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Assistant Secretary for
Children and Famlies

The attached nanagenent advisory report on the Head Start
programis provided for the purpose of alerting you and
your staff to the issues and concerns that have been
Identified by audits at Head Start grantees. Tralning
and techni cal assistance as well as fiscal and program
oversight would be helpful to correct persistent
deficiencies in grantee internal controls and reporting
syst ens.

The report includes a sunmary of over 4,000 Head Start
program audit findings identified in sone 1,200 audit
reports issued between Cctober 1, 1987, and August 30,
1990. The audit reports issued by the Ofice of

| nspector CGeneral were performed by certified public
accountants and other nonfederal auditors to satisfy the
mandat ed Head Start program audit requirenments. Findings
and recommendations In these reports were previously
submtted to the Ofice of Human Devel opment Services for
resol ution under the Departnents' audit resolution
process. In some instances, we noted recurring problens
were reported over several years by the nonfederal
auditors. This indicates a need to reevaluate the audit
resol ution procedures of the Admnistration for Children
and Famlies (ACF).

The maj or managenent control problens related to
accountability over grant funds. Accountability findings
enconpassed the adequacy of the internal control systens,
recor dkeepi ng systens and procedures, financial and
program reporting and cash nmanagenent controls. W
Identified concerns with accountability over program
funds at 530 grantees. This represents about 71 percent
of the grantees that were audited and 51 percent of the
total findings identified. Strengthening internal
controls at the grantee |evel provides opportunities for
better use of program funds as well as enhancenent to the
fiscal integrity of the grantee program system
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The reports disclosed the followng types of specific
probl ems:

0 Head Start funds were not being placed in

interest bearing accounts as required by Federa
regul ations;

0 Head Start funds were | oaned to other grantee
progr ans:

o financial reports contained inaccurate/inconplete
i nformation

o matching requirements were not net: and

o weaknesses existed in student eligibility or
enrol | ment procedures.

The summarization of audit findings along with our

suppl enental anal yses reenphasizes the need for the

ACF to continue sStrengthening its nonitoring and
oversight efforts over its some 1,300 grantees charged

with the responsibility for admnistering the Head Start
program

W are recomrending that ACF reevaluate all inportant
aspects of financial management and accountability

i ncluding technical assistance, financial reporting,
tracking audit reports and audit resolution. In
addition, due to the anticipated expansion in the nunber
of grantees, for all new grantees ACF should consider
prior to the issuance of the grant award ?erfornin% a.
financial nanagenent capablllt¥ revi ew. his review is
designed to assess the strengths and weaknesses of the
financial management systens established to contro
Federal funds and to detect and correct deficiencies
during the early stages of the grant award process. W
are not making any further reconmendations relating to
monitoring and oversight since action is already underway
through the Federal nagers' Financial Integrity Act
process to inprove nonitoring and oversight activities,

Ve believe that this docunent will provide sone insights

and will be helpful as ACF inplenents its Head Start
expansi on program

Comments to our draft report indicate that the ACF is in
general agreement with the reconmendations contained in
the report. The comments also indicate that the ACF has
initiated the inpl enentation of nost of these
recomendations. A copy of these comments have been
incorporated to the report as Appendix |I.
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| f you have any qﬁestions,_ pl ease call me or have your
staff contact John A Ferris, Assistant |nspector GCeneral
for Human, Fam |y and Departmental Services Audits, at

(202) 619-1175.

At t achnment
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SUMVARY

Thi s managenent advisory report presents the results of
our study and analysis of Head Start grantee findings
identified in 1,262 audits perforned by certified public
accountants and ot her nonfederal auditors generally to
satisfy Federal program audit requirenents. The

obj ectives of our review were to categorize and sumari ze
i nstances of nonconpliance and internal control weakness
contained in reports and identify target areas of
potential risk for the program

The report summarizes problemareas relating to
accounting and managenent control systens at the program
grantee level that require fiscal and program oversi ght
efforts to ensure that the Head Start grantees have
adequat e managenent systens and controls in place to
protect the integrity and stewardship of Federal program
funds. Appendi x A contains an identification of the
thes of findings reported by the nonfederal auditors and
the total nunber of tindings reported for each category.

The problens identified can be categorized into the
followng three generalized areas of concern.

ACCOUNTABI LI TY - These findings enconpassed the
structure of the internal control systens, record
keepi ng systens and procedures, and financi al
reporting. Accountability problenms relate to such
matters as policies and procedures being inconplete
and/ or not being followed; accounting records not
containing up-to-date information: travel expenses
were not docunented: and financial reports were
submtted untinely and information contained in the

submtted financial reports to Federal officials was
| naccur at e.

GRANT MANAGEMENT - These findings relate to
conpliance with Federal rules and regul ati ons--

i nadequate files to support the eligibility of
children to participate in the program daily
attendance requirements were not net, grantee did
not neet the mandatory matching requirements and
centers were not in full conpliance with the State's
|'i censing requirenents.

CASH MANAGEMENT - Problens related to the adequacy
of the systems used to safeguard cash. The
follow ng types of problenms were noted: Program
funds not being kept in interest bearing accounts as
required, interest earned on grant funds not being
returned to the Federal Government on a tinely



basis, Head Start funds were | oaned to other
programs and to the unrestricted accounts through
interfund transfers, grant funds were deposited in
unsecured bank accounts w th bal ances that exceeded
Federal Deposit Insurance Corporation (FDIC) limts,
drawdowns from the Departnent's Payment Managenent
System (PMS) were untinely or the cash on hand
exceeded the cash needed and unobligated fund
bal ances were not reprogranmed or returned on a
timely basis.

Oficials should already be aware of the issues in
this report, because the issues have been included
in individual nonfederal audit reports on the
grantees and the reports have been through

Adm nistration for Children and Famlies (ACF) audit
resolution process. However, this report presents a
programm de picture of grantee problens which
require ACF reevaluation of all inportant aspects of
managenent and accountability including technical
assistance, financial reporting, tracking audit
reports and audit resolution

The processes or action stegs that can be taken by ACF to
i nprove the fiscal accountability of Head Start grantee
funds are as follows:

--increase training and technical assistance to
gr ant ees;

--continue strengthening its nonitoring procedures
to inprove grantee accountability;

--inplement the new audit requirenent for nonprofit
organi zations adm ni stering Federal prograns
mandated by Ofice of Managenent and Budget (QOVB)
Crcular A-133;

--strengthen procedures to ensure all grantees use
i nterest bearing accounts and properly refund
interest incone;

--devel op procedures to detect grantees with
interfund transfers;

--reeval uate procedures to ensure excess cash i s not
drawn and obtain evidence that |egitinmate bal ances
in excess of the FDIC limt are collaterally
secured when awarding grants;

--reenphasi ze to grantees' that the nonfederal match
Is to be properly docunented and net;



--require evidence during the grant application
process of current |icensing or conpliance wth
all of the facility standards; and

--enphasi ze the possibility of savings to the Head
Start program through use of sales tax exenptions
and tinmely deposits of tax refunds.

