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Chairman

Committee on Appropriations
United States Senate

Capitol Building

Washington, D.C. 20510-6025

The Honorable C. W. Bill Young
Chairman

Committee on Appropriations
U.S. House of Representatives
H-218 Capitol Building
Washington, D.C. 20515-6015

Dear Mr. Chairmen:

In the House of Representatives Conference Committee Report accompanying HR 105-769, the
Conferees state that $3,000,000 of the Corporation for National Service's (Corporation) fiscal
year 1999 administrative appropriation is earmarked for funding financial management reforms.
The report also states that the majority of $3,000,000 appropriated in fiscal year 1996 is
scheduled to be spent during fiscal years 1999 and 2000, and that it is the Conferees’ intention

that this money be spent on financial management reforms and other urgent program
administrative activities.

The Conferees stipulate that within 60 days of the enactment of the Act, the Corporation must
submit to the House and Senate Committees on Appropriation a detailed plan for the expenditure
of the $3,000,000 in fiscal year 1999 funds. Thereafter, the Corporation is to provide updates
every 60 days on the use of these funds. The Conference Report also indicates that the Conferees
intend that the Corporation's Office of Inspector General (OIG) will independently review and
comment upon the original plan and each update within 30 calendar days of their submission to
the Congress. This letter provides OIG’s comments on the Corporation’s original plan.
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OIG has reviewed the Action Plan' (Plan) submitted by the Corporation to Congress on
December 21, 1998. Because it does not provide information on the expenditure of funds, it is
OIG's view that the Plan is not responsive to important requirements clearly given by the
Conferees. Instead, it lists eight high level management goals and includes a schedule for
completing 165 tasks related to 37 objectives, most of which are intended to remediate material
weaknesses and other deficiencies previously reported in numerous OIG audit reports and
reported by the National Academy of Public Administration.>

The Corporation’s Plan

The Plan represents the most comprehensive and ambitious effort to date by the Corporation to
address weaknesses in its financial management. The Plan covers many of the recommendations
made by OIG in various recent audit reports and sets forth a timetable to complete corrective
actions. Certainly, completion of the tasks identified by the Corporation will help it move
toward better financial management. However, because of its orientation, two issues arise
related to OIG’s ability to report meaningful information to Congress on the expenditure of funds
and the effectiveness of corrective actions as indicated in the Conference Report. We also noted
several areas where improvements in the Plan may be warranted.

First, the Plan does not provide information on the spending of funds specifically made available
for financial management improvements. Thus, the Corporation's Plan is nonresponsive to the
language of the Conferees which requires “a detailed plan for the expenditure” of the $3,000,000
appropriated to meet urgent program administration needs (emphasis added). There is no
correlation between the listing of goals, objectives, and tasks included in the Plan and the

expenditure of the funds that have been made available for improving the Corporation's financial
management.

Because the Corporation has not identified specific improvements to be financed by the
additional funds, has not developed a plan that deals with the expenditure of the earmarked
funds, and lacks a reliable cost accounting system, OIG cannot audit or review the expenditure
of the additional funding. Unless the Corporation modifies the Plan to include such information,
and maintains financial and other relevant information related to the expenditures, OIG will not
be able to report on expenditures as requested by the Conferees.

Second, most, if not all of the tasks necessary to achieve a given objective must be completed
by the Corporation before OIG can assess their effectiveness. Given the nature of the Plan,
intermediate or periodic review by OIG, before the completion of most of the tasks within an

'The Corporation’s Action Plan is included as Appendix A.

*Corporation for National Service: Strengthening Organizational Effectiveness and Service Delivery, a report from
a Panel of the National Academy of Public Administration.
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objective, cannot provide the Conferees with a great deal of useable information. Under the
current schedule, most of the objectives will not be completed until the second half of this year
at the earliest. Further, meaningful assessment of the Corporation’s progress under the Plan will
require a significant amount of work beyond that necessary to simply determine if a task has been
completed.

Given these constraints, OIG intends to meet its reporting requirement in the following manner.
In addition to responding to each of the Corporation's submissions within the 30-day time frame
established in the Conferees’ report, OIG will expand its reporting to include a comprehensive
study of the Corporation's progress to improve its financial management. The study will be
performed during the final quarter of this fiscal year after the scheduled completion date of most
of the Corporation’s efforts under the Plan. OIG will also extend the scope of audits already

included in its fiscal year 1999 audit plan to report on progress under the Plan as of the date of
each of these audits.’?

