a manual 
system. 
the control in place. 

Periodic Inspector enera1 audit of this system i s  

See control objectives 1 andl 2. 

Control weaknesses 
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Cycle Control Objectives 

Grantee procedures for control, usep 
and reporting o€ grant funded 
operations should be authorized i n  
accordance with laws, regulations, 
and management's policy. 

4. 

EcMlany, EXficiency, and Effectiveness 

5. Want -ram results should be i n  
accordance with laws, regulations and 
management's policy and plans. 

'IllE OFFICE OF HUMRN DEW6cIpMwT SERVICES - G" CYCLE 
I N P E N  CamaDL sTRFwms ANn WF NRSESSES 

Controls in Place 

OHDS has published detailed guidance for grantees to Follow 
in eepethq expenditures of grants. 
according to agreements. 
periodic Inspector General audit. 

Grants are established 
lhe mntrol i n  place is the 

Grantees provide information for the preparation of monthly 
a d  quarterly reports on SF 272 (Federal Status Report) and 
on SF 269 (Financial Status Report). 
warded to the perogram offices and the Os Accounting system 
to be used for generating regular and ad hoc reports and 
postisg to the general ledger amounts. 

m e s e  reports are for- 

Control Rzaknesses 
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Cycle mtrol Objectives 

6. Prqram results should be achieved i n  
an enxKmica1 and efLicient manner. 

THE OFFICE OF IRIMRN DEVEU" SERVICES -- G" CYCLE 
1- ccwrFoL €?mm-ms AND WERKNESSES 

Controls i n  Place Control Weaknesses 

mrmula grants  information which is 
gathered for formulation of the SF 272's 
and SF 269's is 03mpiled manually. 
these reports are prepared they are for- 
warded manually to the regions f o r  review. 
"he regions then forward those reports  to 
the program o f f i c e  and the  OS Acoountirq 
System manually. Project grant  information 
r e p r t e d  on SF 272's and SF 269's is 
oanpiled manually. Ihe reports  are 
forwarded to the program o f f i c e  and the 
Office of  the Secretary's k m u n t i r q  System 
manually. 

After 

7. Procedures used to review process and 
report grants  and related t r a n s a c  
t ions should be economical and 
ef f ic ien t  . 

Transaction processing 

8. m l y  those grant requests that meet 
the e l i g i b i l i t y  requiremnts  should 
be approved. 

9. Resources (personnel, suFplies and 
overhead costs) incurred for  grant  
processing should be accurately and 
pmnptly repr ted .  

See control object ive 1. 
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See Oontml Objective 6. 

OHDS d c ~ s  not maintain separate records Lo 
determine the axt oE processing grants  in- 
formation for either the Grants Management 
Information System or the m i n i s t r a t i o n  on 
wing System. lhis information is can- 
piled, i n  t o t a l ,  for a l l  users of the  
cmputer system, 
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Cycle Control Objectives 

10. Grants issued should be accurately 
and pranptly reported. 

Resources used, program results and 
related adjustments should be acmr- 
a te ly  applied to the proper records. 

11. 

Classification 

12. Grants and costs of  processinq should 
be sunnarized each perid and classf- 
f ied i n  acmrdance with manaqement's 
policy. 

kports should be prepared accur- 
a te ly ,  pranptly ancl on a consistent 
basis tha t  arlequately presents the  
information they purport to display. 

13. 

Controls in Place 

Data is entered i n t o  a m p u t e r  terminal by an access d e .  
'the system is controlled by passwnrd codes. 
tion to be entered in to  the  system is requested by the sys- 
t e m .  
information through messaqes displayed on the ccmplter tern 
inals. hformation entered by the  m p u t e r  terminal is sub- 
jected to computer edi ts .  Pbr example, i f  errors are found, 
error messages are printed out on the  canputer terminal. 
PP the  correct information is known, errors are corrected 
i d i a t e l y .  Errors requicinq follow-up work a r e  controlled 
throuqh a mmplter maintalnedl error Pile i n  the  AOA Financial 
States  e p o r t i n q  System u n t i l  the  correct da ta  is subsequently 
entered. R11 errors are  corrected, revalidated, and posted to 
the f i l e s .  