In the comments to our draft report, the ACF ?enerally
agreed with our recommendations. A sunmary of ACF's
comments and the related Ofice of Inspector General

(C]C? response is included after each recommendation

The tull text of AcF's comments have been incorporated to

this report as Appendix I.
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| NTRODUCTI ON

BACKGROUND

Head Start is a national program providing conprehensive
child devel opnent services. The overall goal of Head
Start is to bring about a greater degree of social
conpetence in children who nay be economically

di sadvant aged or have speci al education or service needs.
Soci al conmpetence is defined as a child' s everyday
effectiveness in dealing with their environnment and | ater
responsibilities in school and life.

Head Start is admnistered by the Conm ssioner

Adm nistration for Children, Youth and Famlies within
the Administration for Children and Famlies (ACF). Head
Start is the largest federally funded child devel opnent
program and it is 1 of the fewlarge prograns in the
Departnent funded directly to |l ocal grantees through the
10 regional offices. Congressional appropriations for
the 3 Fiscal Years 1988, 1989 and 1990 represented in the
review were approximately $3.83 billion with 1,387,904
children served during that tine frane.

G antees include | ocal governnents, school boards,
comunity action agencies and single purpose nonprofit
organi zations. (Gantees are required to contribute or
match at |east 20 percent of the cost of the program each
grant year. Gantees submt grant applications which are
revi ewed and approved by the ACF regional and/or
headquarter office. Except for headquarters adm nistered
grants, the regions are responsible for nonitoring
grantees and resolving audit findings identified in
nonfederal audits.

To ensure the safety and well being of the children as
wel| as promote the educational process, Head Start
facilities nust nmeet facility standards and/or obtain

| ocal licenses. Conpliance with standards is a condition
of funding.
SCOPE

To review Head Start findings in nonfederal audit
reports, we started with the Audit Inspections Managenent
System (AIM5), an O G nanagenent information data base,
for the period Cctober 1, 1987 through August 30, 1990.

A total of 2,776 of the 10,125 nonfederal audit reports
in AIMS indicated that Head Start funding was included



and 1, 262 reports from 719 grantees were identified as
containing Head Start findings. Findings related to
these reports were as follows:

Nunmber of
Reports Findings

Nonf ederal Audit Reports in AM 10, 125 20, 929
Reports Wth Head Start Funding 2,776 5,616
Reports Wth Head Start Findings 1, 262 4,027

We obtained a brief description of the finding, the
amount of Head Start expenditures, and total expenditures
for the 4,027 Head Start findings fromthe regional AOG
offices. The identifying information fromall regions
was anal yzed and findings were assigned codes designating
specific problems and type of grantee. The 1,262 reports
contai ned Head Start expenditures of $1.4 billion. The
majority of the Head Start grantees submtting these
1,262 reports with findings were either Community Action
Agenci es (27 percent) or other nonprofit organizations
(56 percent).

This report is based on our analysis of findings in the
Al M5 data base, with two exceptions. First, we selected
30 organi zation-wi de nonprofit audit reports which had
not ¥et been processed through AINMS to determ ne whet her
the financial statenents were consistent in their
presentation of the grantees' financial conditions.

These 30 audit reports were sel ected because they were
easily identified as organi zation-w de audits, as having
direct Head Start funding, and as having total Head Start
expendi tures of $500,000 or nore. Second, we used two
nonprofit audit reports which were not in AIMS to
illustrate problens with interfund transfers. These two
reports were easily identified because they were
currently being processed by us.

Qur report includes nine appendices. Appendix A contains
a detailed listing of findings that were identified in
the nonfederal audit reports. Appendices B and E contain
Head Start statistics broken out by Federal region and by
type of grantee, respectively. Appendices C and F
contain our review findings broken out by Federal region
and by type of grantee, respectively. Appendices D and G
contain details on the accountability problenms broken out
by Federal region and by type of grantee, respectively,
and Appendi x H contains a conparison of the tineliness of
audit 1 nformati on between the Head Start program annual
requirenent and the new OMB nandated audit requirenents
for nonprofit organizations. Appendix | incorporates
ACF's comments to a draft of this report.
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Qur analysis was performed in Kansas Cty, Mssouri and
Washi ngton, District of Colunbia during the period
Cctober 15, 1990 to June 15, 1991.

FILNDI NGS AND RECOMVENDATI ONS

ACCOUNTABI LI TY

Accounting is defined as the process of recording
transactions and events affecting the grantee and
cognunlcatlng this information to external decision
makers.

| ssues related to accounting and the system of
accountability conprised 51 percent of the total

I nstances of nonconpliance reported by the auditors.
At first, we believed that the nonconpliance resulted
because grantees were small and | acked sufficiently
trained staff to properly account for the funds.
However, we found that 62 percent of the reports with
accounting problems related to grantees with over

$1 million In total expenditures.

Mbst accounting texts identify reliability,
conparability, and relevance as the characteristics that
make information useful for decision nakin%. V¢ used

t hese characteristics to evaluate accountability.

Reliability is the quality that assures information
Is reasonably free fromerror and bias and is
correctly represented. Maintaining accurate, tinely
records is the foundation of financial accounting
and the basis for reliability. To be reliable
information nust be verifiable.

