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Mission

By conducting independent and objective audits, evaluations and investigations,
we inspire public confidence in the integrity and security of SSA’s programs and
operations and protect them against fraud, waste and abuse. We provide timely,
useful and reliable information and advice to Administration officials, Congress
and the public.

Authority

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

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

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

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

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

Vision

We strive for continual improvement in SSA’s programs, operations and
management by proactively seeking new ways to prevent and deter fraud, waste
and abuse. We commit to integrity and excellence by supporting an environment
that provides a valuable public service while encouraging employee development
and retention and fostering diversity and innovation.
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MEMORANDUM
Date: February 4, 2009 Refer To:
To: Candace Skurnik

From:

Subject:

Director
Audit Management and Liaison Staff

Inspector General

Management Advisory Report: Single Audit of the State of Montana for the 2-Year
Period Ended June 30, 2007 (A-77-09-00006)

This report presents the Social Security Administration’s (SSA) portion of the single
audit of the State of Montana for the 2-year period ended June 30, 2007. Our objective
was to report internal control weaknesses, noncompliance issues, and unallowable
costs identified in the single audit to SSA for resolution action.

The Montana Legislative Audit Division performed the audit. We have not received the
results of the desk review conducted by the Department of Health and Human Services
(HHS). We will notify you when the results are received if HHS determines the audit did
not meet Federal requirements. In reporting the results of the single audit, we relied
entirely on the internal control and compliance work performed by the Legislative Audit
Division and the reviews performed by HHS. We conducted our review in accordance
with the Quality Standards for Inspections issued by the President’s Council on Integrity
and Efficiency.

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

The Montana Disability Determination Services (DDS) performs disability
determinations under SSA’s DI and SSI programs in accordance with Federal
regulations. The Montana DDS is reimbursed for 100 percent of allowable costs. The
Social and Rehabilitation Services Division (SRS) is the Montana DDS’ parent agency.
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The single audit reported:

1.

Volume discount rebates totaling $32,597 from credit card companies for the State’s
purchase card and State-wide fueling network programs were not credited to the
appropriate Federal award programs (Attachment A, Pages 1 and 2). The corrective
action plan indicates the State has implemented a process, with the Federal
Government’s approval, where the Federal share of the rebates will paid to HHS
(Attachment A, Page 9).

The Montana Department of Administration did not have appropriate controls over the
contractor that prepared the Montana Statewide Cost Allocation Plan (SWCAP).
Specifically, controls did not exist to ensure the SWCAP was submitted in a timely
manner and prepared in accordance with Federal regulations (Attachment A, Pages 3
and 4). The corrective action plan indicates that the Montana Department of
Administration has assumed the SWCAP preparation process (Attachment A, Page 9).

State policies and procedures regarding limits for the accumulation of employee
vacation leave were not followed, resulting in unallowable costs of $57,777 being
charged to various Federal agencies (Attachment A, Pages 5 and 6). The corrective
action plan indicates that policies and procedures will be followed to ensure
compliance with State laws (Attachment A, Page 10).

Funds from a partial federally funded employee group benefit plan account were
inappropriately used for costs associated with the voluntary employee healthcare
reimbursement fund (Attachment A, Pages 7 and 8). The corrective action plan
indicates that the Department of Administration is seeking sufficient revenue to
reimburse the fund (Attachment A, Page 11).

We recommend that SSA:

1.

Determine whether recovery of SSA'’s portion of the $32,597 in volume discount
rebates identified in the single audit and future rebates is appropriate based on the
agreement between HHS and the State of Montana.

. Ensure the Montana Department of Administration has developed adequate controls

over the accurate and timely completion of the SWCAP.

Determine the portion of the $57,777 from excess vacation leave that was charged
to SSA and recover the unallowable costs.

Verify that the employee group benefit plan was reimbursed.
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Please send copies of the final Audit Clearance Document to Shannon Agee. If you
have questions contact Shannon Agee at (816) 936-5590.

M & bt /-

Patrick P. O'Carroll, Jr.

Attachment
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Section I — Federal Award Findings and Questioned Costs

Finding 2-4: Various Federal Agencies
CFDA # Various

Criteria: Federal regulation, 2 CFR 225, Appendix A, Section (C)(1)(i), requires that
costs paid with federal funds must be net of all applicable credits to be allowable under
federal awards. Federal regulation, 2 CFR 225, Appendix A, Section (C)(4)(a), describes
applicable credits as those receipts or reductions of expenditure-type transactions that
offset or reduce expense items allocable to federal awards. Such transactions include
purchase discounts and rebates.

