August 14, 1998

Ms. Linda Dorn

Director, Family Independence Agency
Disability Determination Service

1 Floor Ottawa Building

611 West Ottawa

Lansing, Michigan 48933

Dear Ms. Dorn:

The enclosed final report presents the results of our review, “Audit of Administrative
Costs at the Michigan Disability Determination Service” (A-05-96-51095). The
objectives of our review were to evaluate the Michigan Disability Determination
Service's internal controls over the accounting and reporting of administrative costs
and to determine the allowability and allocability of costs claimed.

We would appreciate your views and the status of any further action taken or
contemplated on our recommendation within the next 60 days. If you wish to discuss
the final report, please call me or have your staff contact Daniel R. Devlin, Deputy
Assistant Inspector General for Audit, at (410) 965-9702.

Sincerely,

Pamela J. Gardiner
Assistant Inspector General
for Audit
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EXECUTINME SUMMARY

OBJECTIMES

The obpctines oftis renvew were  enallate t e Mich igan Disabi iy

Det m ination Sendce 3 (MDDS)int mallcontroll o\er tt ¢ accounting and

re porting ofadm inistratinve costs and to detemine t e albw abilty and a lbcabi My
ofcosts chimed.

BACKGROUND

The Disabilty lhsurance (D Dprogran was estabkhed in 1954 under tith Hoft e
SocialSecurity Act(tte Act)h The program is designed to promde bene fits ©
wage earners and teirfamilks inte exenttte fanil wage earnerbecomes

disab Bd. Supp ImentalSecurity hcome (SSDwas creatd as aresukoft e Social
Security Amendments of19 72 wit aneflectine dat of January 1,19 74 (Pubk
Law (P.L)92-603) SSI(tth XM ofte Actprouvdes a nationa ¥ uniform

program ofincome and disabi My conerage to financia® needy indivyduall wh o are
aged, bIhd ordisab id.

The SociallSecurity Adm inis tration (SSA)is prim arilk responsib I forim p Ime nting
te generallpokies goneming te dexe bpmentoft e disabilty chins undertie DI
and SSlprograms. Detm inatons ofdisabi My underbot Dland SSlare
performed by Disabily Det m ination Se njces (DDS)in each Stat in accordance
wit Federallrrguhtions. kh canying outits ob lgations, each DDS is responsib il
fordetmining t e chimant “disabi Mties and ensuring t atadequat e\wdence is
anai kbl o supportits detem inations. To assistin m ak ing prope r dis abi iy
detminations, te DDS is aut orized t© purc ase medicale xam inations, X-rays,
and Rboratory st on a consu latine basis to supp Imente\dence obtained from
c him ants "ph ysicians or ot e r tre ating sources.

SSA reimburses tte DDS for 100 percentofalbw abll expenditures. Each year,
te DDS submits a budgetrquestto SSA for revew and appronall Once
approned, tie parentagency responsib l for disabi My de t mm ination se nAces is
abwed owitdraw FederaHunds t rough te Departmentoft e Treasury
(Treasury) o meetimmediatt program expenses. Atte end ofeach quartrof
te fiscalyear (FY) te parentagency submits to SSA a “Stat Agency Reportof
Ob hations for SSA Disabilty Program s””’(Form SSA-4513) to accountfor program
disbursement and un buidatd ob hations.

ForFY 1994, MDDS chimed 952,212,239 in adm inistrative costs tO process
159,108 disabilty chims under SSA 3 Dland SSlIprograms. ForFY 1995,
953,257,613 was chimed to process 143,033 disability chims.



Our auditw as conductd in accordance wit general} acceptd gonemment
auditing standards. We conductd our auditfrom Jul¥ 1996 t rough Julf 1997 at
tte MDDS in Lansing, Mich igan, and in our Ch icago, 1lhois, office.