W believe Head Start financial information is not
always verifiable because of the lack of sound
accounting standards and practices in grantee
accounting systems. Accounting procedures were
identified as inadequate or not inplenmented in 314
i nstances, including 45 for lack of segregation of
duties. There were 632 instances that related to
I naccurate general |edgers, accounting records,
bank statenent reconciliations, nonthly financial
statenents, grantee records, and other record-
keeping errors.

| nadequat e docunentation, inaccurate records, and
| ack of segregation of duties were also problem
areas for cash controls. These deficiencies
resulted in 352 instances of problens such as
unaut hori zed di sbursenments, untinely recording of
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deposits and checks, and cash receipts and
di sbursenents not segregated or not recorded

properly.

| nadequat e recordkeeping al so affected fixed asset
managenent and travel wth 223 weaknesses concerning
inventories not taken or inaccurate fixed asset
record managenent and 74 instances related to travel
documnent at i on.

W believe these weaknesses indicate that grantees
are not managi ng the accounting process in an
accurate and tinely manner. Therefore, financia
information is not totally reliable for use by Head
Start program decision makers.

Comparability is the quality of accounting
information that enables users to identify
simlarities in and differences between two sets of
dat a. Because of their detachnent fromthe grantee,
external users cannot directly obtain specific
information fromthe grantee, and therefore, nust
rely on the financial statenents. W determ ned
that the financial information dis?Iayed in
nonfederal audit reports of nonprofit organizations
was not consistent or conparable for Federal
financial managenent, because Cenerally Accepted
Accounting Principles (GAAP) for nonprofits were not
wel | defined. (This issue is discussed later in the
report. See Nonprofit Financial Statenents.)

Rel evance rel ates specific itens of information to a
particular grantee and is a function of
predictability, timeliness and feedback

--To be relevant to a decision concerning funding
for a grantee, accounting information should
predi ct cash flows and neasure the risk associated
wWth grantee activities.

The application process for Head Start funding
requires the subm ssion of a budget for the fiscal
period to be funded. A grant award constitutes
prior approval for the expenditure of funds for
specific itens included in that budget. G antees
may make revi sions between and anong nost budget
categories to neet unanticipated requirenents,
provi ded that grant funds wll be used for

pur poses consistent with Federal regulations or
policies governing the program G ant budget

revi sions exceeding Federal flexibility guidelines



and requiring prior approval from Head Start
program officials are explicit.

Timeliness is essential for information to be
rel evant because infornmation obtained too |ate
cannot be useful to a decision maker

Head Start grantees are required to submt

Fi nancial Status Reports (FSR) to report grant
awards and program expenditures. These reports
are submtted quarterly or sem annually, due 30
days after the end of the first period and yearly
90 days after the end of the budget period. The
FSR i dentifies programoutlays and incone on the
sanme accounting basis used in the grantee
accounting system Information reported nust be
reconcilable to the grantee books. Up to 90 days
of Federal funding for a new grant period w ||
have transpired before a review of the prior year
performance can be made.

To be relevant to the decision maker, users nust
be able to obtain feedback fromthe information to
confirm or correct prior expectations.

Head Start grantees receive cash drawdowns from
PMS. After grant awards are approved, the anmounts
are recorded in the PVM5 system The PMS requires
the recipient to submt the Federal Cash
Transaction Report 15 days after the end of the
quarter to report Federal cash disbursenents and
the cash balance. The PM5 does not have any
information to verify anounts submtted on the
report. Through the use of conmputer controls,
total drawdowns are limted to total awards.

Wth the exception of on-site visits, program
officials do not receive information on the
accuracy of the Cash Transaction Report and the
FSR unti|l the audit report is submtted. Only
during the independent audit is it determ ned

whet her these reports were correctly prepared from
the accounting system Cenerally, the audit

report is the only neans available to the program
officials to reconcile grant drawdowns, grant
awards and expenditures.



In 85 instances, the auditors reported inadequate budget
controls or unapproved budget revisions. In 109
instances, required reports were not timely. In 273
instances, the required reports were inaccurate

We believe that problens with accountability,

particularly tineliness, Wll increase in future years
For nonprofit audits of fiscal years that begin on or
after January 1, 1990, OMB Grcular A-133 wll allow
audits to be perforned every 2 years rather than

annually.  The grantee is allowed 13 nonths after the end
of the 2-year period to conplete and submt the audit.
Therefore, information on the first year's expenditures
will be over 2 years old and for the second year will be
13 nonths ol d before the granting agency is 1 nforned
about the accuracy of the FSR. Programofficials will be
awar di ng neM/fundin? before an eval uation can be nade of
prior financial performance. See Appendix H for the tine
| apse conparison for nonfederal audits between the prior
annual programaudit and the new OVB audit requirenent.

Al ternative nmethods and approaches will need to be

devel oped by ACF to ensure tinely closeout of grants
using the nonfederal audit reports as a check on the
accuracy of the closeout process as opposed to total
reliance on audit reports for closeout.

Reconmendat i on

W reconmend that the ACF

--continue strengthening its nonitoring procedures
to inprove grantee accountability;

--devel op alternative procedures for timely closeout
of grants, placing less reliance on the nonfedera
audit reports; and

--focus the technical training workshops towards
devel opi ng nodel systens, techniques and nethods
to inprove grantee accountability.

ACF Comment s

The ACF stated in their witten response that they shared
our concerns that the provisions of OMB Circular A-133
wll not permt the pro%ran1to assure tinmely closeout of
grants. However, they believe that appropriate

nonf ederal audit procedures are the correct nethod for
timely closeout of grants. The comments indicated that
for Head Start, the financial audit is an essentia
informational tool for managers in nmaking decisions, such
as grant closeout. Finally, ACF indicated that they wll
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continue to explore alternatives which will provide them
with the information to provide necessary oversight of
Head Start grantee financial managenent.

O G Response

The ACF comments did not address their current practice
of grant closeout using the grantees final FSR iIn |ieu of
receiving the audit report. This practice has been

foll owed since the Head Start program audit gui de was
phased out in the early 1980's and the requirenents for
State and | ocal governnents of an annual program audit
where changed in 1984 (OMB Crcular A-128). In addition
the ACF is currently refunding grantees under the skip
year concept (Final FSR for Fiscal Year 1 wll be used to
adj ust fundin? for Fiscal Year 3), with or without the
audit report for the correspondi ng Fiscal Year.

Therefore, we believe that ACF shoul d develop alternative
procedures for the tinely closeout of grants using the
nonfederal audit reports as a check on the accuracy of

t he process.

