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DEPARTMENT OF HEALTH & HUMAN SERVICES OFFICE OF INSPECTOR GENERAL 
OFFICE OF AUDIT SERVICES 

Region II 
Jacob K. Javits Federal Building 
26 Federal Plaza 
New York, NY 10278 

February 12, 2003 

ReportNo. A-O2-01-02001 

Mr. Jo1mA. Jo1mson 
Commissioner, Office of Children and Family Services 
Department of Family Assistance 
52 Washington Street 
Rensselaer,New York 12144 

DearMr. Johnson: 

Enclosed are two copies of the U.S. Departmentof Health and Human Services, Office of 
Inspector General, Office of Audit Servicesfinal report entitled "Review Of Costs Claimed By 
The New York State Department of Family Assistance,Office Of Children And Family Services 
For Equipment Provided By ffiM And MicroAge Under PhaseII Of The CONNECTIONS 
Project." A copy of this report will be forwarded to the action official noted below for her 
review and any action deemednecessary. 

Final detennination as to actions taken on all matters reported will be made by the HHS action 
official named below. We requestthat you respondto the HHS action official within 30 days 
from the date of this letter. Your responseshould presentany comments or additional 
infonnation that you believe may have a bearing on the final detennination. 

In accordancewith the principles of the Freedomof Information Act (5 V.S.C. 552, as amended 
by Public Law 104-231), OIG/OAS reports issuedto the Department's granteesand contractors 
are made available to membersof the pressand generalpublic to the extent information 
contained therein is not subject to exemptions in the Act which the Department choosesto 
exercise.(See45 CFR part 5.) 
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To facilitate identification, pleaserefer to report numberA-O2-01-02001 in all correspondence 
relating to this report. 

Sincerelyyours, 

~~A./"'-­
iimothy.,f:n;:r;~
RegionalInspectorGeneral 

for Audit Services 

Enclosures-as stated 

Direct Reply to HHS Action Official: 

Mary Ann Higgins 
Northeast Hub Director 
Department of Health and Human Services 
Administration for Children & Families 
26 Federal Plaza, Room 4114 
New York, New York 10278 
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Office of Inspector General 

http://oig.hhs.gov/ 

The mission of the Office of Inspector General (OIG), as mandated by Public Law 95-452, 
as amended, is to protect the integrity of the Department of Health and Human Services 
(HHS) programs, as well as the health and welfare of beneficiaries served by those 
programs. This statutory mission is carried out through a nationwide network of audits, 
investigations, and inspections conducted by the following operating components: 

Office of Audit Services 

The OIG's Office of Audit Services (OAS) provides all auditing services for HHS, either by 
conducting audits with its own audit resources or by overseeing audit work done by others. 
Audits examine the performance of HHS programs and/or its grantees and contractors in 
carrying out their respective responsibilities and are intended to provide independent 
assessments of HHS programs and operations in order to reduce waste, abuse, and 
mismanagement and to promote economy and efficiency throughout the Department. 

Office of Evaluation and Inspections 

The OIG's Office of Evaluation and Inspections (OEI) conducts short-term management and 
program evaluations (called inspections) that focus on issues of concern to the Department, 
the Congress, and the public. The findings and recommendations contained in the 
inspections reports generate rapid, accurate, and up-to-date information on the efficiency, 
vulnerability, and effectiveness of departmental programs. 

Office of Investigations 

The OIG's Office of Investigations (OI) conducts criminal, civil, and administrative 
investigations of allegations of wrongdoing in HHS programs or to HHS beneficiaries and 
of unjust enrichment by providers. The investigative efforts of OI lead to criminal 
convictions, administrative sanctions, or civil monetary penalties. The OI also oversees 
State Medicaid fraud control units, which investigate and prosecute fraud and patient abuse 
in the Medicaid program. 

Office of Counsel to the Inspector General 

The Office of Counsel to the Inspector General (OCIG) provides general legal services to 
OIG, rendering advice and opinions on HHS programs and operations and providing all 
legal support in OIG's internal operations. The OCIG imposes program exclusions and civil 
monetary penalties on health care providers and litigates those actions within the 
Department. The OCIG also represents OIG in the global settlement of cases arising under 
the Civil False Claims Act, develops and monitors corporate integrity agreements, develops 
model compliance plans, renders advisory opinions on OIG sanctions to the health care 
community, and issues fraud alerts and other industry guidance. 



Notices 

THIS REPORT IS AVAILABLE TO THE PUBLIC 
at http://oig.hhs.gov/ 

In accordance with the principles of the Freedom of Information Act, 5 U.S.C. 552, as 
amended by Public Law 104-231, Office of Inspector General, Office of Audit Services, 
reports are made available to members of the public to the extent information contained 

therein is not subject to exemptions in the Act. (See 45 CFR Part 5.) 

OAS FINDINGS AND OPINIONS 

The designation of financial or management practices as questionable or a 
recommendation for the disallowance of costs incurred or claimed as well as other 

conclusions and recommendations in this report represent the findings and opinions of the 
HHS/OIG/OAS. Authorized officials of the awarding agency will make final determination 

on these matters. 



Background 

In 1994, the New York State Departmentof Family Assistance, (fonnerly the New York 
State Department of Social Services)Office of Children and Family Services 
(NYSOCFS) began developing and implementing a Statewide Automated Child Welfare 
Infonnation System(SACWIS), known as CONNECTIONS, to collect and transmit 
foster care and adoption assistancecasemanagementdata to the Federal Government. 
The CONNECTIONS systemwas to be developed in two phases. In PhaseI, existing 
mainframe systemswere to be enhancedwith additional functionality to provide a secure 
infrastructure upon which to build a comprehensivesystem. In Phasell, the new 
hardware and software of the CONNECTIONS systemwas to be installed and put into 
operation. The hardware, software and related serviceswere provided by International 
BusinessMachines Global Services(a subsidiary of International Business Machines 
Corporation that was fonnerly known as Integrated SystemsSolutions Corporation and is 
referred to in this report as IBM), Accenture (fonnerly Anderson Consulting LLP), and 

MicroAge,lnc. (MicroAge). 

In August 1999, the Administration for Children and Families (ACF) requested that we 
perfoml a financial review of claims submitted by NYSOCFS for the CONNECTIONS 
project. Previously, underCIN: A -02-99-02008,we reported the results of our review of 
costs claimed under PhaseI of the CONNECTIONS project. 

During January2001, we begana review of equipmentand related costs provided by IBM 
and MicroAge, which were claimed for federal reimbursement by NYSOCFS under 
PhaseII of the CONNECTIONS project. During the period March 31, 1996 through 
September30,2000, NYSOCFS claimed $74,153,379 (federal share $53,442,293) for 
equipment and related costsprovided by IBM and MicroAge. The claimed costs included 
the purchaseprice of the equipmentand related software costs, installation charges,site 
preparation, maintenancechargesand finance charges. 

Objectives 

Theobjectivesof our reviewwere: 

To identify costsclaimed by NYSOCFS for equipment, provided to 
preventive services only agencies,which should be removed from the Title 
IV -E SACWIS claims for federal reimbursementbased on a prior agreement 
betweenNYSOCFS and ACF. 
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To detemlineifNYSOCFS implementedpropertymanagementstandardsto 
ensurethat inventoryrecordsfor equipmentpurchasedunderthe 
CONNECTIONSprojectareaccurateandreliable. 

To detennine ifNYSOCFS claims for CONNECTIONS equipment and 
related costswere reasonableand allowable in accordancewith the tenus of 
the contract betweenNYSOCFS and ffiM. 

Summary Of Findings 

In summary, our audit determined that the majority of costs claimed for CONNECTIONS 
equipment and related costswere reasonableand consistentwith the terms of the contract 
betweenNYSOCFS andillM. We found that adjustmentsto the claimed costs were 
warranted for $947,057 (federal share $686,817)of equipment and related costs that 
should not have beenclaimed to the CONNECTIONS project as well as $3,947,353 
(federal share $2,835,220) of equipmentand related costs, which could not be properly 
identified or located. In addition, we determined that equipment maintenance costs of 
$32,882 was improperly claimed at an enhancedfederal financial participation rate and 
improvements are neededin equipmentmanagement. 

We identified costs claimed by NYSOCFS for 430 pieces of equipment provided to 
preventive services only agencies. This equipment, totaling $947,057 (federal share 
$686,817), should be removed from the Title IV-E SACWIS claims for federal 
reimbursementbased on a prior agreementbetweenNYSOCFS and ACF. 