Informa- 

%is is acmmplished by requestinq spec i f ic  items of  

C o n t r o l  Weaknesses 

See control object ive 6. 

w a n s a d i o n s  rejected by mpter  e d i t s  
a r e  not controlled through an autanated 
suspense f i l e .  %e Grants Management 
Information System does not have 
the information needed to ensure tha t  re- 
jected t ransact ions are corrected and re- 
s u h i t t e d  for processing i n  a timely 
manner. 

m n t r o l  object ive 5. 

See control object ive 9. 

Grantees report monthly and quarterly on SF 
272 cash balances on hand. Wis informa- 
t ion  is meaningless s ince  grantees have 
d i f fe ren t  withdrawal and disbursement 
patterns. 
canply with the requirement to maintain 
less than a month's cash on hand a f t e r  
monthly disbursements, it is necessary to 
k n o w  t h e i r  withdrawal and disbursement 
patterns and then ampare them. 
reports a r e  insuf f ic ien t  to track this 
information. 

'Ib determine whether grantees do 

%e SF 272 
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Cycle Control Objectives Controls in Place 

Substantiation and maluation 

14. kcorded data should be periodically 
substantiated and evaluated. 

15. *e distribution of costs to accounts Distribution of m t s  to aclcounts is acmnplished through 
the office of the Secretary's Accounting *stem based on the should be periodically reviewed and 

evaluated. comron a m n t  nunbers cited in each transaction. 

16. Grantee records should be pericdi- See control objective 5 

Fhysical Safeguards 

17. 

cally substantiated and edaluated. 

Access to grant and cost accxxlnting 
records, critical forms, processing 
areas and processing procedures 
should be permitted only in a m r -  
dance with management's policy. 

Zhe camplter hardware which is used for data inputs, pro- 
cessing, and outputs is maintained and safeguarded in an of- 
€ice type environment. 
is necessary before information is entered into the system. 
In addition, data stored in the carpurer cannot be retrieved 
unless a password is given. 

access any terminal, a passmrd 

H 
X 

H 
H 

Conttul Weakness?& 

m e r  current government regulations a d  
practices, federal contractors and grantees 
are lhited to a 34ay cash supply, if they 
receive cash advances by letter-of-credit 
and a 30-day cash supply, if they receive 
cash advances by Treasury check. 
though Oitos officials disagreed, the 
responsibilities for cash management lie 
with both DFAFS and OHIX;. 

Even 

See m t r o l  objective 6 

See control objective 9 
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Cycle Control Objectives 

Authorization 

1. Vendors should be authorized i n  
a m r d a n c e  with laws, regulations 
and management’s policy. 

2. me types, estimated quant i t ies ,  
and prices and terms of g d s  and 
services needed should be authorized 
i n  accordance with laws, regulations 
and management’s policy. 

h, 
N 

3. Pdjustments should be authorized in  
accordance with laws, regulations 
and management‘s policy. 

Controls i n  Place 

Ihe Procurement Branch within WfS maintains a meter f i l e  of a l l  
authorclzed vendlors for  the  Department. When OfKS suhnits a r q u i s i -  
t ion  for personal property, the procurement branch ensures t h a t  t h e  
property is ordered E m n  the  schedule a d  tha t  sole source 
purchasing is approved for purchase. 

when a uni t  within OHDS needs personal property items a purchase/ 
service/stcck request form (Wf8 R x n ~  393) is prepared and approved 
by oHD6 rnanqement and then is forwarded to the Chief, Wocurement 
Branch in HHS to ensure t h a t  khe property is ordered fmm the  
schedule and that  sole source purchasing is approved for purchase. 
A purchase order is issuedl on Standard Fbrm 147 by the Procurement 
Branch. This office selects an authorized v e a r  for  procuring the 
goods. Wies of the  p r c h a s e  order are forwarded to OHDS’s 
Property Accountirq Office and are fur ther  dis t r ibuted to the  (1) 
vendor, ( 2 )  warehouse, and f39 Office of the  Secretary‘s m u n t l n g  
system when goods a r e  received. 