NONPROFI T_FI NANCI AL _STATEMENTS

As a part of this review, we nade a conparison of the
financial statenents of 30 organization-w de nonprofit
audits covering Head Start funds. This conparison was
performed to determne if there were any trends that
could be used to evaluate financial performance and
predict potential problens. However, we were unable to
Identify trends because nunerous bases of accounting and
reporting formats were being used.

Wiile the financial statenents in the audit reports were
presented in accordance wth GAAP, this presentation did
not signify conparability. Currently, GAAP allows
alternative treatnents for like itens. Statenments can be
prepared on a full accrual, nodified accrual, or nodified
cash basis and still conply with GAAP.

In our review we identified 28 grantees which did not
present a Statenment on Changes in Financial Position.
The Statement of Changes in Financial Position provides
information with regard to investing and financing
activities, financial risk and future financial resource
flows. Mre specifically, the statenent aids users in
answering financial questions such as:

--Does the decreasing trend in internal financing
i ndi cate serious future problens?



--Does the source of financing indicate that the
risk due to the use of debt is too high?

W noted that the guide for Voluntary Health and Wl fare
Organi zations prepared by the Arerican Institute of
Certified Public Accountants #AICPA) does not require the
presentation of a Statenent of Changes in Financial

Posi ti on. Further, research indicated that four audit
and accounting gui des prepared by the Al CPA for nonprofit
grantees describe a total of seven different financial
statements, of which, only three or four are required
depending on the grantee.

The fundanental purpose of accountin% IS to communi cate
financial information to assist in the evaluation of
prior performance, display current financial position an
aid in the plannin? of future actions. Although a
certain degree of flexibility in format and financi al
statenment classifications is generally consi dered
desirable to allow the presentation of special

situations, we believe there nust be a reasonabl e degree
of uniformty. The use of inconsistent and unique
classifications can conceal waste and inefficiency and
prevent Federal resources fron1bein% allocated in a
reasonable manner. Qur review of the 30 audit reports
indicated that the financial statenments did not clearly
present the grantees' assets and liabilities

For exanple, in a report not included in the 30 nentioned
previously, assets of 1 grantee were seized by the

| nternal Revenue Service for failure to pay w thhol ding
tax. Apparently, Head Start programofficrals were
unaware of these debts because the debts never appeared
on the financial statenments. Wthout the use of

accruals, there was no clear indication of debt

structure, and it was not possible to assess the ability
of the grantee to neet future obligations or judge the
ability of the grantee to continue as a going concern.

According to Government Auditing Standards, the Financia
Accounting Standards Board (FASB) will establish _
accounting principles for nongovernnent grantees. Since
the inception of the FASB in 1973, the majority of the
standards set have pertained to profit oriented

busi nesses. A set of GAAP for nonprofit organizations
has not been established by the FASB. Instead, various
industry groups have devel oped uni form accounti ng
principles applicable to their t%pe of nonprofit

organi zations. Also, the Al CPA has issued audit guides
covering certain types of organizations, and a Statenent
of Position covering all other nonprofit organizations
not covered by the audit guides. Accordingly, financia
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i nformati on has been presented under different bases of
accounting and in various formats all of which are
currently considered "GEneraIIY Accepted." Cenerally
accepted auditing standards allow the auditor to rely
upon industry practice in determning generally accepted
accounting practice.

| n Decenber 1988 the Al CPA issued a report to the FASB on
financial presentation that proposed reconmendations for
possi bl e solutions to the format and cl assification
variances of nonprofit organizations. Since that tine,
the FASB has not taken any decisive action and has
Postponed deliberations on the issue. According to the

atest schedule, a draft exposure statenent is not
expected to be issued until the fourth quarter of 1991
and public hearings cannot be considered until sometine
in 1992, The FASB has not scheduled a date for adoption
of a final statement. However, based on normal
pgggtices, a.final statement cannot be expected before
1993.

| ssuance of OMB Gircular A-133 will intensify the need
for a consistent definition of nonprofit GAAP for fiscal
years that begin on or after January 1, 1990. For OMB
Grcular A-128, OVB mandated a specific set of financial
statenments for State and | ocal governments which the

Al CPA and others hel ped develop. The sane action is
expected for OMB Circular A-133.

Recommendat i on

W reconmend that the ACF

--closely observe the progress being nade by
the AICPA and the OMB in formulating required
financial statenents for nonprofit organizations
provi ding guidance to its grantees when literature
I's avail able.

--inplenent the new audit requirement, OMB Crcul ar

A-133, as this will inprove the consistency of
audited financial statenents.
ACF Conment s

The ACF concurred with our recommendati on that they

cl osely observe the progress being made by the Al CPA and
the OMB in fornulating required financial statenents for
nonprofit organizations and providing guidance to its
grantees when literature is available. The ACF stated
that they recogni ze the value of a consistent definition
of GAAP for nonprofit organizations and that their grants

9



office will be asked to nonitor this inportant activity
and keep prograns abreast of Progress. However, in their
comrents, the ACF did not fully agree as to the future
useful ness of nonfederal audits of nonprofit

organi zations as mandated by OVMB Crcular A-133. The ACF
IS very concerned that the new provision of A-133, which
does not require an audit to be conpleted until 13 nonths
after the end of the 2-year bud?et period, wll

consi derably reduce the value of the audit as a

managenent tool. In addition, ACF stated that prior to
OMB Circular A-133, Head Start audits were due annually,
no |later than 120 days fromthe end of the budget period,
all owi ng adequate tine to review the audit and to discuss
with the grantee any conpliance issues prior to

ref undi ng. Finally, the ACF would also like to ook into
the possibility of using the flexibility provided in the
Grcular to require annual programrather than
institutional audits of Head Start grantees, where
appropri ate.

A G Response

W do not agree with the ACF statenent that the
inPIenentatlon of OMB Crcular A-133 could reduce the
value of audits as a managenent tool. The ACF response
did not clearly address the current |lack of consistency
anong nonprofit financial statements. As previousIY
stated in the report, this lack of consistency precludes
conparisons to determne if any trends exist that could
be used to evaluate financial performance and predict
potential problens. W believe that inplenmenting the
provisions of the Crcular will provide ACF with a
better, nore conparabl e managenent tool than previous
nonprofit financial statenents. In addition, the ACF
nmust understand that inplenentation of OMB G rcul ar
A-133 is mandatory and not optional

| NTEREST BEARI NG ACCOUNTS

Federal regulations require nonprofit organizations to
mai ntain Federal funds in interest bearing accounts and
remt earnings in excess of $100 annually to the Federal
Governnent on a quarterly basis. In 124 instances,
auditors reported that grant funds had not been deposited
in interest bearing accounts or the grantee had not
remtted interest earned. For eight grantees, failure to
deposit program funds in interest bearing accounts or to
remt interest earned on Federal funds was a recurring
problem continuing for 2 or nore years.