RESULTS O FREVVEW

For FYs 1994 and 1995, we renMewed adm inistratine costs for personne §
fringe benefits, trtane B equipment, and rent These costs were albw abll and
properf albcatd. We alloexamined costs chimed formedicallpayments,
indirectcosts and Fede raHinancia lre porting. Whill medicallpayment and Federal
financialreporting were adequat, we cannotrecommend &t at SSA acceptMDDS ~
caku ktion ofindirectcosts.

hdirrctcosts chimed by MDDS were cakubtd using fixed* instad offinal
indirectcostratts. Ihdirectcosts were cakubted w it outan adpustmentbeing
m ade t actuallcosts, once actuallratts became known. As aresulk MDDS
chimed $852,233 more tan albw abll in indirrctcost during FY 1993 and t e
firt3monts of FY 1994 because itdid notrecakubt its chims once final
indirrctcostrats were know n.

RECOMMENDATION

We recommend t at SSA disalbw te indirrctcosts chimed (9352,233) t atwer
in excess ofalbw abll costs.

SSAMDDS COMMENTS

Bott SSA and MDD S agreed w it our recom m e ndation.

1 Section loft e IhdirctCostRat Agrementnegotiatd betveen e U.S. Departmentof
Education and t e Mich igan Departm entofEducation under ti e caption “fixed rat > tats,

“t e negotiatd fixed rat is based on an estimat ofte cost which wilbe incuned
during tie period o which te rat appks. When te actuallcost forsuch period
havwe been determined, an adjustmentw i llbe made in a subsequentnegotiation
compensat forte difErence between te costused toestabkh te fixed rak and
te actuallcosts.””
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INTRODUCTION

OBJECTIMES

The obpctines oftiis revMew were to exallak MDDS "inemallcontroll o\ert e
accounting and reporting ofadm inistratine costs and o dettrmine t e albw abi ity
and albcabilty ofcosts chimed.

BACKGROUND

The DIprogram was estabkhed in 1954 under titlh Mofte Act The program is
designed t provde benefits to wage earners and tieirfamilks in te exenttie
famik wage earnerbecomes disablld. SSlwas creatd as aresukoft e Social
Security Amendments of19 72 witt an e flecti\e dat of January 1, 19 74
(P.LL92--603) SSI(tth XM ofte Act)provdes a natona % uniform progran of
incom e and disabi My conerage to financial® needy indivduall wh o are aged, b Ihd,
ordisabld.

SSA is primari ¥ responsibl forimpEImenting t e generallpokies goneming t e
dexe bpmentoft e disabilty chins undertie D land SSIprograms.

Det m inations ofdisabilty underbott Dland SSlare performed by DDSs in each
Stat in accordance w it Federallregu ktions. I canying outits ob hations, each
DDS is responsib l fordet m ining t e chimants “disabi Mies and ensuring t at
adequat ewdence is avaikbll to supportits detminations. To assistin m ak ing
prope r disabi My de t m inations, tte DDS is auti onzed to purch ase medical

e xam inations, x-rays, and Rboratory st on a consu latine basis to suppIment
exdence obtained from chim ants ™ph ysicians or ot e r tre ating sources.

SSA reimburses tte DDS for 100 percentofalbw abll expenditures. Each year,
te DDS submits a budgetrquestto SSA forrensew and appronall Once
appro\ed, t e parentagency responsibl for disabily de € rm ination se nAces is
abwed owitdraw FederaHunds t rough te Treasury to meetimmediat
program expenses. Atte end ofeach quareroft e FY, te parentagency
submits to SSA a “Stat Agency ReportofOb lgations for SSA Disabi ity
Program s >”’(Form SSA-4513) to accountfor program disbursement and

un buidatd ob hations.

ForFY 1994, MDDS chimed 952,212,239 in adm inistrative costs tO process
159,108 disabilty chims under SSA 3 Dland SSlIprograms and for FY 1995,
953,257,613 was chimed to process 143,033 disabilty chims.



On January 1, 1994, MDDS ch anged parentagencies from t e Michigan
Departm entofEducation (MDE) 0 tte Mich igan Departm e ntof Socia ISe nces
(MDSS). MDSS changed is name to tte FamiF hdependence Agency (HA)
during 1996. MDDS is currentl a com ponentw it in HA.

SCOPE AND METH ODOLOGY

Our auditw as conductd in accordance wit general} acceptd gonemment
auditing standards. The obpctines oftiis rexnvew were  enallak MDD S "inte mal
controll o\nerth e accounting and re porting ofadm inistrative costs and t©

dettmine te albw abilty and albcabilty ofcosts chimed.

