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DEFPARTMENT OF HEALTH & HUMAN SERVICES Orica of Inapecior Genel

Washinghen, OG  270:01

FEB 26 200|
Ta:  The Secretary
Through:; s
Cos
ES
From: Acting Inspector General
Subject: F.eport on the Financial Statement Auwdit of the Department of Healih and

Humian Services for Fiscal Year 2000 (01N M- 7-00-00014)

PURPOSE

Clur purposs is to provide you with our audit report on the Depariment”s Consolidated! Comibined
Financial Statements for Fiscal Year (FY) 206060, This audil is required by the Government
Management Befomm Act of 19594,

The atlache! repor r|.':|.-|.'r.1.1L':-'|:lr~u|:I|l_'||:|ﬁ repiried af the Health Carne Financing Admmistration
(HCFA) and highlights weaknesses noted duning audits of other operating divigion financial
slatements and departmental system examinafions.

Following is o sumimary of the major isswes discusscd in the Departmentwide awdit report.
I_:I I.'! !B!! ! I I! !tl -II I. Er I

I awir |:|r.|i1|i|.1n, L Dhepart menl of Health amd Human Services {HHE} FY 20K} finanecial
slatements present fairdy, in all material respects, the HHS assets, liabilities, and net position =i
Seplember 30, 2000; the consolidated net costs and changes i net position; and the combined
budgetary resources and financing For the year then ended in accordanee with accounting
principles generally acoepted in the Linited States,

Chur repont on intermal controls poies two infernal conteel weaknesses that we consider to be
matenal under standards established by the American Institute of Centified Poblie Accountanis
and CHTice of Management and Budget Bulletin 01072

. Financial systems and processes remain a significant challenge for the Departmeni. This
vear, data frorm 4 new grant processing system proved unreliable and caused significant
delays in preparing the financial statements of operating divisions and the Department
Adjustments 1o the financial staternents were mads late in February 2000, more than 5
meonviiia afier the Nacal year ended. We apsin node the neexd for HHS 1o operate a fully
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Page 2 - The Sccrctary

lunchioning, integrated financial system, This system should include installation of dual-
cniry accounting sysiems at the Medicare contractors and culminate in the production of
suditable HHS financial statements. 'We also podnt oul the need for penodic
reconciliations and account analyses throwghout the year lo improve the timeliness and
quality of financial information, a& well as stronger HCFA regional office and contractor
meonitoring of Medicare accounts receivable.

. The Medicare contraciors continue to lack adequate electrome datn processing controls,
Access contrmls, entity-wide seounty programs, and systems softwan: controls are most
problematic, Such weaknesses do not effectively prevent (1) unanthonzed access ty and
dizclosure of sensitive information, {2 malicious changes that could interrupl data
processing or destroy data fles, (3) improper Medicare payments, or (4) dismption of
critical operations,

Blaterial weakneses are those problems thal are sysbemic acrass a number of operating divisions,
as well as significant dollar issues affecting only one division. Thess weakisesses are synopsized
i this report and are fully described in the individual financial statement audit reports which we

released scparatcly.

W are grateful for the cooperation the Depariment has extended 10 us in performing this audit.
If vou have any questions, please contact me or have your stall eontact Joseph E, Yengnn,
Assistant Inspector General for Audit Operntions and Financial Statement Activitics, at

{202) 619-1157.

Michael F, Mangano

Allachment

or;
Diennis Williams
Agting Assistant Secretary

for Management and Budget

{reorge H. Strader
Creputy Assistant Secrelary, Finance
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INDEPENDENT AUDITOR'S REPORT

INSPECTOR GENERAL'S REPORT ON THE
DEPARTMENT OF HEALTH AND HUMAN SERVICES
CONSOLIDATED/COMBINED FINANCIAL STATEMENTS
FOR FISCAL YEAR 2000

To:  The Secretary of Health
and Human Services

We have audited the accompanying consolidated balance sheet of the Department of Health and
Human Services (HHS) as of September 30, 20005 the related consolidated statements of net cost
and changes in net position; and the combined statements of budgelary resources and financing
iprincipal financial statements) for the fiscal yvear (FY) then ended. These financial statements
are: the responsibility of HHS management. Our responstbility 15 (o express an opinion on them
based on our audit.