Other Improvements in the Plan May be Warranted

Our review of the Corporation’s December 21, 1998, submission reveals that other
improvements may be warranted. Other than including milestones for completion of individual
tasks, the Plan lacks sufficient detail and standards or objective measures against which to assess
progress. For example, the Plan describes the Corporation’s schedule to implement a new
financial management system. The new system is needed, in part, because the Corporation’s
current accounting system is not Year 2000 compliant. However, while the Corporation has
described its schedule to implement a new financial system by June 1999 as aggressive, the plan
does not include a comprehensive contingency plan in the event it can not meet this schedule.
Also, absent from the Plan is any discussion of hiring a Chief Financial Officer and Deputy Chief
Financial Officer to oversee these and other financial management improvement efforts.*

Under Goal 1 of the Plan, aimed at improving the Corporation's overall management control
environment, the Corporation will report on management controls. The Plan includes a task to
obtain assurances from Corporation officials that assess management controls and identifies
weaknesses. However, it does not describe the type of assessment these officials are to perform
on which to base their assertions or otherwise specify a risk-based approach. A risk-based
management control assessment is a basic requirement for Federal agency control assessments.

Goal 1 also indicates that the Corporation has focused on receiving an unqualified opinion from
the audit of its fiscal year 1998 financial statements as an indicator of improvement in

*OIG’s fiscal year 1999 audit plan is included as Appendix B.

*The Chief Financial Officer Position has been vacant since August 1998. The Deputy Chief Financial Officer
position has been vacant since November 1998.



management controls. While receipt of an unqualified opinion on a set of financial statements
is an admirable objective, it does not necessarily connote strong or good management controls.

Faced with weak internal controls, auditors can attempt to expand the focus of their procedures.
When such an approach is chosen, it may be possible for an auditor to issue an unqualified
opinion on an organization's financial statements even when its internal controls are less than
adequate. In fact, the audit of the fiscal year 1998 financial statements has been designed to
consider known material weaknesses.

We cannot predict the outcome of the ongoing audit of the Corporation’s fiscal year 1998
financial statements. Certainly, becoming “auditable” would indicate improvement from the
previous state of “unauditable.” However, as far as the Corporation’s management control
environment is concerned, the more relevant aspect of the audit report will be the auditor’s
commentary on management controls. Considering that the Plan indicates that many planned
corrective actions, including such basics as a management control assessment, will not be fully
implemented until the latter half of fiscal year 1999, it is likely that the auditors will continue to
report material weaknesses in the Corporation's overall control environment.

As another example, Goal 4, improved grants management, establishes the Grants Office as the
focal point for audit resolution and improving the audit resolution process. Such an approach
does not consider that many OIG audit reports are related to the Corporation's day-to-day
management and operations, to the exclusion of grants, and indicates that the Corporation is not
appropriately addressing issues related to audit resolution. OIG has reported in several
Semiannual Reports that the Corporation's audit resolution process does not function properly.
While improvements were made in recent reporting periods, the process has not functioned
properly in recent months. Also, absent from the objective of improving audit resolution are any
tasks related to the development of an audit resolution tracking system. There currently is no
tracking system in place. OIG has repeatedly brought these matters to management's attention.

Finally, the Corporation’s Plan does not include corrective actions related to its procurement
operations. In our recent audit of the Corporation’s procurement operations,” OIG concluded that
the Corporation lacks an effective procurement system, has not complied with all applicable
statutory and regulatory requirements, and has inadequate procedures for contractor selection and
award of contracts, contract administration, and contract monitoring and oversight. The report
identified more than $2 million in potential savings and questioned costs. The number, nature,
and significance of the audit’s findings indicate that the Corporation’s procurement process is
vulnerable to fraud, waste, and abuse. Given these conditions, the Plan should include the
actions the Corporation will take to improve its procurement operations.

0O1G Audit Report 98-24, Audit of the Corporation’s Procurement and Contracting Processes and Procedures,
dated August 7, 1998.



In conclusion, the Plan is comprehensive and covers many of the material control weakness cited
in previous OIG audit reports. Successful implementation of all the tasks identified in the Plan
should result in improvements in financial management at the Corporation. However, the
Corporation should modify the Plan to include specific information on the expenditures related
to its financial management improvement initiatives specified in the Conference Report.
Specific performance measures for each objective should be developed and additional objectives
added to cover all material weaknesses identified in IG reports, including those related to the
corporation’s procurement operations.

This OIG report is being sent to all members of the Senate and House Appropriations
Committees. Because of the nature of the Conferees’ request, as well as the short timeframe for
preparation and submission, we did not obtain agency comments. If you or your staff have any
questions or wish to discuss these matters, [ am available at (202) 606-5000, extension 490.