To accom pEh ourobpctines, we:
Revewed appkabll RRderalllhw s, regu ktions, and instructions.
Revewed re InantMDDS po kies and procedures.

Rewew ed FederaHinancialre ports and supporting docum e ntation subm itied by
MDDS for FYs 1994 and 1995 to accountfor program disbursement and

un fuidatd ob hations. Based on ourrexnjsew ofFYs 1994 and 1995
disbursement and un Buidatd ob bations, we expanded our re\ew to inc lide
prior and subsequentFY disbursements forth ose areas in which findings were
identified.

Exabatd significantint mallconto Bare as regarding MDD S adm inis tration and
tstdse Icktd transactions re hted to tt ose intt ma lcontio Bare as.

Revewed tte State ofMichigan 3 Singl Audit e ports for MDE and MDSS for
te FYs ended Septmber30, 1993 and September 30, 1994, respectine §. At
te time ofourrenjew, tese were tte mostrecenth complitd Singll Audits
performed. We rexewed apphkabll woring papers prepared by tte Mich igan
O flice oft e Auditor Generallin its Singll AuditofFMDE and MDSS for

Frs 1993 and 1994, respectine k. Basedon tatrevew,we re Bd on e wor
oft e Michigan O flice ofAuditor Generalo reduce te extentoftstingin te
eigh tsignificantint mallcontro lareas w e identified.

Revewed MDDS supporting docum e ntation form edica Ise n1ce re cords.

\£rfied reconcillhtion ofMDD S accounting records t adm inistratine costs
reported by MDDS t SSA forFys 1994 and 1995.



Rewvew ed re IxantMedicare Part B Chicalland Laboratory stfe schedulls in
force for Mich igan during Callndar Years 1994 and 199 5.

Rewvew ed American MedicaBAssociation (AMA) “B ysician 3 Cune nt Procedural
Term ino bgy Book for Medicare >”hboratory s tprocedure codes.

htnsewed AMA officiall © detemine te proper Medicare procedure codes
for hboratory €st.

We identified eigh tsignificantint mallcontro lareas re Ixant o our audit
obpctines. These were personne I fringe benefits, dup kat medicallpayments,
emphbyee trane Bequipmentpurc ases, rent, Bter ofcredit, and financial
reporting. We rexewed each oft e significantareas identified for com p lance

wit appkabll Bhws and regu ktions. Exceptas notd in tte RESULTS O FREVEW
section oft is report, we found no instances ofnoncom p lance.

We conductd our auditfrom JulF 1996 @ rough Julk 1997 atMDDS in Lansing,
Mich igan, and in our Ch icago, Ilhois, office.



RESULTS OF REVIEW

ND RECT COSTS CLAMED BY MDDS

Ourrevew ofindirectcosts chimed by MDDS dischbsed tt atcosts were
cakuhtd using fixed insttad offinallindirectcostratts. When tte actuallcost
forFY 1993 and te firt3monts of FY 1994 were detemined, adpstments
were notmade t© compensat fortie diferences between tte costused
estabkh te fixed rats and t e finallratts. As aresulk MDDS chimed $352,233
more in indirectcost during FY 1993 and tte fist3 montts of FY 1994 by using
fixed indirectcostrats and notrcakubhting its chims once finalindirectcost
raks were know n.

Section lloft e hdirctCostRat Agrementnegotatd between te U.S.
Departm entofEducation and MDE under tt e caption “fixed rat *stats,

"t e negotiatd fixed rat is based on anestimat oftie costs which

w i lbe incuned during tte period o which te rat appks. When te
actuallcosts forsuch period h axe been detemined, an adpustmentw il
be made in a subsequentnegotiation  com pensat fort e difle rence
between te costused mestabkh te fixed rak and t e actual
costs.””

FY 1993 hdirrctCosts

On January 1, 1994, MDDS ch anged parentagencies from MDE t MDSS.
Subsequentl, MDSS ch anged its name t© HA. MDDS is cunentk a com ponent
witin FHA. HA does notuse an indirectcostrat for albcating pare ntage ncy
costs. Rater, parentagency costs are directh albcatd to subsidiary agencies
based on tte numberofempbyees (indirctcosts are albcatd based on te
percentage ofMDDS staffidentified © e o IHA staff).

hF 1993, MDDS chimed 92,162,646 in indirectcost using a 4.7 percentfixed
rak. We asked MDE officiall to obtain a finallindirectcostrat for FY 199 3.