Condition: In fiscal year 2005-06, the Department of Administration (department)
changed the way the state’s purchasing card and statewide fueling network programs were
funded. Both of these programs are Internal Service Funds and should be funded with
user charges. The programs were funded in fiscal year 2005-06 with volume discount
rebates from credit card companies involved in the programs. During the fiscal year,
the department received volume discount rebates of $93,492 and $15,165, respectively,
in excess of costs in the procurement card and fueling network card programs but did
‘not allocate the rebates back to the paying entity. A portion of the rebates resulted from
purchases charged to federal funds. We reported this issue to the department in October
2006. In June 2007 the department remitted a portion of the fiscal year 2005-06 rebates
to the U.S. Department of Health and Human Services. The department plans to calculate
and remit the federal share of fiscal year rebates in October 2007

Questioned Costs: In fiscal year 2005-06, operating expenditures from federal funds
totaled approximately 30 percent of total state operating expenditures. As a result we
question costs of 30 percent of the total excess rebates, or $32,597 paid from all federal
programs using the procurement card. In June 2007 the department remitted $19,540 to
the U.S. Department of Health and Human Services.

Context: The volume discounts based on card usage generate revenue in excess of the
department’s costs. The department keeps all rebates even though it is the users of the
cards that are enabling the department to receive the rebates. Rebates are earned through
transaction volume and prompt payment.
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Effect: The department is not in compliance with federal requirements, which resulted in
rebates not being allocated back to the paying federal funds and questioned costs.

Cause: Department personnel stated the volume discounts come from the credit card
servicers, not the merchants who sold the goods or services to state agencies. As a result,
the department believes these payments constitute an incentive payment to induce the
department to conduct credit card activity with the servicer rather than a reduction of
the good or service purchased. We believe the volume discounts are an applicable credit
because the discount is a percentage of total credit card purchases and off-sets the cost
of providing the service. Department management further stated that developing and
maintaining the data necessary to properly allocate the rebates could be expensive. The
department cannot identify the funding source from the credit card statements, and does
not have access to data from which to allocate the rebate to federal funding sources.

Recommendation: We recommend the Department of Administration allocate volume
discount rebates from credit card companies to federal expenditures as required by federal
regulations.
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Section III — Federal Award Findings and Questioned Costs

Finding 2-5.  Various Federal Agencies
CFDA # Various

Criteria: OMB Circular A-133, Section .300(b), requires the Department of Administration
(department) to maintain internal control over federal programs that provides reasonable
assurance the department is managing federal awards in compliance with laws, regulations,
and provisions of contracts or grant agreements that have a material effect on each of
its federal programs. Under provisions of the contract for the preparation, submission,
and negotiation of the state’s annual Statewide Cost Allocation Plan (SWCAP), the
consultant is required to maintain records of the SWCAP and supporting information.
Federal regulation, 2 CFR 225, Appendix C, Section (D)(4), requires all cost allocation
plans be submitted within six months prior to the beginning of each of the state’s fiscal
years in which it proposes to claim central service costs. Extensions may be granted on a
case-by-case basis.

Condition: The department contracts with an outside party to prepare and submit the
state’s annual SWCAP. The department does not have adequate controls to ensure the
SWCAP is submitted in a timely manner or accurately prepared, according to federal
regulations, by the outside party. The Montana Single Audit Report for the two fiscal
years ended June 30, 2005, included a recommendation to the department regarding the
timeliness and accuracy of the SWCAP. We determined the recommendation had not been
implemented as of the end of fiscal year 2006-07. We noted the department had plans to
develop specific procedures for the next submitted SWCAP to address the control portion
of the recommendation and ensure the SWCAP is accurately completed. However, the
department continued using the fiscal year 2002-03 SWCAP through fiscal year 2006-07.

Questioned Costs: No questioned costs identified.

Context: The fiscal year 2005-06 SWCAP was submitted five months after the extension
deadline. The fiscal year 2006-07 SWCAP was submitted 16 days after the extension
deadline.

Effect: The department is not in compliance with federal regulations regarding the timely
submission of the SWCAP, The untimely submission of the annual SWCAP has not
affected the review and approval process as the federal government is behind schedule on
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their review of SWCAPs. The department received approval of their fiscal year 2003-04
and 2004-05 SWCAPs in fiscal year 2006-07.

Cause: Contractor personnel stated another formal extension was not requested for the
2005-06 SWCAP at the end of October 20035, but they had verbally discussed the current
SWCAP with the federal agent.