We found that NYSOCFS has taken stepsto improve the accuracyand reliability of the 
CONNECTIONS inventory managementsystem. However, our review identified some 
discrepanciesbetweenthe total number of equipmentitems per vouchers submitted by 
ffiM and MicroAge to NYSOCFS and the total number of equipment items per the 
inventory list maintained by the New York StateOffice for Technology (NYSOFT). 

Based on our review, we detemlined that NYSOCFS was unable to reconcile 370 pieces 
of equipment, totaling $940,888 (federal share$671,792), purchased from ffiM and 
MicroAge to inventory records maintained by NYSOFT. Since this equipment was not 
recorded on the inventory list, NYSOCFS was unable to document its current location or 
condition or demonstratethat it was everreceived or used for activities that benefit the 
CONNECTIONS project asrequired by Office of Managementand Budget (OMB) 
Circular A-87. 

In addition, our review of 300 statistically selectedpieces of equipment listed on the 
NYSOFT inventory showed that 70 pieceswere found at a different location than the one 
shown on the inventory. Based on an extrapolation of the statistical sample, we estimate 
that the location of3,820 pieces of CONNECTIONS equipment is improperly recorded 
on NYSOFT's inventory records. 45 CFR 92.32{d)(l) requires statesto maintain an 
equipment inventory managementsystem,which includes the location of the equipment. 
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We were advised by NYSOFT officials that this deficiency in their property management 
systemoccurred due to inadequateprocedures for updating the inventory records to 
reflect the movement of equipment after it had beeninstalled. 

Our review also revealed that 33 piecesof equipment in our statistical sample of 300 
pieces of equipment listed on the NYSOFT inventory could not be located. As a result, 
NYSOCFS was unable to demonstratethat this equipmentwas used for activities that 
benefit the CONNECTIONS project asrequired by OMB Circular A-87. Based on an 
extrapolation of the statistical sample,we estimate that NYSOCFS cannot document the 
current location or condition of 1,905pieces of equipment, with an estimated value of 
$3,006,465 (federal share$2,163,428). 

Finally, we detennined that NYSOCFS improperly claimed equipment maintenance costs 
for federal reimbursement at the enhanced75 percentrate. The difference betweenthe 
federal shareof the claim at 75 percentversusthe allowable federal share at 50 percent is 
$32,882. 

During our review, we becameaware that the New York State Office of State 
Comptroller (NYSOSC) had performed a review of CONNECTIONS equipment and 
identified similar deficiencies in controls over the CONNECTIONS inventory 
managementsystem. Specifically, reconciling errors in the equipment inventory records 
and equipment that was missing or not found at the location on the inventory listing. The 
NYSOSC provided recommendations for correcting thesedeficiencies, which NYSOCFS 
concurred with. We follo~ed up with NYSOCFS to determine what actions they have 
taken, or plan to take, to correct the deficiencies and have made recommendations to 
addressany issuesthat have not been fully resolved.' 

Recommendations 

We recommendthat: 

NYSOCFS reduce their claim by $947,057(federal share$686,817). 
This representsthe cost of 430 pieces of equipment, provided to 
preventive services only agencies,which should be removed from the 
Title IV -E SACWIS claims for federal reimbursementbased on a prior 
agreementbetweenNYSOCFS and ACF. 

2. 	 IfNYSOCFS is unable to reconcile the 370 pieces of equipment and 
provide evidence that this equipmentwas used for CONNECTIONS, 
they should reduce their claim by $940,888 (federal share$671,792), 
which representsthe purchaseprice, related software costs, installation 
chargesand maintenancechargesassociatedwith this equipment. 
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3. NYSOCFScontinueto reconcileexistingdiscrepanciesanderrorsin 
the equipmentinventoryrecordsandprovideassuranceto ACF thatthe 
equipmentinventoryrecordshavebeencorrected. 

4. IfNYSOCFS is unable to locate the 33 missing sample items and 
provide evidence that this equipmentwas used for CONNECTIONS, 
they should reduce their claim by $3,006,465 (federal share 
$2,163,428), which representsthe lower limit of the 90 percent 
confidence interval. 

5 NYSOCFSrevisetheirproceduresfor updatinginventoryrecordsto 
reflectthe movementof CONNECTIONSequipmentafterit hasbeen 
installed. 

6. 	NYSOCFSmonitortheprogressof theirplannedimprovementsto the 
CONNECTIONSinventorymanagementsystemandprovide 
assuranceto ACF thatactionhasbeentakento addressmissing 
equipmentandthatthe locationof the equipmenthasbeenupdated. 

7. NYSOCFS reduce the federal shareof equipmentcosts claimed by 
$32,882, which representsthe difference betweenthe federal shareof 
the claim at 75 percentversusthe allowable federal share at 50 percent. 

NYS Comments 

The full text ofNYSOCFS comments on our draft report are contained in Appendix D.

With respect to the four recommendations that relate to fiscal issues, NYSOCFS

concurred with refunding expenditures, totaling $947,057 (federal share $686,817),

claimed for equipment provided to preventive services only agencies but felt the

recommendation constituted a recognition of a previous agreement between NYSOCFS

and ACF, not an audit finding. The NYSOCFS did not concur with our recommendation

that they reduce their claim for unreconciled equipment, totaling $940,888 (federal share

$671,792), because the errors found represent technical record keeping errors. With

regard to the projected overpayment related to missing equipment, NYSOCFS noted that

it had found additional pieces of equipment and requested that the report be appropriately

adjusted. Finally, NYSOCFS agreed to reduce the federal share of equipment

maintenance costs claimed by $32,882.


With respect to the three procedural recommendations, the State indicated that it was

actively working to improve the accuracy and reliability of the CONNECTIONS

inventory management system. The state also committed to keeping ACF apprised of its


progress in improving controls over CONNECTIONS equipment.
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DIG Response 

With respectto the overpaymentsidentified in the report, we note that the state's 
comments did not contain detailed challengesto the factual accuracyof our findings. 
Rather the responseindicated that additional information was accumulated and provided 
for our review. In this regard, we evaluatedall additional information that was provided 
to us and made appropriate adjustmentsto the final report. 

With respectto the procedural recommendations,we are pleased that NYSOCFS officials 
have expressedan interest in improving the accuracyand reliability of the 
CONNECTIONS inventory managementsystem. However, we note that the state 
comments do not adequatelyaddressthe issue of tracking CONNECTIONS equipment 
that is moved subsequentto installation. Consequently,CONNECTIONS inventory 
records will not reflect, in a timely or accuratemanner, situations where equipment was 
lost, stolen, moved or sent for repair. 
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INTRODUCTION 

 
 
Background 
 
The Title IV-E Foster Care and Adoption Assistance program provides federal funds to 
states for the care of eligible dependent children that are placed in foster care and for abused 
or neglected children who are placed in foster homes.  In addition, Title IV-E provides 
federal funds for adoption assistance payments for certain children with special needs.  For 
many years, concerns had been raised about the lack of information available on children 
receiving foster care and adoption assistance services.  To address some of these concerns, 
Congress amended Title IV-E to require the Federal Government to institute a foster care 
and adoption assistance data collection system.  As a result, requirements for an Adoption 
and Foster Care Analysis and Reporting System (AFCARS) were implemented under 
regulations at 45 CFR 1355.40. 
 
There were two components to the AFCARS, the state component and the federal 
component.  The state component consisted of the information system used to collect and 
transmit foster care and adoption assistance case management data to the Federal 
Government.  The federal component consisted of the information system used to receive 
and process the data, check the data for compliance and quality, and generate various 
reports. 
 
Some states opted to comply with AFCARS requirements by developing a Statewide 
Automated Child Welfare Information System (SACWIS) to collect and transmit foster care 
and adoption assistance case management data to the Federal Government.  The Omnibus 
Budget Reconciliation Act of 1993 and Public Law 104-193 provided federal financial 
participation (FFP) for the planning, development and installation of such systems.  Eligible 
SACWIS costs incurred prior to September 30, 1997 were reimbursed at an enhanced FFP 
rate of 75 percent, while eligible SACWIS costs incurred after September 30, 1997 were 
reimbursed at 50 percent FFP. 
 