Sincerely,

Luise S. Jordan
Inspector General
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Corporation Action Plan Dated December 21, 1998
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December 21, 1998

The Honorable Christopher S. Bond

Chairman

Subcommittee on VA, HUD and
Independent Agencies

130 Dirksen Senate Office Building

Washington, DC 205105

v
Dear Sena ,

As part of our overall effort to improve financial management, the Corporation
for National Service sought special funding from Congress in its FY 1999 appropriation
for this purpose. Both the VA-HUD appropriations and the Labor-HHS appropriation
provided a portion of the program administration funds that were requested in order to
continue making progress in putting the Corporation’s books in order and placing the
Corporation on sound footing for the future. We appreciate the additional funds
provided by the Congress and in accordance with Congress’ stipulation we submit a
detailed plan on how we intend to improve financial management and address other
urgent program administration needs.

The enclosed Action Plan provides information on a wide range of activities that
the Corporation is undertaking to correct financial management weaknesses, strengthen
Corporation management, increase the use of technology, and improve stewardship
over Federal funds. With the special funds that Congress provided in the 1999
appropriations—along with our own actions to focus program administration
resources—the Corporation will make major strides toward meeting these urgent
management needs.

Since this represents a comprehensive plan to correct financial and management
weaknesses, the full range of activities described in this plan will require the
expenditure of more than the $3 million in funds set aside by Congress in the FY 1999
VA-HUD Appropriations measure, including funds for development and related
financial systems development projects, better financial management and grant
oversight, and Year 2000 computer compliance. Other Corporation program
administration funds will also be used for these purposes during the same time period,
including but not limited to $1 million in additional program administration funds

NATIONAL SERVICE: GETTING THINGS DONE 1201 New York Avenue, N.W, - Washington, D.C. 20525
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The Honorable Christopher S. Bond
December 21, 1998
Page Two

contained in the FY 1999 Labor Health and Human Services and Education
Appropriation measure. We expect to demonstrate adherence to the Action Plan by
meeting the established goals and deadlines for financial and management
improvements it contains.

Our senior management team and I are committed to achieving the aggressive
schedule laid out in the Action Plan. We will report to you every 60 days on our
progress. We hope that you will continue to be supportive and are ready to answer any
questions that you or your staff may have about this Action Plan. I am sharing this Plan
with the Corporation’s Inspector General, Luise Jordan, and will be working with her
on its implementation.

Sincerely,
/.

Harris Wofford

Enclosure
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Corporation for National Service
Office of Inspector General
Fiscal Year 1999 Audit Plan

This schedule represents the OIG’s work plan to address priority areas identified in the OIG’s
fiscal year 1999 strategic plan. The OIG will focus its audit efforts in areas intended to enhance
the management and overall performance of the Corporation and provide the Corporation with
information on its progress toward achieving its strategic goals. During fiscal year 1999 we will
periodically update the plan adding audits requested by the Corporation or Congress, and other
projects as time, our staffing levels and our funding allow.

Financial Statement Audits

The Government Corporation Control Act requires that the Corporation’s financial statements be
audited annually. Due to a number of material internal control weaknesses and other reportable
conditions, the Corporation had not been able to produce auditable financial statements since its
inception in fiscal year 1994 through fiscal year 1996. Discussed below are the audit efforts for
fiscal year 1997 through fiscal year 1999.

Audit of the Corporation’s Fiscal Year 1997 Balance Sheet —

We issued the report on the audit of the Corporation’s fiscal year 1997 balance sheet in October
1998 (OIG Report 99-01, Audit of the Corporation for National and Community Service,
Statement of Financial Position, September 30, 1997). Although the Corporation has been
working to correct internal control deficiencies, the auditor's opinion was qualified because of the
Corporation’s inability to support the reasonableness of amounts recorded for grant advances,
grants payable and the component balances of net position at September 30, 1997.

Although the Corporation has made progress in correcting internal control deficiencies, the audii
revealed that weaknesses previously identified in auditability surveys and other reports issued by
the OIG continue to exist. Other internal control and compliance matters that we do not consider
to be reportable conditions or material noncompliance will be reported to the management of the
Corporation in a separate letter (OIG Report 99-02).

Audit of the Corporation’s Fiscal Year 1998 Financial Statements —

We initiated the audit of the Corporation’s fiscal year 1998 financial statements in August of
1998.  The schedule for that audit anticipates that the Corporation will provide financial
statements for audit by December 11, 1998, and take all other necessary actions to meet the

statutory established requirement of issuing audited fiscal year 1998 financial statements by
March 31, 1999.
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Audit of the Corporation’s Fiscal Year 1999 Financial Statements —

As discussed above, planning is under way for our audit of the Corporation’s fiscal year 1998
financial statements, anticipating compliance with the reporting milestones required under the
Government Corporation Control Act. Accordingly, we plan on beginning the audit of the
Corporation’s fiscal year 1999 financial statements in the summer of 1999.