We conducted our awdit in sccordance with auditing standards generally accepted in the United
Blates; Covermment Auditing Stamdards 1sswed by the Compiroller General of the United States;
and Office of Management and Budget (OMB) Bulletin 01 -02, Awdit Regquiremenis for Federal
Financial Statements. These standards reguire that we plan and perform the aedit to obtain
reazonable assurance about whether the Nnancial statements are [tee of material misstalement.
An audit includes examining, on & test basis, evidence supporting the amounts and disclosures in
the financial statementz, An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation, We believe that our audil provides a reasonable basiz for aur opinion.

In our opinion, the principal financial statements referred to above present fairly, in all material
respects, the HHS assets, labilities, and net position at September 34, 20040, the consolidated net
costs and changes in net position; and the combined budgetary resources and financing for the
vear then ended in conformaty with accounting principles generally accepted in the United States.

Cur audit was conducted for the purpose of forming an opinion on the pincipal financial
statements referred to in the first paragraph. The information in the Overview and the
Supplementary Information are not required paris of the principal financial statements but are
considered supplemental information required by OMB Bulletin 97-00, Form and Confent of
Agency Fimancial Startements, as amended. Such information, including trust fund projections,
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has not been subjected to the auditing procedures applied in the andit of the principal financial
stafements. Accordingly, we express no opinton on it

In accordance with Government Auditing Standards, we have also issued our reports dated
February 26, 2001, on our consideration of HHS internal controls over financial reporting and on
our tests of HHS compliance with certain provisions of laws and regulations. These reports are
an infegral part of cur audit; they should be read in comunction with this report in considering
the results of our audit,

February 26, 2001

Tagpecior Ceneral s Hepuor? i et MY Crrrolinmen nmbimed’ Fimowenm! Sofemenis Jowr 7Y I Pape 2 .5!_|"_:",',‘I
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REPORT ON INTERNAL CONTROLS

W have audited the principal financial statements of HHS as of and for the year ended
September 30, 2000, and have issued our report thereon dated February 26, 2000, We conducted
our andit in accordance with anditing standards generally accepted in the United States: the
standards applicable to financial audits contained in Government Anditing Standards, issued by
the Comptroller General of the United States; and OMB Bulletin 01-02, Andit Requirentents for
Federal Financial Matemenis,

In planning and performing our audit, we considered the HHS internal controls aver Onancial
reparting by obtaining an understanding of the HHS internal controls, determining whether
infternal controls had been placed in operation, assessing control risk, and performing tests of
controls in order fo determine our auditing procedures for the purpose of expressing our opinion
on the financial statements. We limited our internal control testing to those controls necessary to
achieve the objectives described in OMB Bulletin ©1-02. We did not test all internal controls
relevant (o operating ohjectives as broadly defined by the Federal Managers' Financial Integrity
Act of [%82, such as those controls relevant to ensaring efMcient eperations.  The chjective of
our audit was not to provide assurance on intemal controls, Consequently, we do nol provide an
opinion on internal controls.

Cur consideration of intemal controls over financial reporting would not necessarily disclose all
matters in these controls that might be reportable conditions. Under standards issued by the
American Institite of Certified Public Accountants, reporiable conditions are matfers coming to
our attention relating to significant deficiencies in the design or eperation of internal controls
that, in our judgment, could adversely affect the HHS ability 1o record, process, summarize, and
report financial data consistent with management assertions in the financial statements. Materal
weaknesses are reportable conditions in which the design or operation of one or more of the
mnternal control components does not reduce to a relatively low level the risk thal misstalements
in amounts material to the financial statements may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. Because of
inherent limitations in internal controls, misstatements, losses, or noncompliance may
nevertheless ccour and not be deteeted. However, we noted certain matiers discussed below
involving intemal controls and their operation that we consider to be reportable conditions and
material weaknesses,

In addition, we considered the HHS internal controls over Required Supplementary Stewardship
Information by obtaining an understanding of the HHS internal controls, determining whether
these controls had been placed in operation, assessing control risk, and performing tests of
confrols as required by OMB Bulletin 01-02, Our procedures were not intended to provide
assurance on these controls; accordingly, we do net provide an opinion on them.