In 1994, the New York State Department of Family Assistance, (formerly the New York 
State Department of Social Services) Office of Children and Family Services (NYSOCFS) 
began developing and implementing a SACWIS called CONNECTIONS.  The 
CONNECTIONS system was intended to give child welfare workers state of the art 
computer equipment and software to support and improve their efforts on behalf of children 
in foster care and their families.  The CONNECTIONS system was to be developed in two 
phases.  In Phase I, existing mainframe systems were to be enhanced with additional 
functionality to provide a secure infrastructure upon which to build a comprehensive 
system.  In Phase II, the new hardware and software of the CONNECTIONS system was to 
be installed and put into operation.  The hardware, software and related services were 
provided by International Business Machines Global Services (a subsidiary of International 
Business Machines Corporation that was formerly known as Integrated Systems Solutions 
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Corporation and is referred to in this report as IBM), Accenture (formerly Anderson 
Consulting LLP), and MicroAge, Inc. (MicroAge). 
 
In August 1999, the U. S. Department of Health and Human Services, Administration for 
Children and Families (ACF) requested that we perform a financial review of claims 
submitted by NYSOCFS for the CONNECTIONS project.  Previously, under CIN:  
A-02-99-02008, we reported the results of our review of costs claimed under Phase I of the 
CONNECTIONS project. 
 
During January 2001, we began a review of equipment and related costs, provided by IBM 
and MicroAge, 1 which were claimed for Federal reimbursement by NYSOCFS under Phase 
II of the CONNECTIONS project.  During the period March 31, 1996 through September 
30, 2000, NYSOCFS claimed $74,153,379 (federal share $53,442,293) for equipment and 
related costs provided by IBM and MicroAge under Phase II. 2  The claimed costs included 
the purchase price of the equipment and related software costs, installation charges, site 
preparation, maintenance charges and finance charges.  
 
Objectives, Scope And Methodology 
 
The objectives of our review were: 
 

• To identify costs claimed by NYSOCFS for equipment provided to preventive 
services only agencies, which should be removed from the Title IV-E SACWIS 
claims for federal reimbursement based on a prior agreement between 
NYSOCFS and ACF.    

 
• To determine if NYSOCFS implemented property management standards to 

ensure that inventory records for equipment purchased under the 
CONNECTIONS project are accurate and reliable. 

 
• To determine if NYSOCFS claims for CONNECTIONS equipment and related 

costs were reasonable and allowable in accordance with the terms of the 
contract between NYSOCFS and IBM. 

 

                                                           
1 On March 18, 1996, NYSOCFS entered into a contractual agreement with IBM to purchase 
CONNECTIONS equipment and related services.  However, until ACF approved the contract on  
June 25, 1996, federal funding for contract activities was not available.  Therefore, NYSOCFS utilized a 
general state contract with MicroAge, an IBM retailer, to purchase CONNECTIONS equipment.  The ACF 
subsequently approved the purchase of equipment from MicroAge. 
 
2 We were unable to determine the paid or deferred status of the $53,442,293 that NYSOCFS claimed for 
federal reimbursement through September 30, 2000, since payment by ACF was not based on the content of 
specific claims.  Rather, ACF paid claims based on a budgeted funding level approved for the 
CONNECTIONS project and deferred all claims that exceeded this level.      
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To accomplish our objectives we: 
 
9 Examined applicable SACWIS regulations, and ACF Action Transmittals and 

Program Instructions; 
 
9 Obtained copies of all IBM and MicroAge vouchers for equipment and services 

claimed for federal reimbursement through September 30, 2000; 
 
9 Reconciled IBM and MicroAge vouchers to the ACF IV-E –12 expenditure reports 

for the quarters ended March 31, 1996 to September 30, 2000.  Used supporting 
books and records provided by NYSOCFS to classify costs claimed to appropriate 
cost categories; 

 
9 Obtained an inventory listing of IBM and MicroAge equipment purchased for use 

under the CONNECTIONS project.  Reconciled the quantity and price of equipment 
per the inventory list to the quantity and price of equipment per the vouchers; 

 
9 Searched the reconciled inventory list to identify equipment provided to preventive 

services only agencies.  Previously, ACF and NYSOCFS agreed that these items 
should be removed from Title IV-E SACWIS claims; 

 
9 Flowcharted and reviewed inventory management procedures established to account 

for CONNECTIONS equipment purchased from IBM and MicroAge; 
 
9 Obtained and reviewed copies of two prior audit reports, issued by NYSOSC, which 

addressed equipment purchased under the CONNECTIONS project; 
 
9 Determined what actions had been taken by NYSOCFS to implement the 

recommendations of NYSOSC; 
 
9 Used the reconciled inventory list to identify a universe of 19,821 pieces of 

equipment valued at $68,598,784 (federal share $49,386,125). 
 
9 Used stratified random sampling techniques to select a sample of 300 pieces of 

equipment valued at $2,459,324 (federal share ($1,515,917).  
 
9 Analyzed sample results using an attribute appraisal program to: 

 
• Estimate the number of pieces of CONNECTIONS equipment not accurately 

or reliably recorded on the NYSOCFS property management system. 
 
• Estimate the number of pieces of CONNECTIONS equipment that could not 

be accounted for or were being used for activities unrelated to the 
CONNECTIONS project;  

 
9 Analyzed sample results using a variable appraisal program to: 
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• Estimate the overpayment to NYSOCFS for CONNECTIONS equipment 

that could not be accounted for or was being used for activities unrelated to 
the CONNECTIONS project; 

 
9 Tested related equipment costs for software, installation, site preparation, equipment 

maintenance and finance charges to determine if these costs were reasonable and in 
compliance with the terms of the contract between NYSOCFS and IBM. 

 
Our review was performed in accordance with generally accepted government auditing 
standards.  We did not perform an in-depth review of the internal control structure of 
NYSOCFS; however, we reviewed controls established by NYSOCFS related to equipment 
inventory management.  Our fieldwork, which began on January 2, 2001, was temporarily 
suspended on September 11, 2001 due to the terrorist attack in lower Manhattan.  Our 
fieldwork resumed on January 2, 2002 and was completed on January 31, 2002. 
 
 

FINDINGS AND 
RECOMMENDATIONS

 
 
 
 
 
In summary, our audit determined that the majority of costs claimed for CONNECTIONS 
equipment and related costs were reasonable and consistent with the terms of the contract 
between NYSOCFS and IBM.  We found that adjustments to the claimed costs were 
warranted for $947,057 (federal share $686,817) of equipment and related costs that should 
not have been claimed to the CONNECTIONS project as well as $3,947,353 (federal share 
$2,835,220) of equipment and related costs, which could not be properly identified or 
located.   In addition, we determined that equipment maintenance costs of $32,882 was 
improperly claimed at an enhanced FFP rate and improvements are needed in equipment 
management. 
 
We identified costs claimed by NYSOCFS for equipment, provided to preventive services 
only agencies, which should be removed from the Title IV-E SACWIS claims for federal 
reimbursement based on a prior agreement between NYSOCFS and ACF.  
 
We found that NYSOCFS has taken steps to improve the accuracy and reliability of the 
CONNECTIONS inventory management system.  However, our review identified 
discrepancies between the total number of equipment items per vouchers submitted by IBM 
and MicroAge and the total number of equipment items per the inventory list, determined 
that some equipment shown on the inventory list was found at a different location than the 
one shown on the inventory list and that some equipment shown on the inventory list could 
not be located.   
   
Finally, we determined that that NYSOCFS improperly claimed equipment maintenance 
costs for federal reimbursement at the enhanced 75 percent rate. 
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We have summarized our findings into three major categories, which are discussed in 
further detail below: 
 

(1) Preventive Services Only Agency Equipment 
(2) CONNECTIONS Inventory Management Controls 

(a) Unreconciled Equipment 
(b) Reconciled Equipment 

(3) Test of Equipment & Related Costs 
 
PREVENTIVE SERVICES ONLY AGENCY EQUIPMENT 

 
In September of 1996, ACF expressed concern that the number of sites and users requiring 
equipment under the CONNECTIONS project had increased significantly over what was 
initially anticipated.  The ACF was particularly concerned that equipment placed in 
preventive services only agencies, which provide supportive and rehabilitative services to 
children and their families to prevent the placement of a child in foster care, would be used 
for administrative activities unrelated to Title IV-E.   
 
After much correspondence and discussion, NYSOCFS agreed to settle the issue by 
removing the cost of equipment placed in preventive services only agencies from the  
Title IV-E SACWIS claims for federal reimbursement and allocating them to all benefiting 
programs.  The ACF asked us to identify the number of pieces and related cost of 
equipment provided to preventive services only agencies. 
 
We obtained a list of all preventive services only agencies from NYSOCFS.  We then 
searched the inventory list for equipment provided to these agencies. We found that 430 
pieces of equipment, with a purchase price of $691,086 (federal share $518,315), related 
software costs totaling $100,188 (federal share $75,141), related installation charges 
totaling $88,555 (federal share $66,416) and related maintenance charges totaling $93,904 
(federal share $46,952) were provided to preventive services only agencies as of September 
30, 2000.   
 