Federal income is reduced when grantees earn interest on
advances, but do not remt the proceeds to the Federal
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Gover nnent . Federal regulations dictate the nethod of
repaying interest earned on advances of grant funds.
When grantees do not deposit program funds in interest
bearing accounts or remt interest earned, potential
Federal income is |ost.

Because the issue represents potential nonetary loss to
the Federal CGovernment, we believe that nonitoring
procedures related to interest incone should be

st rengt hened.

Recommendat i on

W recommend that the ACF

--strengthen procedures to ensure all grantees use
interest bearing accounts and properly earn and
refund interest incone.

ACF Conment s

The ACF concurred with our recomendati on.

| NTERFUND TRANSFERS

Requesting funds which are not necessary for the Head
Start program and transferring these funds to other
prograns is contrary to Federal regulations. The

regul ations specifically state that grantees may not
request advances in excess of the Federal share of
projected outlays. Further, grant funds may only be used
for allowable costs of activities for which the grant was
awar ded and may not be transferred to other prograns.

In 109 instances funds were transferred between prograns
in nonprofit grantees to cover cash flow needs

Approxi mately $967,000 in Head Start funds had been

| oaned to other prograns.

Anal ysis showed that 16 grantees had recurring interfund
transfers. For exanple, one grantee |oaned nonies

bet ween prograns to neet short-term cash needs for 2
years and had interfund receivabl es/ payabl es outstandi ng
at the end of the grant year, while another grantee
transferred nonies to pay the expenditures of other
prograns for 3 consecutive years.

Transferring or |oaning these funds to other prograns nmay
also result in Head Start deficits. Further, we believe
unaut hori zed | ending and borrow ng of grant funds can
result in increased interest cost to the Federal
Governnment and the risk of |oss due to m sappropriation.
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Two audit reports not yet entered into AIMS at the tine
of our review further 1llustrate the interfund transfer
problem One grantee transferred a deficit of $176, 681
fromthe unrestricted fund bal ance to the Head Start fund
with the approval of regional Head Start officials. The
deficit was caused by an over expenditure in the prior
year when Head Start funds were transferred to cover
expendi tures applicable to an expected Social Services
grant that was never approved. Another grantee
transferred Head Start funds to other prograns and to
another corporation. The grantee used Head Start funds
for purposes not related to the program and had no Head
Start expenditures for the last 2 years.

Recommendat i on

W recommend that the ACF:

--devel op procedures to detect grantees with
interfund transfers. The starting point may be a
detail ed anal yses of the financial statenents.

ACF Conment s

The ACF concurred with our recommendati on
FDIC LIMTS

Federal regulations require that grantees nake provisions
to ensure anounts in excess of the FDIC limt are
collaterally secured. Uncollateralized deposits in
excess of FDIC limts could be lost if banks becone
insolvent. According to the Wall Street Journal

January 17, 1991, 31 nonprofits recently |ost noney due
to the failure of a New York bank. Further, a large |oss
could also result ininability to operate the program or

i nsol vency of the grantee.

W identified 20 i nstances where the bank account

bal ances in excess of the $100,000 FDIC limt were not

?ngaterally secur ed. Two of the grantees had recurring
i ndi ngs.

Large cash bal ances could result from poor cash
managenent. There were 106 instances where drawdowns
were untinely or exceeded the cash needed to operate the
program Further, in 13 of the 20 instances where

bal ances exceeded the FDIC Iimt, total annual expenses
of the Head Start programwere less than $1.2 nillion and
equal nonthly drawdowns woul d not have exceeded $100, 000.
However, bal ances at these grantees still exceeded the
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$100, 000 insurance limt. Therefore, an excessive cash
bal ance was being maintained.

Wth a personal conputer and a nodem grantees can
request funds as frequently as daily fromthe PMS. Funds
requested via conputer or by mail are electronically
transferred to a |ocal bank. Therefore, nobst grantees
Fhould be able to prevent bal ances in excess of the

imt.

G antees with large grants could legitimtely have

i ndi vi dual drawdowns that exceed the FDIC |limt due to
the size of the program |f large bal ances are

unavoi dabl e, the excessive bal ance over the FDIC limt
shoul d be collateralized to elimnate the risk of |oss.

Due to the increasing frequency of bank failures, strict
adherence to cash managenment regul ations should be
required.

Recommendat i on

W recommend that the ACF

--strengthen procedures to ensure excess cash is not
drawn and obtain evidence that |egitinmate bal ances
in excess of the FDIC limt are collaterally
secured when awarding grants.

ACF Conment s

The ACF did not concur with our recommendation to obtain
evidence that legitinmte bal ances in excess of the FDIC
limt are collaterally secured when awarding grants. In
their witten comments, the ACF stated that this finding
and recommendation in the report illustrates oIG's

m srepresentation of the rules on FDIC limts, and added
that "current rules require Federal fiscal officers to
insure that legitimte balances in excess of FDIC limts
are collaterally secured, however, we know of no such
requi rement for grantees in either |aw or Federal
regulations."

O G Response

The ACF stated in its response that they do not know of
any current requirenents to insure legitinate bal ances in
excess of FDIC limts other than those for Federal fisca
officers. The aforenentioned requirement is contained in
attachnment A of OMB Grcular A-110 (Gants and Agreenents
with Institutions of H gher Education, Hospitals, and
other Nonprofit Organizations) and applies, by
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definition, to all Head Start grantees that are nonprofit
organi zations. There is no possible m srepresentation of
this fact. Therefore, we do not agree with the ACF
?t?%%qu} and believe that this requirenment nust be

ul filled.

MATCHI NG REQUI REMENTS

Each grantee is required to contribute 20 percent of the
total cost of the Head Start program  This contribution
naY be in cash, in-kind services and equi pment, or

al l onabl e costs borne by nonfederal grants. Wen this
natchin? requi renent is not net, the grantee must obtain
approval from Head Start programofficials for a smaller
match or return grant funds not matched. \Wen a Head
Start grantee nust return Federal funds because the match
is not met, the ability of the grantee to provide
services may be restricted and ultinmately the children
may not receive a |evel of service that was expected when
the grant funds were awarded.