Recommendation: We recommend the Department of Administration develop adequate
controls to ensure the SWCAP is accurately completed and submitted timely in accordance
with federal regulations.
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Section ITI — Federal Award Findings and Questioned Costs

Filiding 2-18: Various Federal Programs
CFDA # Various

Criteria: Federal regulation, 2 CFR 225, Appendix A, Section C (1)), indicates
expenditures are allowable costs of a federal grant if they are not prohibited under state
law or regulations. Section 2-18-617, MCA, limits the accumulation of employee vacation
leave to twice the amount an employee earns in a calendar year. Leave accumulated above
these amounts at the end of the calendar year is considered excess and must be used by
the employee within the first 90 days of the next calendar year. If the employee requests
and management denies the use of excess leave during the 90-day period, forfeiture of
the leave may be delayed until the end of the calendar year. In no case does the law allow
excess vacation leave to be held past the end of a calendar year.

Condition: The Department of Public Health and Human Services (department) has
historically allowed excess vacation leave to be carried forward rather than forfeited as
required by state law. In an effort to manage employees’ excess vacation leave balances,
the department implemented an excess leave policy in February 2004. This policy allows
the carry forward and use of excess vacation leave beyond the amount allowed by state
law. The department allowed 11 employees to carry forward excess annual leave until
January 2007 when excess leave was finally forfeited.

Of'the 11 employees allowed to carry forward excess annual leave:

¢+  Two employees used various amounts of their excess vacation leave in calendar
years 2005 and 2006 instead of forfeiting the leave as required by state law. The
value of excess leave used in calendar years 2005 and 2006 was $22,150.

¢  The department paid bonuses totaling $129,000 to five employees under the

department’s broadband pay plan during calendar years 2005, 2006, and 2007.

The bonuses were paid at various times during those years and each payment

was calculated using the employees’ pay rate times the amount of excess leave
“that was forfeited.

+  Two employees were paid excess vacation leave upon termination:

»  One employee had excess vacation leave balances dating back to calendar
vear 2000. The department allowed the employee’s excess leave balance
to increase each year until the employee resigned in December 2005.
At that time, the employee’s accumulated leave balance was 1,713 hours.
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The maximum leave this employee could have legally accumulated as of
December 2005 was 768 hours. The employee’s total accumulated leave
balance of 1,713 hours, including the 945 hours of excess vacation leave,
was included in the final termination payout calculations. The dollar value
of the excess vacation leave paid to this employee in calendar year 2005
was approximately $41,600.

» A second employee’s termination pay included approximately 100 hours of
excess vacation leave totaling $2,100 in calendar year 2005.

Questioned Costs: The excess vacation leave paid to the department’s employees was
allocated to federal programs through direct charges or through its cost allocation plan.
Approximately $55,000 in excess vacation leave payments was allocated to various federal
programs. The value of excess leave used by department employee’s resulted in $2,777
being charged to federal programs. We question a total of $57,777 in costs charged to
various federal programs in calendar years 2005, 2006, and 2007.

Context: Out of approximately 2,800 employees, the department allowed 11 employees
to carry forward annual leave in excess of the amount allowed under state law. As of
January 2007, the department does not have any employees with accumulated vacation
leave balances in excess of the amount allowed under state law and policy.

Effect: Paying employees bonuses for vacation leave amounts in excess of those allowed
by law circumvents the leave forfeiture provisions of state law. Since the amounts paid
to the department’s employees and the value of the excess vacation leave used by the
department’s employees is not allowable under state law, it is not allowable under federal
regulations.

Cause: Department management said they implemented an excess vacation leave plan in
February 2004 to eliminate the excess vacation leave recorded on the departments’ records.
As part of the department’s plan to reduce excess leave, management paid bonuses to
employees under the department’s broadband pay plan. Management said the broadband
pay plan allows employees to be compensated for extra effort and a job well done. They
said the excess vacation leave was used as a basis for the bonus calculations since they
needed a way to value the employees’ extra effort. However, only the department’s top
management personnel with excess vacation leave balances were paid bonuses.

Recommendation: We recommend the Department of Public Health and Human
Services:

A. Continue to enhance compliance with state law related to vacation leave, and

B. Charge only allowable leave costs to federal programs.
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Section III — Federal Award Findings and Questioned Costs

Finding 2-41: Various Federal Agencies
CFDA # Various

Criteria: Federal regulation, 2 CFR 225, Appendix A, Section C(1)(c), states that expenditures
are allowable costs of a federal grant if they are not prohibited under state law or
regulations. Section 2-18-812(3), MCA, requires all reserve funds and premiums paid to
the state employee group benefit plan account within the state self-insurance fund to be
expended for claims under the plan.