However, as indicated on page seven of this report, the inventory list included some pieces 
of MicroAge equipment that were claimed for federal reimbursement and some that were 
not. The NYSOCFS was unable to identify which pieces of equipment were purchased from 
MicroAge but not claimed for federal reimbursement.  Therefore, to ensure that NYSOCFS 
was not unfairly penalized, we calculated and applied a discount designed to account for 
errors associated with equipment that was not part of its claim.  After the application of the 
discount, our recommended adjustment for equipment provided to preventive services only 
agencies was $947,057 (federal share $686,817).  (See Appendix B for a detailed 
explanation of our methodology for determining the discount and Appendix C for the 
application of the discount to this audit finding.)   
As of the date of this report, NYSOCFS has not proposed a methodology for reallocating 
the cost of preventive services only agency equipment to benefiting programs.  
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Recommendation: 
  

1. We recommend that NYSOCFS reduce their claim by $947,057 (federal 
share $686,817).  This represents the cost of 430 pieces of equipment, 
provided to preventive services only agencies, which should be removed 
from the Title IV-E SACWIS claims for federal reimbursement based on a 
prior agreement between NYSOCFS and ACF. 

 
NYS Comments 
 
The NYSOCFS concurred with our recommendation to reduce its Title IV-E SACWIS 
claim by $686,817 (federal share).  However, NYSOCFS felt the recommendation did not 
represent an audit finding, but rather the identification of exact costs involved in a pre-
existing agreement between NYSOCFS and ACF that dated back to 1999.  According to 
this agreement, for SACWIS developmental cost allocation purposes, costs associated with 
preventive services only agencies would be treated as federally non-participating.  The 
NYSOCFS requested that the narrative of the report be revised to reflect that the 
recommendation is merely a recognition of that previous agreement, not an audit finding.    
 
OIG Response 
 
We are pleased that NYSOCFS concurred with our recommendation to reduce its Title IV-E 
SACWIS claim by $686,817.  However, we disagree with NYSOCFS with respect to its 
position that the recommendation did not represent an audit finding.  Since the State failed 
to adhere to the 1999 agreement, ACF requested as part of our review that we identify the 
costs claimed by NYSOCFS for this equipment and recommend an adjustment for it in our 
report.  The audit finding is our recommended adjustment of $686,817. 
 

CONNECTIONS INVENTORY MANAGEMENT CONTROLS  
 
CONNECTIONS equipment was purchased and installed at NYSOCFS, its regional offices, 
58 local social services districts and 244 voluntary/contract organizations located 
throughout the state.  For most of the period covered by our review, NYSOFT was the 
responsible agent of NYSOCFS charged with the distribution and tracking of 
CONNECTIONS equipment.  As such, NYSOFT was responsible for maintaining the 
inventory management system.  The results of our review of CONNECTIONS inventory 
management controls are discussed under the captions Unreconciled Equipment and 
Reconciled Equipment.   
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Unreconciled Equipment: 
 
For equipment purchased with federal funds, 45 CFR 92.32(d)(1) requires states to maintain 
an equipment inventory management system which includes a description of the equipment, 
the serial number, and the location, use and condition of the equipment.  In addition, OMB 
Circular A-87, Attachment A, Paragraph C.3.a states that, for costs to be allowable for 
federal reimbursement, the cost must be allocable to a particular cost objective in 
accordance with relative benefits received. 
 
Based on our interviews with state officials, we learned that NYSOFT maintained the 
CONNECTIONS inventory management system in an Access database.  Based on 
CONNECTIONS purchase orders received from NYSOCFS, NYSOFT entered the 
description of the equipment, quantity ordered and purchase price into the Access database.  
The vendor (IBM) was responsible for installing the equipment and updating the Access 
database to include the equipment serial number and location.  The state reconciled the 
vendor invoices to the Access database.  In addition, if the equipment was subsequently 
moved, lost, stolen or scrapped, the equipment administrators (local district or state level) 
were to notify NYSOFT by e-mail so the Access database could be updated.  
 
According to vouchers submitted by IBM and MicroAge as of September 30, 2000, 
NYSOCFS purchased 20,717 pieces of equipment for use under the CONNECTIONS 
project.  The cost of the equipment per the vouchers, including purchase price, related 
software costs, installation charges, site preparation, maintenance charges and finance 
charges was $76,153,629 (federal Share $54,942,481)3.  The NYSOFT provided us with an 
inventory listing of IBM and MicroAge equipment purchased for use under the 
CONNECTIONS project.  We attempted to reconcile the equipment per the vouchers to the 
equipment per the inventory list provided by NYSOFT. 
 
We were able to reconcile 20,251 pieces of IBM and MicroAge equipment, totaling 
$74,616,341 (federal share $53,872,077), between vouchers and the inventory list provided 
by NYSOFT.  In addition to the purchase price, the cost of the equipment included software 
required to operate CONNECTIONS desktops, laptops and servers.  The desktops and 
laptops were equipped with either Microsoft Office 95 Standard, which included Word, 
Excel and Powerpoint; or Microsoft Office 95 Professional, which included all of the 
standard programs plus Access.  The cost also included wiring, connecting cables and 
furniture needed to prepare sites for the installation of CONNECTIONS equipment as well 

                                                           
3  The NYSOCFS only claimed $74,153,379 (federal share $53,442,293) for costs related to equipment 
purchased from IBM and MicroAge.  We found that NYSOCFS also purchased equipment from MicroAge, 
totaling $2,000,250 (federal share $1,500,188), which was not claimed for federal reimbursement under Phase 
II.  The NYSOCFS was unable to identify which pieces of equipment were purchased from MicroAge but not 
claimed for federal reimbursement.  Moreover, we have no reason to believe that this MicroAge equipment 
differed in any way from other CONNECTIONS equipment that was claimed for federal reimbursement.   
Therefore, these items were included when we attempted to reconcile the equipment per the vouchers to the 
equipment per the inventory list provided by NYSOFT. 
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as the cost to actually install the equipment.  Finally, the cost included a monthly fee for 
equipment maintenance as well as charges for utilizing financing provided by IBM to 
purchase some of the CONNECTIONS equipment.  These costs are further detailed below: 

Cost Of 20,251 
Reconciled Pieces of Equipment 
Purchased From IBM & MicroAge

As Of September 30, 2000

$234,732

$51,945,473

$5,043,824

$5,825,677

$7,256,412

$4,310,223

Equipment
Software
Installation Charges
Site Preparation
Finance Charges
Maintenance Charges

 
 
Initially, we were unable to reconcile 466 pieces of equipment, with a purchase price, 
related software costs, installation charges and maintenance charges totaling $1,537,288 
(federal share $1,070,404).  We provided NYSOCFS with a list of the unreconciled items.  
After we had completed our fieldwork, NYSOCFS provided additional information that 
enabled us to reconcile 96 of these items with a purchase price, related software costs, 
installation charges and maintenance charges totaling $596,400 (federal share $398,612).  
Since this information was provided after we had completed our fieldwork, we did not 
attempt to locate the equipment or determine if it was being used for activities that benefit 
the CONNECTIONS project. 
 
The NYSOCFS was unable to reconcile the remaining 370 pieces of equipment with a 
purchase price, related software costs, installation charges and maintenance charges totaling 
$940,888 (federal share $671,792).  We were advised by NYSOCFS officials that, in some 
cases, these discrepancies occurred because of data entry errors.  In other cases, NYSOCFS 
officials said that, due to technical problems, IBM did not install a piece of equipment 
designated for installation at a specific site.  Eventually, IBM installed a replacement, but 
NYSOCFS inappropriately recorded the serial number of the originally-intended item on 
the inventory list.  As a result, NYSOCFS was unable to document that this equipment was 
ever received or used for activities that benefit the CONNECTIONS project as required by 
OMB Circular A-87, Attachment A, Paragraph C.3.a.   
 
During our review, we became aware that the New York State Office of State Comptroller 
(NYSOSC) had performed a review of CONNECTIONS equipment and identified a similar 
finding.  The NYSOSC recommended, and NYSOCFS agreed, to reconcile existing 
discrepancies and errors in the equipment inventory records.    
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For our review, NYSOCFS officials advised us that NYSOFT is in the process of providing 
the LAN administrator of each location a list of equipment currently assigned to that 
location.  The LAN administrator will verify the existence of the equipment and work with 
NYSOFT to resolve any discrepancies or errors in the equipment inventory records. 
  