Inspecior General s Report on ke HHS Cowsclivmtend Combived Fimaworal Simtements for 71 2000 Pape 3 of 22
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Finally, with respect 1o intemal controls related to performance measures reported in the FY 200
HHS Aceountability Report, we obtained an understanding of the design of significant internal
contrals related to existence and completeness asserlions, as required by OME Bulletin 01-02.
Qur procedures were not designed to provide assurance on intemal controls over performance
measures; accordingly, we do not provide an opinion on such controls.

Using the criteria and standards established by the Amercan Institute of Certificd Public
Accountants and OME Bulletin 01-02, we identified twe intemal control weaknesses that we
constder to be material and two reportable conditions, as follows:

INTERNAL CONTROL WEAKNESSES™

FPagc
Material Weaknesses
| Financial Systemns and Processes 4
2 Medicare Elecironic Data Processing 13
Reportable Conditions
1. Medicaid Estimated Improper Payvments 17
2 Departmicntal Electronic Data Processing 15

* “Finascial Systers and Processes,” called “Fimancial Svstems and Eeporting” inoour FY 1999 report, bas been
retitlid 1o moorporale continued problems with Medicare accounts receivable and Health Care Financing
Admmninesiration eversight of Moaliare confrachors. The reportabde condition For “Fraperty, Mant, and Equipment™
has been remnoved

MATERIAL WEAKNESSES

1. Financial Systems and Processes {Repeat Condition)

Since passage of the Chief Financial Officers (CFO) Act, as amended by the Government
Management Reform Act of 1994, agencies have prepared financial statements for audit by the
Inspectors General. The act emphasized production of reliable financial statements;
consequently, HHS worked diligently to prepare statements capable of receiving an unqualified
audit opinion. With this year's audit, HHS sustained the important achievement of an
unqualified, or “clean,” opinion, which we issued for the first time on the FY 19949 financial

slatemenis.
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U.S. Dopartment of Health and Human Services - Accountability Report - FY 2000 m



SECTION V: Independent Auditors’ Report on HHS Financial Statements and Management Response _

A clean awdil opinion, however, assures only that the financial statements are reliable and fairly
presented. The opinion provides no assurance on the effectiveness and efficiency of agency
fimancial controls and sysiems, criteria for which may be found in OME Circular A-123,
Management Accountability and Control, and OMB Circular A-127, Financial Manaegement
Swstemy. Taken together, the eriteria require agencies to record, classify, and report on the results
of transactions accurately and promptly. Although manual processes may be used, the system(s)
miust be efficient and effective to accomplish the agency mission and to satisfy financial
management needs.

In our view, the Depariment confinues o bave senous infernal control weaknesses in its financial
systems and processes for producing Dnancial sfatements. Because many systems were not fully
integrated and, in some cases, were in the process of being updated or replaced, the preparation
of financial statements required numercus manwal account adjustments involving billions of
dollars, In addition, significant analysis by Department stalT, as well as outside consultants, was
necessary to determine proper balances months after the close of the fscal vear. Had the
operating divisions followed departmental policies and conducied Mnancial analvses and
reconciliations throughout the year, many account anomalies would have been detected earlier.
While we observed steady improvement in the financial statement process, system and process
weaknesses stll did not ensure the production of imely and reliable financial statements, These
weaknesses related o grant and other accounting issucs, Medicare accounts receivable, amd
Healih Care Financing Admimistration {HCFA) oversight of Medicare contraciors.