MDE is responsib l for obtaining indirectcostrats on beh alFofMDDS from te
U.S. Departm entofEducation. The finalindirectcostrat was 3.4 percent Using
te 3.4 percentfinalindirectcostrat, we cakubtd te FY 1993 indirrctcost t
be H,564,467. Therefore, MDDS chimed 9%9 8,179 mor in indirectcost for

Fy 1993 by using a fixed rat er tt an finalindirectcostrat. MDE official



informed us t ata finalindirrctcostrat w as notobtained for FY 199 3 since tey
obtained a finalindirrctcostrat for Fy 199 4.

FY 1994 hdirctCosts

When MDDS ch anged parentagencies on January 1, 1994 from MDE t© MDSS,
MDDS cakubtd indirrctcost of$l81,786 forthe period October1, 1993

t rough December31, 1993 usinga 1.7 percentfixed rak. Ak ough MDE
obtained a finallindirrctcostrat forFY 1994 in Septtmber 1995 of4 percent,
MDDS failld o recaku bkt its indirectcostchim once itch anged pare ntagencies.
We be BExe tatindirrctcost fortie fist3 montts of FY 1994 shoull h axe been
BI27,732 based on e 4 percentfinalindirrctcostrat. When te indirect
costs forFY 1994 were dettrmined, an adpstmentw as notmade to
compensat forthe difffrence between the costused to estabkh te fixed
rat and tte finallratt. Therefore, MDDS underchimed 9245,9 46 in indire ct
costs by using a fixed rat er ¢t an finalindirectcostrat.

The netMDDS onerchim of$352,233 rrsuled from te diffrence between e
FY 1993 onerchin of959 8,179 and t e underchin of9245,946 forthe first
3monts of FY 199 4.



RECOMMENDATION

We recommend t at SSA disalbw te indirrctcosts chimed (9352,233)t atwer
in excess ofalbw abll costs.

SSAMDDS COMMENTS

Bott SSA and MDDS agreed w itt our recom mendation. (See Appendices A and B
fortte complt txtofte SSA and MDDS comments, respectine )

OTH ER MATTERS

SSA asked us to detemine t e dispositon offunds albtied to MDD S to purc ase
te ht BgentWorstationsAocalArea Netw ork (W SAAN)and Disabi ity
Detmination C hims Processing Sysem (DDCPS). This propctw as initia i}
funded by SSA during FY 199 2. SSA informed us t atMDDS cou Bl notprowude
supporting docum entation for ti is propctand asked us t© detmine ifcost for
tis propctwere properk documentd.

We found t atMDE entred into an agreementw it t e O ffice of Inform ation

Tech nobgy, Mich igan Departm entofManage me ntand Budge t, t de\e bp and
impEmenttis system forMDDS. Based on inwoices promMded © us by MDDS, as
ofSepttmber30, 1996, MDDS incuned expenditures of$1,921,158 for th is
propct We examined t ree purch ase inwoices am ounting to H,460,983, (abhost
30 percentoftotalincuned expenditures by MDDS). We sellcted the t ree
invoices because tey contained t e hrgestdo lhr am ountofcom put rh ardw are
and softw are purch ases since te inception oft e propct Based upon our

revew , we be B\e ttatt e documentation is anai kbl © supportt e 1,921,158
chimed forte W SAAN-DDCPS progpctas ofSeptmber 30, 199 6.
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APFENDIX C

MAJOR REFPORT CONTRBUTORS

O flice of Inspector General

Roge r Norm and, Dire ctor, Nortt e m Program AuditDiwusion

Barry Shuh an, Deputy Director, Nortt e m Program AuditDiwusion, Ch icago
Rich ard Dubin, Auditor

For additiona Blcopies oft is report, plase contactt e Oflice oftte hspector

GeneralB Pub kk Affairs Speciabtat(410)966-9135. Referto Common
de ntification Num be r A-05-9 6-5109 5.
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