Recommendations: 
 
We recommend that: 
 

1. If NYSOCFS is unable to reconcile the 370 pieces of equipment and provide 
evidence that this equipment is used for CONNECTIONS, they should reduce their 
claim by $940,888 (federal share $671,792), which represents the purchase price, 
related software costs, installation charges and maintenance charges associated with 
this equipment. 

 
2. NYSOCFS continue to reconcile existing discrepancies and errors in the equipment 

inventory records and provide assurance to ACF that the equipment inventory 
records have been corrected.   

 
NYS Comments 
 
The NYSOCFS officials did not concur with our recommendation to reduce their claim if 
they were unable to reconcile 370 pieces of equipment and provide evidence that this 
equipment is used for CONNECTIONS because, in their opinion, the errors found were 
technical record keeping errors.  The NYSOCFS officials indicated that the errors occurred 
because, if IBM encountered technical problems with equipment during the original 
installation, its practice was to substitute a new piece of equipment.  According to 
NYSOCFS officials, IBM apparently failed to update the inventory with the serial number 
of the replacement piece of equipment, thereby creating errors in the inventory records. 
 
The NYSOCFS officials also noted that the OIG reconciliation process involved matching 
serial numbers between vouchers and inventory records.  Based upon the serial number 
verification, NYSOCFS officials noted that OIG found substantial amounts of the same type 
of equipment on the inventory with the same unit costs that appeared to be unclaimed.  
According to the NYSOCFS officials, the value of equipment that was claimed (but did not 
appear on the inventory list) was $671,972 while the value of equipment that was not 
claimed (but did appear on the inventory list) was $1,500,188.  Accordingly, NYSOCFS 
requested that OIG offset this finding with amounts on the inventory not claimed and 
remove the finding from the final report. 
 
Regarding our second recommendation, NYSOCFS officials indicated they are continuing 
to work with NYSOFT to reconcile existing discrepancies in equipment inventory records.  
In addition, NYSOCFS officials indicated that they are currently performing a statewide 
replacement of CONNECTIONS PCs.  As part of this process, a system wide physical 
inventory is being performed that will enable NYSOCFS to update the inventory records 
and reconcile outstanding discrepancies.  The NYSOCFS officials noted that, to date, 
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approximately 75 percent of the CONNECTIONS PCs have been replaced and the related 
inventory records updated.  The NYSOCFS expects to replace the remaining PCs by the end 
of the winter.     
 
Finally, NYSOCFS officials indicated that, as part of the PC replacement process, they are 
deploying Tivoli software that will help better identify and track devices on the network by 
performing periodic electronic inventories.   
 
OIG Response 
 
We disagree with the state’s contention that the errors are merely “technical record keeping 
errors” because this infers a lack of importance to the fact that NYSOCFS can not 
demonstrate that 370 pieces of equipment, purchased with federal funds, were received or 
used for activities that benefit the CONNECTIONS project.  Federal guidance on this issue 
is clear.  For equipment purchased with federal funds, 45 CFR 92.32(d)(1) requires states to 
maintain an equipment inventory management system which includes a description of the 
equipment, the serial number, the location, and use and condition of the equipment.  In 
addition, OMB Circular A-87, Attachment A, Paragraph C.3.a states that, for costs to be 
allowable for federal reimbursement, the cost must be allocable to a particular cost 
objective in accordance with relative benefits received.   
 
The State suggests that our recommended adjustment of $671,972 for unreconciliable 
equipment should be offset by $1,500,188 of similar equipment found on the inventory list 
that appeared to be unclaimed.  During our review, we provided a listing of the 
unreconciliable equipment to the State and gave them the opportunity to try and link this 
equipment to the unclaimed equipment.  As indicated on page eight of this report, we gave 
the State credit for 96 pieces of equipment for which they were able to successfully show 
this link.  On January 3, 2002, the State informed us that it had exhausted all efforts to make 
this link for the remaining 370 pieces of equipment.  Consequently, we continue to 
recommend an adjustment for $671,972.   
 
We are pleased that NYSOCFS is continuing to take action to resolve existing discrepancies 
and errors in CONNECTIONS inventory records.   We urge NYSOCFS to keep ACF 
informed about the status of efforts to correct CONNECTIONS inventory records. 
 
Reconciled Equipment: 
 
The inventory records maintained by NYSOFT represented the mechanism used by 
NYSOCFS to account for CONNECTIONS equipment.  During the course of our review, 
we tested the accuracy and reliability of the CONNECTIONS inventory records by 
attempting to locate a sample of CONNECTIONS equipment.  We then projected the results 
of our sample to estimate the number of pieces of equipment that were missing or were not 
found at the location recorded on the inventory list.   
 
Prior to drawing our sample, we excluded certain costs from the reconciled universe of 
CONNECTIONS equipment.  Specifically, we removed costs, totaling $973,733 (federal 
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share $706,824), associated with 430 pieces of preventive services only agency equipment, 
and equipment maintenance charges (federal share $32,882) which our review determined 
to be unallowable (See page 15 of report).  In addition, site preparation costs, totaling 
$5,043,824 (federal share $3,746,246), were removed because these costs could not be 
associated with specific pieces of equipment.   
 
Therefore, for purposes of testing the CONNECTIONS inventory management controls, the 
universe of reconciled equipment consisted of 19,821 pieces of equipment with a purchase 
price, related software costs, installation charges, maintenance charges and finance charges 
totaling $68,598,784 (federal share $49,386,125).   
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98 Desktop Workstations  $46,853,111  $34,193,882 
73 Printers   $  4,316,891 $  3,066,991 
80 Laptop Computers  $10,655,491 $  7,822,110 
43 Hubs & Switches  $  2,041,230 $  1,425,269  
27 Servers   $  4,732,061 $  2,877,873 

21 Total    $68,598,784 $49,386,125 
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th a purchase price, related software costs, installation charges, maintenance 
nance charges totaling $2,459,324 (federal share $1,515,917).  For each of the 
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termined if the equipment was being used for activities related to the 
NNECTIONS project.   
termined if the equipment could be found at the location per the inventory 
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tempted to locate equipment that was not found at the location per the 
ventory list. 

t, for the most part, NYSOCFS was able to document the current location and 
ONNECTIONS equipment.  Moreover, based on responses provided by local 
ls, we found that NYSOCFS was able to demonstrate that the equipment was 
ities that benefit the CONNECTIONS project.   

determined that 70 of the 300 sample items, totaling $363,204 (federal share 
uld not be found at the location shown on the inventory list.  We were advised 
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by NYSOFT officials that the inventory errors were caused by inaccurate or incomplete 
information provided by the local districts.  Specifically, the local districts failed to notify 
NYSOFT when equipment was moved, lost, stolen or scrapped.  Based on our statistical 
sample, we estimate that the location of 3,820 pieces of CONNECTIONS equipment is 
improperly recorded on NYSOFT’s inventory records.   
 
We attempted to determine the actual location of all 70 items.  We determined that 33 of the 
70 items could not be located.  The missing equipment consisted of 14 printers, 10 laptops, 
5 desktop workstations, 3 hubs and 1 server.  We provided NYSOCFS officials with a list 
of the missing equipment.  As of the date of this report, NYSOCFS has not been able to 
locate this equipment.  Consequently, NYSOCFS was unable to document the current 
location and condition of the equipment as required by 45 CFR 92.32(d)(1).  Moreover, 
NYSOCFS was unable to document that this equipment was ever received or used for 
activities that benefit the CONNECTIONS project as required by OMB Circular A-87, 
Attachment A, Paragraph C.3.a.   
 
The total amount improperly claimed to the Title IV-E program for 33 errors was $108,969 
(federal share $75,819).  Based on an extrapolation of the statistical sample, we estimate 
that NYSOCFS cannot document the current location or condition of 1,905 pieces of 
equipment.  We estimate the value of this equipment to be $3,006,465 (federal share 
$2,163,428), which represents the lower limit of the 90 percent confidence interval.  (See 
Appendix A for details on our statistical sampling methodology.) 
 
In calculating our projection, we applied to the purchase price of the equipment the discount 
for errors associated with reconciled equipment costs that were not claimed under Phase II.  
We did not discount the related software costs, installation charges, equipment maintenance 
charges or finance charges since these costs were claimed in total.  (See Appendix B for a 
detailed explanation of our methodology for determining the discount.)   
  