Condition: VEBA is a voluntary plan employees can elect to participate in to pay health

care costs. Once the election is made, a designated number of sick leave hours can be

converted to a contribution to the member’s account. In order to fund the start up costs of
the plan, the Department of Administration (department) received a loan. The department

made transfers, which were not for claims, from the employee group benefit plan account

to VEBA during the audit period to repay the balance of the loan and fund operating costs.
The employee group benefit plan account is an Internal Service Fund funded by premiums

paid. A portion of those premiums were paid with federal dollars.

Questioned Costs: We question the department’s use of federal funds to pay VEBA
program startup costs, estimated at $65,038.

Context: In fiscal year 2004-05, $150,000 was transferred to VEBA. In fiscal year 2003-06,
an additional $232,576 was transferred. Of the total $382,576 transferred, $252,911 was
used to pay off the balance of the loan.

Effect: As a result of the transfers, the department is not in compliance with the restriction
in statute on what state employee group benefit funds can be expended on or how the plan
can pay administrative expenses. Additionally, since the employee group benefits fund is
an Internal Service Fund and fees must be commensurate with costs, the transfer could
result in increased fees to cover the cost of the transfer and therefore forcing all state
employee health plan participants to essentially pay a portion of the operating costs of a

voluntary account.

Cause: During fiscal years 2004-05 and 2005-06 the department did not have enough
funds to pay off the balance of the loan and to operate the VEBA plan. The Health Care
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and Benefits Division personnel determined a transfer from the employee group benefits
reserve funds to the VEBA fund would be the best way to benefit the employees or retirees

who ultimately had paid into the reserve fund.

Recommendation: We recommend:

A. The Department of Administration limit group benefit expenses to plan claims
and fund the volunteer employee benefit account from plan revenue as required
by state law.

B. The VEBA fund reimburse the group benefits fund $382,576 for the transfers
made in fiscal years 2004-05 and 2005-06.
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Overview of the Office of the Inspector Gener al

The Office of the Inspector General (OIG) is comprised of an Office of Audit (OA), Office of
Investigations (Ol), Office of the Counsel to the Inspector General (OCIG), Office of External Relations
(OER), and Office of Technology and Resource Management (OTRM). To ensure compliance with
policies and procedures, internal controls, and professional standards, the OIG also has a comprehensive
Professional Responsibility and Quality Assurance program.

Office of Audit

OA conducts financia and performance audits of the Social Security Administration’s (SSA) programs
and operations and makes recommendations to ensure program objectives are achieved effectively and
efficiently. Financial audits assess whether SSA’ s financial statements fairly present SSA’s financial
position, results of operations, and cash flow. Performance audits review the economy, efficiency, and
effectiveness of SSA’s programs and operations. OA also conducts short-term management reviews and
program eval uations on issues of concern to SSA, Congress, and the general public.

Office of Investigations

Ol conducts investigations related to fraud, waste, abuse, and mismanagement in SSA programs and
operations. Thisincludes wrongdoing by applicants, beneficiaries, contractors, third parties, or SSA
employees performing their official duties. This office serves as liaison to the Department of Justice on
all matters relating to the investigation of SSA programs and personnel. Ol also conducts joint
investigations with other Federal, State, and local law enforcement agencies.

Office of the Counsel to the Inspector General

OCIG provides independent legal advice and counsel to the |G on various matters, including statutes,
regulations, legislation, and policy directives. OCIG aso advises the |G on investigative procedures and
techniques, aswell as on legal implications and conclusions to be drawn from audit and investigative
material. Also, OCIG administers the Civil Monetary Penalty program.

Office of External Relations

OER manages OIG’ s external and public affairs programs, and serves as the principal advisor on news
releases and in providing information to the various news reporting services. OER develops OIG’ s media
and public information policies, directs OIG's external and public affairs programs, and serves as the
primary contact for those seeking information about OIG. OER prepares Ol G publications, speeches, and
presentations to internal and external organizations, and responds to Congressional correspondence.

Office of Technology and Resour ce Management

OTRM supports OIG by providing information management and systems security. OTRM also
coordinates OIG’ s budget, procurement, telecommunications, facilities, and human resources. In
addition, OTRM isthefocal point for OIG's strategic planning function, and the development and
monitoring of performance measures. In addition, OTRM receives and assigns for action allegations of
criminal and administrative violations of Social Security laws, identifies fugitives receiving benefit
payments from SSA, and provides technological assistance to investigations.