Background

In additien to the individual operating divisions, two divisions of the Program Support Center
play important roles in the departmental financial process: the Division of Financial Cperations
(DFOY and the Division of Payment Management (DPM).

The DFO provides financial management and accounting services to the Administration for
Children and Families { ACF), the Substance Abuse and Mental Health Services Administration
(SAMHSA), the Health Resources and Services Admimistration (HRSA), the Indian Health
Service, the Administration on Aging, the Program Suppord Cender, the Agency for Healtheare
Research and Quality, and the Office of the Secretary. The remaining operating divisions —
HCFA, the Mational Institutes of Healtl {NIH), the Centers for Disease Control and Prevention
(CTCY, and the Food and Drug Admimistration (FDA) — are responsible for their own
accounting.

The DPFM provides cenfralized electromic lunding and cash management services for
approximately 65 percent of Federal civilian grants and certain contracts. In FY 2000, the DPM
Payment Management System made almest 274,000 payments totaling approximately

.rnup._-nw Covasarreal ' Rapaoart oy thy REY Congedifaree Coshingd Fiancal .'I'I'Elll‘-'i‘h‘.‘ﬂl'l_.l-ﬂl' F¥ A .”'uﬁ._' 5 n_f'!!
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5195 billion to more than 24,000 grantees en behalf of HHS as well as 10 other Federal agencies
and 42 subagencies.

Afler awarding granis, agencies transmit award amounts and grant payment limits o DPM.
Based on these parameters, grantees withdraw funds 1o pay the expenses of their operations, and
they report their expenses 10 DPM quarterly, The DPM reconds the withdrawals and expenses
and issues reporls on these ransactions to granting agencies and the Department of the Treasury,

Grant Accounting Issucs

From 1970 until July 2000, grant transactions were processed by the DPM Payment Management
System on a mainframe computer at the NIH Center for Information Technology. In FY 1994, it
was determined that expanding this legacy system was not practical and that the system should
be replaced with a new client server, web-gnabled system. Programming of the new system
began in early FY 1998, In February [999, a decision was made 1o defer implementation of the
new system until after January 2000, and efforts were then focused on remediating the legacy
syatem for Y 2K compliance, Independent public accountants (TPAs) determined that for the
period September 1, 1999, through July 28, 2000, the legacy system's internal controls were
operating effectively, Im July 2000, after successfully runming parallel for about a month to tosi
the more critical functions, such as fund transfers, the new Payment Management System was
brought online without major incident, Grant authorizations, payment requests, and fund
transfiers were processed through the system at expecied volumes.

However, the expenditure subsystem used to produce and process forms 272, Federal Cash
Transactions Report, was not fully tested. The DPM determined thal this subsystem could be
tested after the new system was implemented and before recipients began retuming their
completed June 30 (third quarter) expendilure reports in September. While processing the JTune
30 expenditure reports, two programming problems surfaced. As a result, incomplete or
erroneous data were reporied (o the operating divisions and other customer agencies. First, the
algorithm used o allecate expenditures 1o a common accounting number (CANY did net function
properly. While total expenditures were captured, the amounts were incormectly distributed to the
CAMz Although we noted certain concermns with the allocation of dishbursements among the
operating divisions, we determined that total cash disbursements charged to the operating
divisions, in the aggregate, equaled net cash dishursements reported to the Department of the
Treasury and distributed o grant recipients. Second, the new system could nod process paper
272 reponts; this produced a backlog of about $2.1 billion in unprocessed reports. Compounding
these problems, the lead programmer working on the expenditure process unexpectedly left the
employment of the system development confractor in August.