Personal property items when ordered are shipped to the  Department’s 
warehouse located i n  Springfield, Virginia. 
examined by the warehouse s t a f f  to ensure (19 the  correct quant i ty  
is received, (2) the  goods are not damaged, andl (3) the  goods are 
what was ordered. 
r@turned to the  vendors, and the  warehouse s t a f f  will not i fy  t h e  
uni t  which ordered the  goods about the  probllem. 
Procurement Branch and the  OS Acaountiq Office w i l l  also be 
notified. 
reviewB the warehouse s t a f f  then not i f ies  the  afDS unit that the  
g d s  are received. 
When the gmds a r e  delivered and received, the vendor s u h i t s  its 
invoice for payment. 

Items received are 

I f  damages or errors are found, the  goods will be 

Both the 

If  no problem is found with the goods a f t e r  the warehouse 

Arrangement is made for delivery to t h a t  unit. 

control kaknesses 
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Cycle Control Objectives 

4. Procurement cycle processing proce- 
dures should be established and 
maintained in acmrdance with laws, 
regulations and management's policy. 

Eooncmy, Efficiency and Effectiveness 

5. Procuranent cycle operations should 
be in amrdance with laws, regula- 
tions and maqemnt's policy and 
plans. 

6. Procurements should be achieved in 
an emnanical and efficient manner. 

h, 
w 

7. Procurement procedures used should 
be emnmical and efficient. 

THE OFFICE OF HUMAN DEVEIIDPMPNT SWCES - PIYWNREHENT CYCLE 
IrnPNAL m L  s?rImmWs AND WERKNESSES 

Controls in Placx 

See cycle mntrol objectives 1, 2, and 3. 

Control weaknesses 

@IDS'S Property Accounting system 
does not have either written pro- 
cedures or system docurrentation 
in place. Because these were not 
available, it was difficult to 
determine how the system was 
designed to operate, and how edits 
were perfotmed, new items were 
purchased, and items were disposed 
of. 

see cycle mntrol objective 4. 

?he system does not provide enough 
useful Information to ass is t  
managers in determining if itens 
being ordered are already on 
hand. AS a result, items maybe 
~ K O C U K ~ ~  when not needed. 
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Cycle Control objectives 

mansaction Processing 

8. (h ly  those requests of vendors for 
goods or s e r v i m s  t h a t  meet manage- 
ment's criteria should be approved. 

(h ly  requested goods and services 
should be accepted. 

Goods and services accepted should 
be accurately and pranptly reported. 

9. 

10. 

11. Rmwnts due to vendors for goods 
and services accepted, and the a c  
counting d is t r ibu t ions  of such 
mounts, should be cunputed and 
reoognized as l i a b i l i t i e s  pranptly. 

Amounts due to vendors should be 
accurately and p a n p t l y  c lassi f ied,  
s m a r i z e d  and reported. 

accurately and pranptly c lassi f ied,  
sumnarized and reported. 

14. tiabilities incurred, and related 
adjustmnts ,  should be accurately 
applied to the proper vepdor's 
accounts. 

N 
Ica 

12. 

13. Purchasing adjustments should be 

controls i n  Place Control Weaknesses 

cycle control objectives P, 2, and 3 

see cycle control  objective 3. 

when personal property items are received by OHDS they a r e  assigned 
decal n&rs before entering in to  the cmpter system. 
tory sheet s1w)ws item description, serial nunber, index n h r ,  
acquisition date ,  acquisition value, voucher nurber, and replacement 
cost. 

me CIO; &counting System maintains OHDS's accounting records. When 
the goods are received within OlOX, a ropy of the invoice is 
forwarded to tha t  o f f i c e  for  issuing a check to the  vendor and 
updating am's ledger acmunts. 

See cycle  control objective PI. 

An Pnven- 

Yearly the property accounting 
system produces a capitalized 
report on property which is 
suhnitted to the Chief, -istics 
Branch i n  Hie. 

System Eor reconciling of the 
property and accounting rwords. 
Checks are issued within 21 days 
of goods received. me Pranpt 
payment Act specif ies  tha t  payment 
should be made 30 days fmm 
receipt  of  goods. 

ais report is not 
suhnitted to the 05 Accounting 

%e cycle control objective PI. 

=e cycle control objective PI. 
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cycle control Objectives 

Classification 

15. Journal entries for mounts due to 
vendors and related adjustments 
should be prepared each accounting 
period. 

16. Purchasing journal entries should 
sunnarize and classify econanic 
activities in accordance with 
management's plan. 