Audits of Corporation Procurements

During fiscal year 1998 OIG audited the Corporation’s procurement operations (OIG Report
98-24, Audit of the Corporation’s Procurement and Contracting Processes and Procedures).
The audit revealed material weaknesses in the Corporation’s award, monitoring, and oversight of
its contracts and cooperative agreements. Because of the pervasive nature of these deficiencies,
OIG will audit a number of the Corporation’s individual contracts and cooperative agreements.
These audits are intended to assess whether the costs are allowable, adequately supported, and
charged in accordance with the terms of the contract or training & technical assistance
agreement, and applicable laws and regulations. In selecting contracts and agreements for audit
we will consider such factors as the total dollar amount awarded, type of contract (e.g., cost-plus-
fixed-fee contracts are more vulnerable to cost overcharges), and any previously identified
findings related to a specific contract or agreement.

OIG has initiated audits of the following contracts: Olgivy, Adams, and Reinhart; ROW
Sciences; Biospherics, Inc.; TvT Associates; and ASTEC. The audits are expected to be
completed in the 1* and 2™ quarters of fiscal year 1999. We have also preliminarily identified
the following contracts and cooperative agreements for audit coverage in fiscal year 1999:
Encore; GS Tech; Acordia Healthcare Solutions, Inc., National Association of Child Care
Referral Agencies; ETR Associates; Aquirre International; and Walker & Company. Other
contracts and cooperative agreements will be added as this plan is updated.

Follow-up on Year 2000 Associated Computer Difficulties

OIG performed a survey of the Corporation’s plans and activities to address the impact of
computer difficulties associated with the year 2000. The survey identified several high risk areas
regarding the Corporation’s Year 2000 effort including a lack of awareness throughout the
Corporation of the Year 2000 problem. Further, the Corporation’s financial management system,
Federal Success, is not Year 2000 compliant. As a result, the Corporation may be unable to
process or access financial or grant information to pay its vendors and to make some of its grants.
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The Corporation is currently exploring its options to address its Year 2000 compliance problems,
including an effort to remediate Federal Success, enter into a cross servicing arrangement with
the National Science Foundation, or replace it with a new financial management system. The
Corporation’s Office of Information Technology is leading the effort to bring the Corporation’s
systems into compliance. To address these risks, OIG plans to assess the Corporation’s
corrective actions, including its efforts to verify and validate that its systems are Year 2000
compliant.

Review of State Commission Subgrantee Monitoring

State Commissions play an important and increasing role in oversight of AmeriCorps
expenditures. Currently these grants amount to about two-thirds of all funding for AmeriCorps
programs. Further, the Corporation has stated that it intends to give the State Commissions
greater responsibility and accountability for the monitoring and -oversight of AmeriCorps*State
programs. Despite the substantial participation of State Comurnissions, it is not likely that
AmeriCorps programs are subject to compliance testing as part of a State-wide audit under the
Single Audit Act due to their size relative to other state programs. In addition, any testing of
Corporation related activity performed as part of the single audits would focus primarily on the
fiscal aspects of the program with little to no emphasis on programmatic issues.

OIG will continue its planning for a systematic evaluation of State Commission systems and
procedures for monitoring the programmatic and fiscal activity of subrecipients, with an
emphasis on monitoring of subgrantees for the fiscal year 1995 to 1998 AmeriCorps*State
grants. We will take into consideration State Commissions’ subgrantee monitoring to mitigate
risk in our evaluation of the Corporation’s exposure. We will also use the results of the
assessment to develop a risk based approach to allocation of audit resources for future audits of

State Commissions and their subgrantees. OIG plans to coordinate its work in this area with
efforts planned by the Corporation.

Pre-audit Survey of Learn and Serve America

In fiscal year 1998, OIG began a pre-audit survey of the Learn and Serve America program. We
anticipate that the survey will be completed in the 1% quarter of fiscal year 1999. The survey
represents OIG’s first substantial review of the Learn and Serve America program. The audit
survey product will assist OIG in its risk based approach to audit planning and may provide
Corporation management additional information for its vulnerability assessment of the program.