Tnapwcdor Cidneeal ' Report om the HH?'.- [ om n'.JlE.rl'ﬂ.l'-'-'I'.'ilrl.ll'll'nml' Firdvcrwd ATateniswdy for 7 2NN .J"ﬂ'l#-l' ] ql"f_:'
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After correcting the programming problems, DPM began processing the backlog of expenditure
reponis, In late September, an expenditure file was distributed to the operating divisions
reflecting what DPM thought was the majority of grantee expenditure reports. Becanse DPM
was of the opinion that any remaining expenditure amounts would be immaterial, it did not
notify any of its customers of this problem. These assumplions were incorrect. In actuality,
many of the paper 272 reports involved large grantees and totaled about $2.1 billion in
unprocessed third quarter expenditures. The DPM should have analyzed the unprocessed reports
and determined the extent and seriousness of the problem rather than specalate that it was
immaterial. These problems were nol fully commumcated to semor operating division
management or the auditors until February 20001, As a resull, grani expenditures, grant advances,
and the grant accrved expense calculation centained billionz of dollars in errors until final
correciion. The errors caused account ancmalies noded by avditors and substantally delaved
final conclusion of the audits of NIH, ACF, HESA, SAMHSA, and CDC and the Department’s
compilation of the Gnancial slatements:

. The DFO, the operating divisions, and/or auditors analyzed grant expenditures
reporied on the Statement of Nel Cost and found that the yvearend balances
contained aggregate ervors of 32,7 billien. This ameunt incleded understatements
of 32,1 hillien (31 hillion for ACF, 1 billion for NIH, and 5100 million for CDC)
and overstatements of $628 million (5420 millien for HRSA, 597 million for
CDC, 321 million for SAMHSA, and 520 million for ACF). As a resull of these
errors, the financial statements initially were materially misstated, Certain
operating divisions did not detect these errors through their intemal controls,

* The TIFO extensively analyred July and August grant advance transactions
reported by DPM and determined that advances recorded in the general ledger
were understated by 5858 million: 5449 million for ACFE, 8335 million fior
HRSA, and $74 million for SAMHSA.

. From October 1, 1999, to June 30, 2000, many accounts in the subsidiary detail
were nol properly classified as intragovernmental or nongovernmental
ransaciions, The absolule value of classification errors in the subsidiary detail
wag approximalely 56.4 billion: $5.4 billion for ACF, 5552 mullion for HRSA,
and 3445 million for SAMHSA, The DFO ultimately corrected these ermors
(“outside the general ledger™) in ils manual vearend process of prepanng
financial statements.

. The ACF grant transactions of approximately $1.1 billion were reconded to the
wromg CAM, As a result, these amounts were reportesd in the wrong
appropriation. We were informed that this occurred because of discrepancies in

dnsprertor Ciemaral 5 Repors on the HHY Convedidated Copbined Financial Saresenis for FY 2000 _.I'-J.-mr Tof 27
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1he CAN table that were not identified until several months after the end of the
fiscal year,

Although these four problems were eventually corrected, we remain concemned that the operating
divisions did not routinely analyze accounts o detect such accounting anomalies. When such
analyses are not performed in the normal business cyele, material errors and irregularities will
not be promptly detected and the resulting financial statements will be at risk of inaccuracies.
Also, procedures should be established to ensure that detected anomalies are effectively
communiciied to top management.

Medicare Accounts Receivable

The HCFA is the Department’s largest operating division with about £316 hillion in net outlays,
Along with its Medicare contractors, HCFA is responsible for managing and collecting many
hillions of dollars of accounts receivable each year. Medicare accounts receivable are primarily
overpayments owed by health care providers to HCFA and funds due from other entities when
Medicare is the secondary payer. For FY 2000, the contractors reported about £30 hillion in
Medicare accounts receivable activity which resulted in an ending gross balance of
approximately $7.1 billion — over 87 percent of HCFA's total receivable balance. After
allowing for doubiful accounts, the nel balance was about 33.2 billion.