We found that the NYSOSC also identified similar findings with respect to equipment that 
was missing or not found at the location on the inventory list.  The NYSOSC recommended 
that NYSOCFS periodically conduct physical inventories and establish and update 
inventory records based on documentation that was independent of the equipment vendor.  
The NYSOCFS concurred with the NYSOSC recommendations.   
 
For our review, NYSOCFS officials advised us that, due to cost considerations, a complete 
physical inventory of existing CONNECTIONS equipment has not been performed.  
However, NYSOFT is in the process of implementing Tivoli, which is an IBM asset 
management tool designed to identify and track equipment on a network.  Rather than 
conduct physical inventories, NYSOFT will use Tivoli to electronically verify inventory 
location and alert the agency to equipment that is not connected to the network.    
 
The NYSOCFS officials also told us that procedures have been added so that when new 
equipment is installed, the vendor will enter the serial number and other pertinent inventory 
control information to a web site that is linked to the NYSOFT inventory list.  The LAN 
administrator will then sign on the website with their user ID and verify the information 
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entered by the vendor.  This will automatically update inventory records independent of 
invoices supplied by IBM.  
 
We are concerned that the procedures planned by NYSOCFS will not correct deficiencies 
related to the movement of equipment after it has been installed.  As discussed on page                                  
seven of this report, the local districts are required to notify NYSOFT by e-mail when 
equipment is moved, lost, stolen or scrapped.  However, NYSOCFS cited the failure of 
local districts to provide this information as the primary cause of their inability to locate 
sample items selected during our review.  Moreover, the web site can only be used to update 
the inventory records to reflect the original installation of equipment.  It is not currently 
capable of updating the inventory records to reflect subsequent movements of that 
equipment.  The Tivoli software can be used to determine the current location of a piece of 
equipment, but it does not automatically update the inventory records.  As a result, 
NYSOFT’s inventory records will still not accurately reflect situations where equipment 
was lost, stolen, moved or sent for repair.   
 
Recommendations: 
  
We recommend that: 
 

1. If NYSOCFS is unable to locate the 33 missing sample items and provide evidence 
that this equipment is used for CONNECTIONS, they should reduce their                                            
claim by $3,006,465 (federal share $2,163,428), which represents the lower limit of 
the 90 percent confidence interval. 

 
2. NYSOCFS revise their procedures for updating inventory records to reflect the  

movement of CONNECTIONS equipment after it has been installed. 
 

      3. NYSOCFS monitor the progress of their planned improvements to the 
CONNECTIONS inventory management system and provide assurance to ACF that 
action has been taken to address missing equipment and that the location of the 
equipment has been updated.  
 

NYS Comments 
 

The NYSOCFS officials made several points with regard to our recommendation to adjust 
its claim for missing equipment if they could not locate the equipment and provide evidence 
that this equipment is used for CONNECTIONS.  First, the cited amount represented a large 
number of pieces of equipment.  If that amount was missing and not replaced by substitute 
equipment it would have been immediately noticeable by users.  Second, since most of the 
equipment was purchased in 1996 and 1997, the equipment was fully depreciated by the 
time of the audit and the fair market value is much lower than the OIG finding indicates.  
Third, in some instances technical record keeping errors resulted from the failure of IBM to 
update inventory records with the serial number of replacement pieces of equipment.  
Fourth, in the case of some printers, the serial numbers were truncated.  The state has 
developed a listing with the correct serial numbers.  Fifth, many of the printers were low 
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cost non-network printers.  When these printers malfunctioned, they were often replaced 
instead of being repaired.  As a result, the serial number on the inventory list continued to 
reflect the original printer not the replacement printer. 
 
Also, the NYSOCFS officials noted that they had located some of the missing equipment 
since the issuance of the draft report and requested that the report be appropriately adjusted.   
 
Regarding our second recommendation for NYSOCFS to revise their procedures for 
updating records to reflect the movement of CONNECTIONS equipment after it has been 
installed, NYSOCFS officials indicated that they are currently performing a statewide 
replacement of CONNECTIONS PCs.  As part of this process, Tivoli client software has 
been included on all new PCs.  This software will help better identify and track devices on 
the network by performing periodic electronic inventories.  In addition, the software will 
alert NYSOCFS to any PCs that are not connected to the network.  The NYSOCFS officials 
also pointed out that they are in the process of developing plans to integrate Peregrine 
Asset/Center software that will allow enhanced inventory management of additional 
devices, including printers.   
 
The NYSOCFS officials noted that inventory procedures have been updated using 
NYSOFT’s CONNECTIONS Inventory WEB Application.  This application directly links 
to the Oracle database and offers an on-line inventory update.  According to state officials, 
the WEB application should serve to reduce manual serial number data entry errors. 
 
Lastly, NYSOCFS officials indicated they will continue to work closely with 
NYSOFT to improve CONNECTIONS inventory management.  In addition, 
NYSOCFS officials stated they would use future Advanced Planning Documents to 
provide ACF with an update of their progress. 
 
OIG Response 
 
State officials raised questions about whether users noticed missing equipment, the possible 
effect of truncated serial numbers and the effect of IBM’s failure to update inventory 
records with the serial number of replacement pieces of equipment.  However, the state 
provided no documentation that would allow us to reasonably conclude that any of the 
state’s arguments had merit.   
 
The state also argued that since most of the equipment was purchased in 1996 and 1997, the 
equipment was fully depreciated by the time of the audit and the fair market value was 
much lower than the OIG finding indicates.  Unfortunately, the state cannot document when 
the equipment ceased to be available for activities that benefit the CONNECTIONS project.  
As a result, we are unable to determine the potential impact of depreciation on our audit 
finding. 
 
Since the issuance of the draft report, the state was able to locate 13 pieces of equipment 
that we had reported as missing.  We examined the equipment located by NYSOCFS and 
made appropriate adjustments to the report.   
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The state’s response to our second recommendation does not adequately address the issue 
of tracking CONNECTIONS equipment that is moved subsequent to installation.  The 
NYSOFT’s CONNECTIONS Inventory Web Application can only be used to update the 
inventory records to reflect the initial installation of original or replacement equipment.  It 
is not capable of updating the inventory records to reflect subsequent movement of that 
equipment.  Moreover, while Tivoli and Peregrine Asset/Center software can be used to 
determine the current location of a piece of equipment, they do not automatically update the 
inventory records.  As a result, NYSOFT’s inventory records will not reflect, in a timely or 
accurate manner, situations where equipment was lost, stolen, moved or sent for repair.   
 
Finally, we are pleased that NYSOCFS is continuing to take action to resolve existing 
discrepancies and errors in CONNECTIONS inventory records.   We urge NYSOCFS to 
keep ACF informed about the status of efforts to correct CONNECTIONS inventory 
records. 
 
 

TEST OF EQUIPMENT & RELATED COSTS  
 
We tested the reconciled universe of equipment and related costs to determine if 
they were reasonable and allowable in accordance with the terms of the contract 
between NYSOCFS and IBM.  We found that, with the exception of equipment and 
related costs associated with preventive services only agencies, unreconciled 
equipment and missing equipment for which we are recommending an adjustment, 
the remaining costs were found to be reasonable and allowable in accordance with 
the terms of the contract. 
 
However, we found that NYSOCFS improperly claimed equipment maintenance 
costs for federal reimbursement at the enhanced 75 percent rate.  The difference 
between the federal share of the claim at 75 percent versus the allowable federal 
share at 50 percent is $32,882. 
 
According to ACF Action Transmittal No. ACF-OISM-001, dated February 24, 1995, costs 
for equipment repair and maintenance are not eligible for enhanced funding.  We found that 
on voucher No. 7150405, for $131,527, NYSOCFS claimed equipment maintenance at 
enhanced 75 percent FFP totaling $98,645.  According to federal regulations, only 50% of 
the cost, totaling $65,763, is eligible for federal reimbursement.  As a result, NYSOCFS 
inappropriately claimed federal reimbursement of $32,882.  
 
 
Recommendation: 
 

1.  We recommend that NYSOCFS reduce the federal share of equipment 
            maintenance costs claimed by $32,882.   
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NYS Comments 
 
The NYSOCFS concurred with our recommendation and agreed to reduce the federal share 
of its Title IV-E SACWIS claim by $32,882.  According to NYSOCFS officials, the 
adjustment will be done in conjunction with a reconciliation of SACWIS claims being 
performed jointly with ACF. 
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APPENDIX A 
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Estimate of value of CONNECTIONS equipment that was 
missing and could not be accountedfor. 

.. 