In 233 instances, grantees did not conply with various
aspects of the Federal regulations regarding the matching
requirenents. In 81 of these cases, the required 20
percent match was not net. About $6.8 nillion in Federa
funds were identified as not having the required matching
contributi on.

| nadequat e or inaccurate docunmentation of matching was
identified in 100 instances. |In 52 other cases, | nproper
val uation of in-kind contributions was a problem

Federal regulations dictate the nmethod of valuation for
many types of property and services. Records nust show
how t he val ue placed on in-kind contributions was

cal cul at ed.

Reconmendat i on

W recommend that the ACF

--reenphasi ze to grantees that the nonfederal nmatch
Is to be properly docunented and net.

ACF Comment s

The ACF concurred with our recomendati on.

GRANT MANAGEMENT

There were 1,000 instances of weaknesses and
nonconpl i ance that we categorized as grant managenment
problems. These instances related to eligibility,
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attendance, salaries and fringe benefits, fund bal ances,
expendi tures in excess of budget, indirect costs, bidding
regul ations, prior approval and other cost issues.

--In 254 cases, eligibility or enrollnent
requi rements were not net, including 145 rel ated
to inaccurate or inadequate docunentation and 109
related to i nadequate procedures for enroll nent.
Fam |y income nust be verified by the grantee
before a child is determned eligible to
participate in the program Verification of
I ncome nust be docunented in the file.

--In 78 cases, attendance expectations were not mnet
or were inadequate. According to the program
goals, Head Start grantees are expected to
mai ntain a mninum average daily attendance rate
of 85 percent of their funded | evel of enrollnent.
G antees are expected to anal yze the causes of
absent eei sm and devel op strategies to inprove
their attendance rate If it dips below 85 percent.
Fol I ow up suPport services are expected to be
provided to famlies when a child has 3 or nore
days of unexcused absence.

--In 102 cases, salaries and fringe benefits were
unal | owabl e, or incorrect or related procedures
were deficient. O the 102 cases, 9 related to
unal | owabl e enpl oyee bonuses, 46 related to
unal | owabl e enpl oyee fringe benefits and 47
enconpassed diverse salary issues such as
i naccurate payroll tax calculation, no segregation
of payroll duties, and inadequate payrol
docunent at i on.

--In 78 cases, unobligated fund bal ances were a
problem  Generally, the problem occurred because
unobl i gat ed bal ances were not returned or
reprogrammed in a tinely manner as required. In
ni ne cases, the unobligated bal ance related to a
grantee whose funding was discontinued.

--In 73 cases, grantee expenditures exceeded the
grant award. W believe these instances nmay have
resul ted from poor nmanagenent of the budget.

--1n 48 cases, indirect cost rates were not
approved, developed, or correctly utilized.

--In 39 cases, bidding regulations for purchases
were not followed.
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--In 38 cases, prior approval requirenments for
property were not met. Prior approval from Head
Start programofficials is required for equi pnent
purchases and for transfer of property.

--1n 290 cases, other cost issues were identified
| ncl uded were 247 unaut horized program
expenditures, 6 related Party transactions and 37
cases where costs were allocated to inproper grant
peri ods.

W believe these issues denonstrate a need for better
moni toring of grant nanagement.

Recommendat i on

W reconmend that the ACF

--place enphasis during the technical training
wor kshops on the tgpes of reoccurring program
cogpllance I ssues being reported by the nonfederal
audi tors.

ACF Comment s

The ACF concurred wth our recomendation

FAC LI TI ES

To be eligible to participate in the program facilities
nust_conPIy with Head Start standards. Standards
applicable to the facilities require that centers neet 13
fire, health and safety requirenents. Meeting State or
local licensing requirenents serves as evidence that a
center is in conpliance with all requirenents.

In 58 cases, audits identified violations of Head Start
facility regulations or safety standards. Facility
safety standards were not net in 43 instances at 30
grantees. These cases nmay affect the safety and well -
being of the children. At nine of the grantees,
recurring violations were reported.

O the deficiencies identified, 10 resulted from expired
or nonexi stent licenses and 33 were violations of fire,
heal th and safetr performance standards. These
deficiencies included an unsafe and ineffective heating
system hazardous paint on-site, and |ack of a working
;lre_extanU|sher, emergency lighting, or playground

enci ng.
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Conpliance with facility standards is a condition of
Feder al fundin%. However, we found that grantees not in
conpliance with standards continued to recei ve grant
funds. Nonconpliance with facility standards increases
the risk that the safety and wel|l-being of children may
be jeopardi zed.

Because of the possible seriousness of the issue, we
believe that, as a condition of continued funding,
grant ees shoul d provide evidence of |icensing or
conpliance with all of the facility standards.

Recommendat i on

W reconmend that the ACF

--require evidence during the grant application
process of current licensing or conpliance with
all of the facility standards.

ACF Comment s

The ACF concurred wth our recomendation
SALES TAX

W identified six cases of nonconpliance where grantees
did not use sales tax exenptions or did not return sales
tax refunds. Sales tax exenptions can reduce costs of
the program Failure to take advantage of these
exenptions would result in an unallowabl e cost under
Federal cost principles.

Five of the six nonconpliance cases related to grantees
inthe Atlanta, Georgia regional office. D scussions
wth Head Start programofficials in Atlanta indicated
that information on sales tax exenptions was enphasized
and included in training sessions tor both grantees and
audi tors. Since the issue was not reported in nost other
regions, it is possible that other regions do not have a
problem wth sales tax nonconpliance. [t is also
possi bl e that grantees and auditors are not aware of the
potential savings.

W contacted 21 States with sales tax and determ ned that
76 percent allowed sone form of exenption for nonprofits
and governments. Although our information in this area
is rather limted, there may be a potential for savings
to the program
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Recommendat i on:

W recommend that the ACF

--enphasi ze the possibility of savings to the Head
Start program through use of sales tax exenptions
and tinmely deposits of tax refunds.

ACF Comment s

The ACF concurred with our recommendation
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FINDI NGS | DENTI FI ED | N NONFEDERAL AUDI T REPORTS
Nunmber  of
Fi ndi ngs

ACCOUNTABI LI TY
- - PROCEDURES

269 Accounting policies and Brocedures wer e i nadequate
or not inplemented, the basis of accounting was
i nadequate or grantee policy and procedure nanual s
were not devel oped.