For several years, we have reported senous emors in contractor reporting of accounts receivable
that resulied from weak financial management controls. Control weaknesses were noted again
this year. Because the claim processing systems used by the contractors lacked general ledger
capabilities, obtaining and analyzing financial data was a labor-intensive exercise requinng
significant manual input and reconciliations belween various systems and ad hoc spreadshect
applications. The lack of double-entry systems and the use of ad hoc supporting schedules
increased the risk that contractors could report inconsistent information or that information
reported could be incomplete or erroneous.

To address previously identified problems in documenting and accurately reporting accounts
receivithle, HCFA began a substantial validation of its receivables by contracting with TPAs in
FY 1999, The HCFA continwed the validation effort this vear. As a result, the receivables
balance was adequately supported as of the end of FY 2000.

The IPAs reviewed accounts receivable activity al 14 Medicare contractors which represented
over 68 percent of the total Medicare accounts receivable balance at September 20, 1999, While
they noted significant improvement in the HCFA central office’s analysis of information
included in its financial statements, along with improvement in contractors’ processing and
reporting of receivahbles, their review identified overstatements and understatements totaling
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£374 million as of March 31, 2000, This amount included errors of $201 million in Medicare
Secondary Paver (MSP) receivables and 5173 million in nen-MSP receivables. Most of the MSP
misstatements were due te a lack of supperting decumentation for the amounts reported in the
contracions’ quarierly inancial reporis to HCFA, Misstatemenis of non-MSP receivables were
afinbuted to the following:

] 574 million resulted from clerical and other errors,

. 530 million should have been eliminated when providers eventually filed their
cost reports. Uintil & prowvider files a cost report, all outstanding interim payments
are eonsidered technical overpayments and are recorded as receivables.

" £47 million was not supporied by records.

. £2 million concemed receivables transfemred 1o a HCFA regional oflice but stll
included on the contractor’s books and thus recorded twice.

While if 15 quite clear that the root cause of the accounts receivahle problem is the lack of an
integrated, dual-entry accounting system, HCFA and the Medicare coniractors have not pravided
adequate oversight or implemented compensating internal contrals to ensure that receivahles will
be properly accounted for and reflected in their financial reports, To address its systems
problem, HCFA plans o develop a state-of-the-art Integrated General Ledger Accounting
System, This system will replace the cumbersome, & hoo sprexdshesis cumently used to
accumulate and report contractor financial information and will enable HCFA to collect
standardized accounting data, In addition, the system will replace HOFA's current accounting
system, the Financial Accounting Control System, and will include an gccounts receivable
module to provide better control and support for receivables. A HCFA-wide project team has
heen formed under the guidance of the CFO and the Chief Information Officer, Depending on
funding, HCFA does not expect to implement the new system until FY 2007,

HCFA Oversight of Medicare Contractors

Pending implementation of a fully integrated accounting systemn, HCFA's oversight of the
Medicare confractors becomes cnfical to redwcing the risk of matenial misstatement in the
financial statements. However, as discussed below, HCFA oversight of contractor operations
and financial management contrels has nod provided reasenable assurance that matenal emrors
will be detected in a tmely manner.

The responsibility for collecting delinguent provider overpayments is dispersed amaong the 54
Medicare contraciors, the 10 HCFA regional offices, the HCFA central office, amd exiernal
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agencies. The majonity of overpaymenis are recovered by the contractors through offsct
procedures. However, when the contractors’ collection efforts are unsuccessful, delinquent
receivables are transferred to the regional offices and then possibly 1o various other locations,
inchuding the central office, the HCFA Office of General Counsel, the Depariment of Justice,
and the Depariment of the Treasury™s Debl Collection Cenler,

[nan October 28, 1999, report to HCFA (Safepnarding Medicare Accownts Receivable, A-17-99-
| 19959, we noted significant weaknesses in regional office accounting for debt. Our review
showed that regional and central office acoounts receivable were misstated by $1E4.5 mullhion.
Examples of the misstatements included:

" an overstatement of 96,9 million in receivables with no supporting
documentation,
. overstatements and understatements totaling $32.9 million due to various

reporiing and clencal errors, and

. an understatement of 821 millien in improperly recorded transfers of receivables
from the Medicare coniractors (o the regional offices.