Projectionof SampleResults 
(PrecisionAt The90 PercentConfidenceLevel) 

FederalShareGross 

$5,297,561 
$3,730,494 
$2,163,428 

42.01% 

$7,307,625 
$5,157,045 
$3,006,465 

41.70% 

UpperLimit 
PointEstimate 
Lower Limit 
Precision 

NOTE: The population (Gross and federal share dollars) includes the purchaseprice of 
the equipment, and related software costs, installation charges, equipment maintenance 
chargesand finance charges. The sample size, sample errors and projection (Gross and 
federal Share dollars) includes the purchaseprice of the equipment, discounted for errors 
associatedwith reconciled equipmentcosts that were not claimed under Phasell, and 
related software costs, installation charges,equipmentmaintenance chargesand finance 
chargeswhich were not discounted. (See Appendix B for an explanation of the 

methodology for determining the discount. 
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Estimate ofnumber ofpieces of CONNECTIONSequipmentthat was 
missingand could not be accountedfor. 

Projectionof SampleResults 
(PrecisionAt The90 PercentConfidenceLevel) 

UpperLimit 
ProjectedQuantity 
LowerLimit 
Precision 

2,556 
1,905 
1,254 

3.282% 

NOTE: The population (Gross and federal sharedollars) includes the purchaseprice of 
the equipment, and related software costs, installation charges, equipment maintenance 
chargesand finance charges. The sample size, sample errors and projection (Gross and 
federal share dollars) includes the purchaseprice of the equipment, discounted for errors 
associatedwith reconciled equipmentcosts that were not claimed under Phasell, and 
related software costs, installation charges,equipmentmaintenancechargesand finance 
chargeswhich were not discounted. (See Appendix B for an explanation of the 
methodology for determining the discount.) 
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Estimate ofnumber ofpieces of CONNECTIONS equipment not accurately or reliably 
recorded on the CONNECTIONS inventory list. 

$1,515,917 

Projectionof SampleResults 
(PrecisionAt The90 PercentConfidenceLevel) 

Upper Limit 

Projected Quantity 
Lower Limit 
Precision 

4,711 
3,820 
2,929 
4.496% 

NOTE: The population (Gross and federal share dollars) includes the purchaseprice of 
the equipment, and related software costs, installation charges,equipment maintenance 
chargesand finance charges. The sample size, sampleerrors and projection (Gross and 
federal share dollars) includes the purchaseprice of the equipment, discounted for errors 
associatedwith reconciled equipmentcosts that were not claimed under PhaseII, and 
related software costs, installation charges,equipmentmaintenancechargesand finance 
chargeswhich were not discounted. (See Appendix B for an explanation of the 
methodology for determining the discount.) 
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APPENDIX B 
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Footnote References 

FootnoteNo.1: CostsNot Claimed Under PhaseII 

During the reconciliation process,we determined that NYSOCFS claimed federal reimbursement 
for only $49,945,223 of the $51,945,473 equipmentpurchaseprice. We were told by NYSOCFS 
officials that MicroAge equipment, with a purchaseprice of $2,000,250, was on the inventory list 
but was not claimed for federal reimbursementunder PhaseII. The NYSOCFS was unable to 
identify which pieces of MicroAge equipmentwere not claimed for federal reimbursement under 
PhaseII. Consequently,theseitems remained in the reconciled universe of equipment that we 
reviewed. 

FootnoteNo.2: DiscountRate For CostsNot Claimed Under PhaseII 

We had no reasonto believe that equipmentpurchasedwith federal and non-federal dollars 
differed in anyway. Moreover, we wanted to ensurethat NYSOCFS was not unfairly penalized 
for errors, identified during the courseof our review, which were associatedwith equipment that 
was not part of its claim for federal reimbursement. We calculated this discount rate by 
comparing the total costs claimed for federal reimbursement ($49,945,223) to the total costs 
incurred ($51,945,473). We did not calculate a discount rate for software costs, installation 
charges,equipment maintenancechargesor finance chargessince all of thesecosts were claimed 
for federal reimbursement. 



APPENDIX C 

In calculating our recommendedadjustmentto preventive services only agency equipment costs, 
we applied to the purchaseprice the discount for errors associatedwith costs that were not 
claimed for federal reimbursement underPhaseII. We did not discount the related software 
costs, installation chargesor equipmentmaintenancechargessince thesecosts were claimed. 
On page six of the report we are questioning costs associatedwith equipment provided to 
preventive services only agencies,totaling $947,057 (federal share $686,817) which was 
calculated asfollows: 

$947,057 

$686,817 
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October 28, 2002 
New York State 

Office of 
Children & Family 

Services 
Mr. Timothy J. Horgan 
Regional Inspector General 
Department of Health and Human Services 
Office of the Inspector General 
Office of Audit Services 
26 Federal Plaza 
Room 3900A 
New York, NY 10278 

George E. Pataki 
Governor 

JohnA. Johnson 
Commissioner 

Dear Mr. Horgan: 

Commissioner John A. Johnson has asked me to respond to the 
Department of Health and Human Services Office qf Inspector General's 
(OIG) draft report entitled "Review of Costs Claimed by The New York 
State Department of Family Assistance, Office of Children and Family 
Services For Equipment Provided by IBM and MicroAge under Phase II 
of the CONNECTIONS Projecf' (Common Identifier No. A-O2-01-02001). 
The New York State Office of Children and Family Services (OCFS) 
received the draft report by letter dated August 28, 2002. 

Capital View Office Park 

52 Washington Street 
Rensselaer, NY 12144-2796 

Four recommendations contained in the draft report relate to fiscal 
issues. As summarized immediately below, we either do not concur with, 
or only partially concur with three of the recommendations and concur 
completely with one recommendation. 

While we concur with refunding expenditures claimed for equipment 
supplied to preventive-only agencies, we do not concur that the first 
fiscal recommendation (Recommendation #1 in the draft audit report) is 
an audit finding. It is merely a recognition of a previous agreement 
between OCFS and the Administration for Children and Families (ACF) , 
and the narrative of the report should be adjusted to reflect that this is 

not an audit finding. 

We do not concur with the second fiscal recommendation 
(Recommendation #2 in the draft audit report) since GIG staff found that 
the overall amount of equipment on the inventory was consistent with the 
claims. The errors found are technical record keeping errors. GCFS 
would request that the report be appropriately adjusted to reflect this. 

With regard to the third fiscal recommendation (Recommendation #4 in 
the draft audit report), subsequent to the GIG's fieldwork, State staff 

. 

An Equal Opportunity Employer 
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have been successful in locating several items of equipment identified in 
the draft report as not located; These items are identified in the enclosed 
inventory plan. In particular, we would like to note that several major 
items have been located and verified by your staff including one server. 
Based upon these recent findings and verification by DIG staff prior to 
issuance of the final report, OCFS would request that the report be 
appropriately adjusted. 

Finally, we concur with the fQurth 
(Recommendation #7 in the draft audit report). 

fiscal recommendation 

OCFS has had initial discussions with the Federal program agency 
responsible for the Statewide Automated Child Welfare information 
System (SACWIS) project and ACF outlining those actions needed to 
resolve the remaining SACWIS financial claiming issues. OCFS 
appreciates the professionalism demonstrated by Mr. Madigan and his 
staff in bringing this audit to closure. 

The draft report included seven recommendations, four that are fiscal in 
nature regarding refunding previously claimed Title IV-E SACWIS 
Developmental FFP, and three recommendations regarding enhancing 
inventory controls. 

Th'e seven recommendations, and OCFS' detailed response to each, are 
provided below: 

NYSOCFS reduce their claim by $947,057 (Federal share 
$686,817). This represents the cost of 430 pieces of equipment, 
provided to preventive services only agencies, which should be 
removed from the Title IV.E SACWIS claims for Federal 
reimbursement based on a prior agreement between NYSOCFS 
andACF. 

Response;
OCFS concurs with the OIG's recommendation that OCFS reduce 
its Title IV-E SACWIS developmental Federal share claim by 
$686,817 for the equipment provided to preventive-only voluntary 
agencies based on an agreement between OCFS and ACF dating 
back to 1999. This agreement reflects discussions between 
OCFS and ACF on how to allocate costs for the voluntary 
agencies as a whole and the preventive-only agencies in 
particular. The agreement reached was that the preventive-only 
agencies would be treated as Federally non-participating, and the 

1 
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remaining agencies would be treated as Title IV-E Federally 
participating for SACWIS Development cost allocation purposes.1 

OCFS recognizes this not as an audit finding, but rather as the 
identification of the exact costs involved in a pre-existing 
agreement between ACF and OCFS on certain developmental 
costs. 