Substantiation and Evaluation 

17. &corded balances of a m u n t s  pay- 
able, and related transaction activ- 
ity, should be periodically 
substantiated and evaluated. 

18. Access to purchasing, receiving and 
disbursemnt records; critical 
forms~ processing areas; and 
processing procedures should be 
permitted only in amrdance with 
management's criteria. 

Controls in Place 

See cycle control objective 11. 

see cycle control objective 11. 

OHDS does have an internal annnitment ledger system which verifies 
cash balances E m  the budget authority. lhis system supplements 
the OS Acwunting System. 
balances for goods and services are verified to ensure that 
sufficient Euds are available. 

OHDS's Property Accounting System is run on an IBM 3270 canplter. 
This hardware is maintained in an office type environment. 'Ihere 
are locked doors available to secure the files and equipnent when 
they are not in use. 

Before purchases are made, the cash 

Control weaknesses 

'Ihe system data base was destroyed 
mnpletely on one occasion. "he 
Data Processing Division erased 
all the data stored in the 
system. As a result, all the data 
had to be reentered into the 
system. Access control is needed 
to limit specific information 
desired by other users of the 
systems. 
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APPENDIX IV APPEmIX IV 

Office ot 
Human De\2iop.&-ni S C - . . ~ ? ~  I?EP.\RT.%ENT OF HEALTH 8r HUMAN SERVICES 

+..,,d- 

S;iBJECn/: General Accounting Office Draft Ecxent on The Office of 
Huiian Development Services Resgis ib i l i t i es ,  Activities, 
and Financial Management Structure 

To : Guy F. Lima, Chief ,  
@Prating Divisions' Systems a d  ProctJIires Branch, OS 

We have reviewed the subject GAO draft  docment a d  f i n d  that  it 
is inaccurate in its discussion of KDS system and procedures. 
major pints that we take exception t o  are as follows: 

The 

Funding level  - The HDS F i s c a l  Year 1982 budget authority was 
aFrcx imre ly  $4.9 billion rather than the $3 bill ion as stated. 

T h e  change was made to reflect $4.9 billion ( s e e  
page  1 ) .  

GAO Note: 

Cmitment ~ & q e r  system - ~ D s  6ces operate its own c m , i t m n t  
accountins system for the a&?lnistzative concro: of fanes. 
k?ZS systerr, records cmnibzsnts of funds prior to  ob1 icat  ions 
being inclirrsd. Zie DAO Accounting Systea records oblisations 
a d  e-nditcres. 

'Zke 

,wndins  adt'lority is csntrclied bLhrcljc$, 5-.e 
E2.5 C G X i h 3 l t  k c $ e I  s_VS"LT. 

GAO VOTE: The necessary c h a n g e s  were made (see  p a g e 3  ) .  
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- 
G r a t s  Yaageinent Informt ion  System - The Grants Management 
Information System is a projec t  grznt management system. 
P a p a t s  t o  grantees may be under e i the r  the DFAFS letter of 
credit system or by Treasury check. 
under the letter of credit is a respons ib i l i ty  of DFAFS and not 
the granting ac t iv i ty .  The grants  that are paid by Treasclry 
check are controlled as follows: 

The control  of cash on hand 

a.  A payrrent sck,edule is prepared for each grant  a t  t l e  t i n e  of 
tiward. 

D. The payment schedule is adjusted based u p n  the 272 r e p x t s  
submitted by the grzntee quar te r ly .  
t r amac t ions  should be reCOKdE!d i n  the  papent system 
(DAO). 
have t h e  cash  transaction data .  

Record of a s h  

I t  would be a duplicztion for both EiDS and. DAO t o  

G R ~  NOTE: The n e c e s s a r y  changes were made ( see  p a g e s  4-3 } .  

€€DS has implemted a cash management system with DAO t o  m n i t o r  
and control excessive cash  balances that may be in the bmds of 
grantees. I n  FY '83 this covers Head Start and ANA grantees. It 
w i l l  cover all grantees i n  Fy '84. 