Mot only did the regional offices net zafeguard debd in their custody, their monitoring of
contractor financial information was insdeguate to prevent errors in financial reports and data.
As mentioned above, it was necessary for HCFA to hire [PAS to properly determine the accounis
receivable balance for the past 2 years, For non-MSP receivables during this peried, the IPAs
identified ahout $590 million in recorded debt that the Medicare contractors could not support.
While these receivables were written off bocause of the lack of suppaort, it is possible that some
of these receivables were actually debt due to Medicare and should have been collected. Had the
regional offices been required to conduct reviews similar 1o those conducted by the IPAs, many
of these problems could have been detected or prevented more timely.

Similarly, stronger regional office oversight of the contractors’ reconciliations would help to
ensure that contractors have adequate controls in place to prepare accurate and complete financial
reports. The HCFA requires all Medicare contractors to reconcile “total funds expended™
reporied on the prior month's HCFA 1522, Monthly Contractor Financial Report, to adjudicated
claims processed using the paid claims tape. This reconciliation 1s an important control to ensure
that all amounts reporied to HCFA by Medicare contractors are accurate, supported, complete,
and properly classified. However, of the 10 contractors in our sample, 9 did not conduct this
reconciliation using the aciual paid claims lape. Numerous errors and omissions in contractor
reporting resulied. For example, at one contractor, over $65 million in paid claims from the
current month’s HCFA 1522 was inadvertently incleded in the previous month’s HCFA 1522,
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The contractor's HCFA 1522 had to be resubmitted because an unreported manual payment of
£6.3 million had not been posted to the contractor’s financial records.

Other Accounting 1ssues

While the timeliness of the HHS financial statements has improved, delays were noted again this
year. Numerous adjusting entries at yearend were needed to correct errors and o develop
accurate financial statements. Many of these adjustments would not have been necessary had
management routinely reconciled and analyzed accounts. throughout the yvear, recorded
transactions using prescribed accounts, and reframed from making “financial stalement only™
adjusiments. These controls help o prompily identily and correct accounting aberrations,
provide more reliable financial information during the year, and prevent & material missiatement
of the financial statements at yearend. Some examples follow:

MNational Institutes of Health. The MIH financial system, which dates back to the early 19705,
was not designed for financial reporting purposes and lacks cerfain system inlerfaces. Because
the accounting function 15 decentralized among the 25 NIH Institutes and Centers, the NIH
Office of Financial Management spent considerable time in consolidating amd adjusting 23 trial
balances in order to prepare financial statements, The NIH, which had net budget outlays of
315.4 billion, was unable 1o prepare reliable financial statements for September 20, 2000, wntil
February 2001,

During FY 2000, NIH recorded approximately 2.4 million cnirics in its financial system.  About
18,000 of these entries, with an absolute value of about 200 billion, were recorded using
nonstandard accounting entries which could circumvent accounting controls. The bulk of thesc
transactions pertained to FY 1999 manual closing entrics. Many of these entries were incorrect
and were not corrected until months after the onginal transactions were recorded.  For example,
entrics totaling %140 million were recorded three times in April 2000. Four months later, the
duplicate entrics were reversed, leaving the correct entrics in the system. In addition, we noted
that NTH, as in past vears, delayed entering some of the prior year’s financial statement
adjustments, valued at $5.1 billion, to its general ledger for nearly o full vear. Such delays cause
the general ledger i be misleading and inaccurate duning the year.

For FY 2000, to compensate for system inadequacies, NIH developed an ad hoc, yearend process
to create and post correct standard general ledger accounts. The output of this process formed
the trial balance. However, an additional 95 entries, lotaling an absolute value of approximately
£28 billion, were nocessary in order to adjust the trial balance to prepare the financial statements.

In 19498, MIH launched a project known as the NIH Business System to replace existing
admimsirative and management systems. Omce the new sysiem is fully implemented, we believe
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