45 There was no segregation of the accounting duties.
314 Sub-t ot al

- - RECORDS

98 GCeneral |edgers were inaccurate, entries were not
posted, or a general |edger was not used.

111 Accounting records were inaccurate or inadequate.

57 The bank statement was not reconciled or not
reconciled nonthly.

18 Monthly financial statements were inaccurate,
untimely, or not prepared.

55 Gantee records were inaccurate or inadequate or
board m nutes were not recorded.

22 Oher accounting related findings that did not
appear frequently and did not fall under the other
cat egori es.

41 Cash control findings that did not appear frequently
and did not fall under another category.

45 Program expendi tures were inadequately docunented.

49 Records and reporting findings that did not appear
frequently and did not fall under any other
cat egory.

136 | nadequate enpl oyee records or enployee files.

632 Sub-t ot al
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FI NDI NGS | DENTI FI ED | N NONFEDERAL AUDI T REPORTS
Number  of
Fi ndi ngs

- - CASH MANAGEMENT

102 I nadequate docunentation of cash receipts,
di sbursenents, purchase orders, or vouchers.

85 Inaccurate cash receipt or disbursenent records.

41 Disbursenments were not properly authorized by
grantee officials.

66 There was no segregation of cash receipt and
di sbursement duti es.

58 Checks did not have two signatures, the checking
account was overdrawn, or other checking account
rel ated probl emns.

352 Sub-t ot al

- - FI XED ASSETS

86 Physical inventories of fixed assets were inadequate
or untinmely.

104 Asset records or inventory listings were inaccurate.
3 3 Fixed asset findings which did not appear
frequently and did not fall under another category.
223 Sub-t ot al
- - TRAVEL
74 Docunentation of travel expenses or approvals
were inadequate or inaccurate and repaynents of
travel advances were untinely.
74 Sub-t ot al
-- PREDI CTABI LI TY
85 Budget controls were inaccurate and the budget or
specific line itens were overspent.
85 Sub-t ot al

- - TI MELI NESS

ju
o
O

Federal financial reports were |ate.
Sub-t ot al

[EN
©
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FI NDI NGS | DENTI FI ED I N NONFEDERAL AUDI T REPORTS

Nunber of
Fi ndi ngs

273

2,062

46

81

52

95

- - FEEDBACK
Federal financial reports were inaccurate.

Total - Accountability

| NTEREST BEARI NG ACCOUNTS

Gant funds were not kept in interest bearing
accounts.

I nterest earned on grant funds was not remtted
timely.

Total - Interest Bearing Accounts

| NTERFUND TRANSFERS

G ant funds were being transferred between
progr ans.

Total - Interfund Transfers

FDLC LIMTS

G ant funds were deposited in unsecured bank
accounts with bal ances that exceeded FDI C rinits.

Drawdowns from PVMS were untinely or the cash on
hand exceeded the cash needed.

Total - FDIC Limts

MATCHI NG REQUI REMENTS

Gantee did not nmeet the 20 percent matching
requirement.

| n-kind contributions were inaccurately val ued.

Mat chi ng docunentation was inaccurate or inadequate.
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FI NDI NGS | DENTI FI ED | N NONFEDERAL AUDI T REPORTS
Nunber of
Fi ndi ngs

s Mat chi ng findin?s whi ch did not appear frequently
and did not fall under another category.

233 Total - Matching Requirenents

GRANT  MANAGEMENT
-- ELIG BILITY OR ENROLLMENT

58 Enrol |l nent procedures were inadequate.

49 Incone eligibility verification procedures were
I nadequat e.

2 FEigibility findings which did not appear frequently
and did not fall under another category.

41 Eligibility of famlies was inadequately docunented.
104 Student records, student status docunentation or
famlies files were inadequate or inaccurate.
254 Sub-t ot al
--  ATTENDANCE
69 Daily attendant-e requirenent was not met.

_9 Attendance records were inadequate.
78 Sub-t ot al

-- SALARI ES AND FRI NGE BENEFI TS
47 M scel l aneous salary findings.
9 Unal | owabl e enpl oyee bonuses were paid.

46 M scellaneous fringe benefit findings.
102 Sub-total

- - UNCBLI GATED FUND BALANCES

49 Unobligated fund bal ances were not reprogranmed or
returned tinmely.
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FI NDI NGS | DENTI FI ED I N NONFEDERAL AUDI T REPORTS
Nunber of
Fi ndi ngs

9 Unobligated fund bal ances were not returned when the
grant ees ceased program participation

20 O her fund bal ance findings which did not appear
frequently and did not fall under another category.
78 Sub-t ot al
-- BUDGET EXCEEDED

73 Gantee exPenditures exceeded the grant award.
73 Sub-tota

-- | NDI RECT COSTS
-- SALARIES AND FRI NGE BENEFI TS
48 Indirect cost rates were not approved, devel oped,
or correctly utilized.
48 Sub-t ot al
-- BI DDI NG
39 Bidding regulations for purchases were not
fol | owed.
39 Sub-t ot al
-- PRI OR APPROVAL
38 Required prior approval was not obtained for
property expenditures.
38 Sub-t ot al
-- OTHER COST | SSUES
247  Program expendi tures unauthorized or other cost
findings ich did not appear frequently and did not
fall under another category.

37 Progr3n1costs were allocated to an inproper grant
peri od.

__6 Related party transactions occurred.
290 Sub-t ot al

1,000 Total - Gant Managenent
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FINDINGS | DENTIFIED I'N NONFEDERAL AUDI T REPORTS

Nurber of
Fi ndi ngs
FACI LI TI ES
38 Centers were not neeting State or local |icensing

I3

|on

lo>

W
o
e}

w

9

4, 027

requi rements or were not in conpliance with the
fire, health and safety perfornmance standards.

Instances of facility nonconpliance include
i nadequat e insurance coverage and no prior
approval for renovation expenditures.

Total - Facilities

SALES TAX

Sal es tax exenptions were not used or refunds were
remtted untinmely.

Total - Sales Tax

OTrHER

Conpl i ance findings which did not appear
frequently and did not fall wunder another category.