(%)
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f're-audit Survey of AmeriCorps*NCCC

Building on previcus work, OIG plans to conduct a pre-audit survey of Ameri*Corps NCCC.
AmeriCorps*NCCC is the only Corporation residential program and recently expanded to five
campuses. The pre-audit survey is intended to assist OIG in its risk based approach to audit
planning and may also provide Corporation management with a vulnerability assessment of its
program with recommendations to prevent and deter fraud, waste, and abuse and enhance
accountability.

Grant Award Review Process

Corporation criteria and methodology for selection of grantees continues to evolve.  The
selection decisions must be well supported and objective to withstand the potential for appeal.
OIG previously assessed whether the Corporation exceeded its discretion in awarding fiscal yzar
1994 grants to organizations that received relatively low scores during their pecr review process.
The review resulted in a number of recommendations for improving the process. The
Corporation disagreed with the recommendations but stated that it had revised the award process.
OIG will review the grant award process used for awards made subsequent to 1994 to assess
whether the Corporation’s revised practices mitigate previously reported conditions.

Review of Corporation Performance Measures

The Government Performance and Results Act (GPRA) requires agencies to prepare annual
performance plans that establish the connections between the long-term strategic goals outlined
i the strategic plans and the day-to-day activities of program managers and staff. The OIG will
(1) determine whether the Corporation’s performance goals per its annual performance plan are
linked to its mission and strategic goals, (2) assess whether the performance goals and measures
are objective and precise, and allow for assessment of performance, and (3) assess the
Corporation’s procedures for ensuring that its performance information (i.€., the data on whick
the measures are based) is sufficiently complete, accurate, and consistent.

Review of Post Service Education Benefits Held By Commission Grantees

The Corporation is responsible for administering and closing out the grants awarded by the
former Commission on National and Community Service. Under Commission awards, grantees
were responsible for administering the post service education benefits earned by Members. OIG
has found that Commission grantees withdrew funds from the Corporation for post service
education benefits prior to Members requesting an award. During fiscal year 1998, OIG began
work to: identify former Commission grantees who may have withdrawn funds in excess of their
needs; identify Commission grants that provided for post service education benefits; and,

4
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estimate the Corporation’s liability for any benefits earned under the grants. In fiscal year 1999,
OIG wili concentrate its efforis on determining excess funds withdrawn by specific grantees that
must be recouped by the Corporation.

Audits of Corporation Grants

OIG performs financial related audits of selected AmeriCorps grants. These audits are intended
to assess whether reported costs were allowable under Federal regulations, whether grantses
complied with the terms and conditions of the award, recoup disallowed costs, and provide
recommendations to help prevent the loss of Federal funds. The OIG will also review the A-133
audit reports and the corresponding workpapers to determine the extent and quality of the single
audits of the grantees.

While we do not plan to perform as many audits of grants as we have in the past, OIG requesied
input frora the Corporation as to which grantees should be considered for audit. One request, for
an audit a RSVP grant to HANCI, was received and is under consideration. OIG has also
preliminary identified Teach for America for audit coverage in fiscal year 1999. In addition, we
began an audit of the Congressional Hunger Center in fiscal year 1998. We expect the audit of
this grantee to be issued during the 1% quarter of fiscal year 1999. OIG will continue to perform
audits of selected AmeriCorps programs as risks are identified and needs arise throughout fiscal
year 1999,

Single Audit Act Issues

The Corporation's use of Singe Audit Act information.

Prior OIG work has revealed that the Corporation does not have a comprehensive, risk based
program for selecting grantees fer financial and programmatic site visits. Further. an effective
procedure for tracking Single Audits, obtaining reports where required, and resclving noted
instances of noncompliance, has not been established. OIG will assess the Corporation’s current
procedures for (1) assuring that Corporation grantees that are required to be audited under the
Single Audit Act are audited and reports are received in a timely manner, (2) reviewing the
information contained in the Federal Single Audit Clearinghouse, (3) reviewing the results of the

audits that were performed, and (4) considering single audit information in the grant award
process.

OIG Reviews of Single Audit Act Audits.

In addition, in conjunction with the PCIE efforts in this area, OIG will review Single Audit Act

reports and the underlying audit work for audits for which the Corporation is the cognizant
Federal agency.
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Corporativa Sponcored Conferences

The Corporation sponsors a variety of conferences to provide its grantees information on grant
oversight and monitoring, fiscal operations, and program guidance. OIG will survey the
Corporation’s programs to determine the number and annual costs of Corporation conferences;
the purposes of the conferences and whether there is duplication of effort or target audience; and
whether conference are evaluated to determine if they achieve their intended purpose. The audit
survey product will assist OIG in its risk based approach to audit planning and may provide
Corporation management information on better utilizing its resources.
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