GAO NOTE: T h i s  change was made ( see  p a g e  13 1 

Am Financial Status R e p r t i n g  System - The Financial Status 
R e p r t i n g  System is a f 0 m . b  grant system. 
awarded to states a d  are p i i d  under t h e  letter of adit systan 
operated by DFAFS. BFAFS is r e s p n s i b l e  for the controf%bg of 
cash i n  the h w d s  of grantees for these grants. 
apparently considered these as project grants  rather than 
formula grmts.  
does not produce r r p r t s  analyzing the balances of advmced 
Federal cash he ld  by States i n  re la t ion  t o  S ta t e  tiisbtirs=- -&%it 
rates t o  help raiagers ident i fy  States tha t  hold excessive 
&lances of Federal a s h " .  T h i s  is a function of EMS not of 
HDS. Zie sme is true fer Lle discussion i n  the  next  pxagrapi; 
on cash transactions.  

The grants are 

The reviewer 

!&e reviewer on page 15 s'ates tha t  "the *stmi 

GAO NOTZ: T h e  necessary c h a n g e s  were made (see Pages  8 - 1 0  
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GAO 

- 
. -  ~r .~zer :y  A. .kccolinti?g SysteT, - Tie CXS f .nc t ion  for p r s o n a l  
prc,=rty is t h a t  of a pxchasing agent.  
r e q u i s i t i o n s  s u h i t t e d  by the HI)S Division of k h i n i s t r a t i v e  
Services.  
To our knmledge  the re  is no reason for  IDS personal p r o p r t y  t o  
enter Lye OS Tezsonal P r r p x t y  System. 'mS has  approval 
ztithority fo r  t h e  pxcY.ise of p i s o r d  pro,prty.  
q p o v a l  tl-,at OS has  is t o  deterrrine t h a t  p r o p r t y  is purc.-zis?u 
from t h e  s ~ y e d u l e  and  t h a t  sole  socrce pzrchas i i s  is j s t i f i e l i .  
E X  r;.ikes it3 ohn dc:+rT;irlatim &s :LO -:-5k pzczerty is :-;ired 
and has  apyc i ' z1  ac;Chxity fo r  its p,rir.ase. 

They process 

mS bas c q l e t e  c o n t r o l  of HcS personal proper ty .  

The c n l y  

The P r o - x r t y  k c c x n t i n g  System is used a s  a E ~ S  of keeping the 
D S  p r o p ~ t y  ir ivmtory 1;p t o  date and i s  ~ I O ~ E  <-.an an a w a l  
l i s t i n s  ~f ;.:c6x:ty. 
vziio-c regorts i f  tile ne& a r i s e s .  
t?e f a c t  t!:st L\e Division of Adnip is t ra t ive  Services  is 
r e s p n s i t l e  for a l l  a s p c t s  of property r a m g c m k ,  it is no t  
nezessazi for iaqagors t o  i n t e r r q a t e  the System. A l l  
r g c i s i t i c n s  for +rdr,ase of property are  funnel4  throilgh t h a t  
Civision x h i c h  r3'Y.e~ the determination as t o  xhetker or no t  
r q i i s i t i o n e d  ites a r e  ava i l ab le  and on t a d .  

ZTP %sterr, c a  be . -aip.Aated t o  &tEin 
Dze tc, t he  s i z e  of mS ane 

.i!!r.,al r e p r t  is submitted t o  the Chief, Logistics Brmch, OS 
a d  inventory p r i n t o u t s  are run q l ia r te r ly  and s u b m i t t e d  t o  each 
Ei3S procjran s t a f f  for v e r i f i c a t i o n .  

NOTE: The  n e c e s s a r y  c h a n g e s  were made ( see  p a g e s 1 0  - 13) .  

The attachment on the  Grant cycle apparent ly  a t terrpts  t o  corbine 
GTZS and the AOA Fsils. I n  other  words it discusses  both project 
and formula g ran t s  as  one cycle. We do not be l ieve  t h a t  t h i s  is 
a propr  procedure. 
d r a f t  I G  Report on the Rsview of Grmts mnagezent  Practices, 
HDS dated  Noveher  22, 1982. Tie subject repor t  kJas not k n  
f i n a l i z e d  and issGed. We do not be l ieve  t h a t  a firaft IG r e p r t  
should be included i n  this & a f t  d o c x x n t .  

This attachrent is also based p a r t l y  on a 

r,%O NOTE: T h e  changes a re  made ( see  p a g e  1 7  1 .  
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