If NYSOCFS is unable to reconcile the 370.pieces of equipment 
and provide evidence that this equipment was used for 
CONNECTIONS, they should reduce their claim by $940,888 
(Federal share $671,792), which represents the purchase price, 
related software costs, installation charges and maintenance 
charges associated with this equipment. 

Response: 
The DIG's reconciliation indicates that the value of the inventory is 
consistent with the amount claimed; this finding is based on the 
OIG's audit process involving a matching process based on the 
serial numbers contained in two sets of records (vouchers and 
inventory). During the original installation (circa. 1996-97), if IBM 
encountered technical problems with a piece of equipment, its 
practice was to substitute a new piece of equipment. To the best 
of our knowledge, it appears that the installer occasionally failed 
to update the inventory with the serial number of the replacement 
piece of equipment, thereby creating errors in the State's 
inventory records. 

Based upon serial number verification only, it must be noted that 
the OIG found substantial amounts of the same type of equipment 
on the inventory with the same unit costs that appeared to be 

unclaimed. 

Recognizing that the GIG has identified the appropriate value of 
the equipment on inventolY, this record-keeping lapse is a purely 
technical error and not a substantive error where the value of the 
equipment purchased was overstated. The DIG determined the 
value of the equipment claimed, including installation and 
maintenance, and which did not appear on inventolY to be 
$671,792 (Federal share), while the equipment on inventory and 

1 In New York foster care may be provided to children through authorized agencies. 
These agencies are often referred to as "voluntary" as a reflection of their historic role 
as charity based organizations. The term "preventive only" refers to authorized 
agencies that contract with local social service districts to provide children and families 
with services designed to prevent a child from being removed from the child's home or 
reunify the family where removal has occurred. There are agencies that provide both 
foster care and preventive services and a few that provide only preventive services. 

2. 
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which was not claimed was $1,500,188. Accordingly, OCFS 
respectfully requests that the DIG offset this finding with amounts 
on the inventory not claimed and remove the finding from the final 
report. 

NYSOCFS continue to reconcile existing discrepancies and errors 
in the equipment inventory records and provide assurance to ACF 
that the equipment inventory records have been corrected. 

Response: 
OCFS continues to work with the New York State Office for 
Technology (OFT) to reconcile existing discrepancies in 
equipment inventory records. The current statewide replacement 
of the original baseline CONNECTIONS PCs provides this 
opportunity on a timely basis. 

OCFS is conducting a system-wide physical inventory in 
conjunction with the replacement of baseline personal computers. 
This will enable OCFS and OFT to update the inventory records 
and resolve any outstanding discrepancies. Through the recent 
replacement of 75 percent of the baseline personal computers, 
the State has been successful in updating its inventory records for 
9,750 workstations. The balance of the workstations which are 
scheduled for replacement, are in the process of being replaced, 
and should be completed by the end of the winter. Once this 
replacement is complete, OCFS will have had its entire inventory 
of baseline workstations reconciled and its records updated 

correctly. 

As part of the PC replacement, OCFS is deploying Tivoli software 
that will perform periodic electronic inventories. Tivoli will help us 
in our asset management to better identify and track the devices 
on the network, including the ability to provide an alert when items 
go off line. Since the close of the audit, OFT has received Federal 
approval for the rollout of Tivoli onto the network. 

If NYSOCFS is unable to locate .the 46 missing sample items and 
provide evidence that this equipment was used for 
CONNECTIONS, they should reduce their claim by $5,543,061 
(Federal share $3,997,408), which represents the lower limit of 
the 90 percent confidence interval. 

Response: 
While OCFS continues to attempt to locate the missing 
equipment, several points must be made with regard to the 
finding/recommendation. First, the cited amount represents a 

4. 
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large number of pieces of equipment. If that amount was missing 
and not replaced with substitute equipment, it would have been 
immediately noticeable by users, which does not appear to be the 
case. Second, the vast majority of this equipment was purchased 
in 1996 and 1997. As such, the equipment value was fully 
depreciated by the time of the audit. Consequently, the fair 
market value is much lower (limited to trade in or salvage) than 
the OIG finding indicates. Third, a percentage of the equipment 
was replaced in 1999 in response to Y2K considerations and as 
with recommendation two above, there likely were technical 
inventory record-keeping errors (failure to take the replaced 
equipment off the inventory) rather than a substantive error. 
Fourth, in the case of the CIAB printers, the serial numbers were 
truncated. This was just discovered and we have developed a 
listing with the correct serial numbers. Fifth, again involving CIAB 
printers, these are low cost, non-network inkjet printers~ When 
they malfunctioned, rather than undertaking a service call to fix 
them, IBM (as the maintenance vendor) often would mail out a 
replacement. As a result, the serial number on the inventory 
would continue to reflect the original printer rather than the new 

replacement printer. 
Since the draft report's issuance, OCFS has been successful in 
locating several pieces of equipment. The enclosure to this letter 
provides the most current information as to equipment still not 
located, equipment located by OCFS, and equipment located by 
OCFS and verified by GIG staff. 

We are continuing our attempt to locate equipment. As each 
piece of equipment is located, we will request the OIG to 
physically verify the item and adjust this finding accordingly. 
Since most of these pieces are at .Iocations across the State, we 
are. attempting to schedule the physical reviews in the most 
economically and efficient manner for both OCFS and GIG staff. 

NYSOCFS revise their procedures for updating inventory records 
to reflect the movement of CONNECTIONS equipment after it has 

been installed. 

Response: 
As part of the workstation replacement initiative described above, 
NYSOCFS has included Tivoli client software on al! new 
computers. This software will allow OCFS and OFT to 
automatically electronically poll workstations connected to the 
network, and produce periodic reports that will verify our 
inventory. These reports will allow OCFS to compare historical 
inventory records with current records, alerting the State to any 

5. 
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pieces of equipment, which are not currently connected to the 
network. Plans are also being developed to integrate Peregrine 
AssetCenter software, which will allow enhanced inventory 
management of additional devices, including printers. Once fully 
deployed, AssetCenter will also allow the State to determine a 
device's location on the network. 

Procedures are being developed that will call for the State to 
investigate these discrepancies, either by calling the local LAN 
administrator or through on-site visits, to rectify the discrepancy. 

Additionally, procedures for inventory have been updated using 
OFT's Connections Inventory WEB Application that replaced the 
paper IML. This is a significant improvement since it directly links 
to the Oracle da~abase; the workstation when placed in service, 
electronically sends its serial number directly to the database, 
thus, reducing manual serial number data entry errors.. This 
application also allows the State to look into the inventory and see 
(tor example) what machine (new) is replacing what machine (old) 
that ends up as a trade-in with IBM. The WEB application offers 
an on-line inventory update. 
NYSOCFS monitor the progress of their planned improvements to 
the CONNECTIONS inventory management system and provide 
assurance to ACF that action has been taken to address missing 
equipment and that the location of the equipment has been 

6. 

7. 

updated. 

Response: 
As discussed in some detail above, 
closely with OFT to improve 
management. Towards achieving 
requested and received approval 
deployment of Tivoli and Peregrine 
Human Services Network. OCFS 

OCFS will continue to work 
CONNECTIONS inventory 

this go'al, OFT recently 
from DHHS to allow the 

AssetCenter software on the 
will continue to monitor the 

progress of OFT in deploying this software on the network and will 
provide DHHS with an update of their progress in future Advanced 

Planning Document Updates. 

NYSOCFS reduce the Federal share of equipment costs claimed 
by $32,882, which represents the difference between the Federal 
share of the claim at 75 percent versus the allowable Federalshare at 50 percent. . 
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Response: 
OCFS agrees with the recommendation and will make the 
adjustment in conjunction with the reconciliation of SACWIS 
claims and deferrals that will be completed jointly with ACF. 

Please let me know if you need any clarifications or additional 
information on the responses provided. 

Sincerely, 

Deputy Commissioner 
Division of Administration 

Enclosure 

cc: John A. Johnson. Commissioner 
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This reportwaspreparedunderthe directionof TimothyJ. Horgan(RIGAS). Otherprincipal 
Office of Audit Servicesstaffwho contributedinclude: 

JohnJ. Madigan,AuditManager

GlennH. Richter,SeniorAuditor

KristenC. Culnan,Auditor

SteveDeGroff:Auditor

BrendaRyan,AdvancedAudit Techniques


For infonnationor copiesof this report,pleasecontacttheOffice of InspectorGeneral'sPublic 
Affairs office at (202)619-1343. 
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