Total - Oher

TOTAL FI NDI NGS REVI EVEED
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Page 1 of 12

Appendix C

60¢ 0ot 14 S l 0 % Vi A g \73 l Y3HLO
9 001 0 0 0 0 0 Ll ¢8 0 0 0 XVL S37vS
85 001 2 Ly 0 0 92 ¢ 91 12 4 S $3TLIT10VY
899 00t 4 4} S l gl 82 7l S Zl ¢ YIHLO- - LNIW3DVYNYW LNVYD
8/ 00l 8 Yl Vi € €l S Vi A ot gl JONVANILLV--INIWIDVYNVH LNVYD
yq2 004 € 8l 8 S 1 L L 8 2 9 ALII181D1713- - INIWIOYNVH LNV
€62 00l € l 9 2z 9l g %2 6 2l Y SINIWININOIY ONTHOLYW
921 00l 2z 9 6 S 9l €2 52 ] 2 . SLIWIT 2104
601 00l 0 9 0 < L 8l g2 0 82 Yy S¥I4SNYYL ONNJ-¥IINI
y2l ool g 9 0 0 2 s l S oY S SLNNOJIY ONI¥VIS LSIYILNI
290’2 00} g L 2 b4 2l 6l 9l 6 12 9 ALIT18YLNNOJIY
SNTGNTd 40 3dAl
99L'L 00l S . S 9 €l gl 02 4 8 . 6861 NI S3IILNVYD
SE0'2LL 0Ll LS 001 g 2l 2 v ol 6l 02 6 9l S 6861 NI 9NIOGNN4
INNOWY IN30¥3d X X1 TTIA TIA TA A Al TIT 17 T
Iviol wliol

NOIO3Y Ad IN3J¥3d

NOID3d A8

SJI1Y0I3ILVD ONIANIJ 40 NOILNGI¥LISIQ TYIIHdVIDO3D




C

endi x
Page 2 of'12

spund jo ¢ I sadlurln ¢ >2__Qm#c:000< 10 9% U

X Xl A A A Al i f _

%0

~ %G

- %01

- %S|

- %0¢

\1°\omw

Suosiiedwo) sbejusoiad
Allllgejunoooy - Alewwng jeuoibay




endi X «
Page 3 of

spund jo % il  S°° UeiD % sbulpuld }se4o U] % [

X X HIA A A A A

t

suoslledwon abelusolsad
1salalu| - Alewwng jeuoibay

%0

- %01}

- %02

- %0¢

~- %0V

- %06




spund jo o ]  S°®° UBID % sbulpu 7 48 sued] % [

Appendi x C
Page 4 of 12

X

%0

- %G

- %01

- %G1

- %0¢

— - %G ¢

- %0¢€

suosiiedwon abejusolad
slajsuel] punjiaiu] - Alewwng [euolbay




Appendi x C

Spund 4o % il S99 UBID % SHW 7 0104 40 % [

Page 5 of 12

X X A A A A A

%0

- %S

- %0 1|

%G|

%02

— - %S¢

%0¢

suoslledwon sbejusolad
SHwWIT O|g4d - Adewwng [euolbay




Appendi x C

Page 6 of 12

spun

Xl

440 % QS99 UedD % | Buiyorew 40 % ]

FIA I A A A A [l _

suosliedwoy) abejusodisd
BuiyoyeN - Asewwng jeuoibay

%0

- %G

— %0 |

- %Gt

- %0¢

- %S¢




Appendi x C
Page 7 of 12

spung jo o gl So°IUEBID % ANNQiBIT 40 % [

X X1 HIA IA HA A Al 1 i _

—\l{| ._

— %0

- %G

- %0 1|

- %S 1

- %0¢

- %G ¢

suosiedwon abelusdlod
ANngibrg - Arewwng euolbay




Appendi X ¢

Page 8 of 12

Spung jo % S99 UelL) 9

9OUBPUBHIY 4O % [

X1 A A IA A Al [ f _
‘ a T

%0

|

FHTH

suosledwo) abejusdlsad
90uepuslly - Alewwng |euolbay

~ %S

~ %01}

- %G1

- %0¢

- %S¢




Spund 40 % Il seoluelD 9 juswabeuB JUBID % [ ]

Appendi X ¢
Page 9 of 12

X X1 HIA HA IA A Al 11 I _

T %0

%S

%0

- %S}

- %0¢

%SG ¢C

%0¢

suosiiedwon sabejusodlad
Juswabeuey Jueln - Alewwng [euolbay




(@\]
—
C...l
o
X
—O
Ol
3l spung jo o ]  S°° uBiD % So1II0RS Jo % [
&
X X HA A A A I
— : %0
~ %G
_ %0
~ %G1
- %02
L %se

suosliedwon sbelusoisd
saljljioed - Alewwng |euoibay




Spun4 4o % ~ sds uBIH % Xe .88 0 %[ ]

Page 11 of 12

Appendi X ¢

A HA A A Al " [l _

- %0¢

- %0V

- %09

- %08

-~ %001

suosliedwon sbelusodlad
Xe] sajeg - Alewwng [euolbay




Appendi x C

o\

—

©

o\

—

m.v spun4 Jo 9% I S99 Uelr) 9 18yl 0 % D

X Xl THA HA Al t1 I I
g o mmﬁ o S %0

~ %0¢
- %0V
— %09
- %08

suosliedwon abejusolad
19l - Alewwng |euolbsy




Appendi x D

Geographical Distribution of Accountability Findings



Appendi x D

Page 1 of 9

€2
601
S8

YL

£ee
csg
29
7l

290°2
99171

S60°2Z1L'0LL LS

LNNOWY
V1oL

00l Y ol 2z 2 ol 5 02 L
001 2 9l S Y vl 0¢ 0 6
00l 2 €l 0 0 6 9l L 9
00l Yy 2L 0 0 gl 1 Vi3 |
00l l 1l 2 0 ol 22 gl 6
00l € 6 | § Sl 61 8l vl
00l g oL Y 2 ol 61 2l 0l
00l g L l 0 €l 54 Ll .
00} g Lb 2 2 2l 6l 9l 6
001 S 2 S 9 €l 8L 02 2l
00l £ 2L 2 Y ol 61 02 6
INIJ¥3d X X1 TTIA TIA TA A AT TIT
viol

NOID3¥ A8 IN3J¥3d

NOID3Y A8

SONIQNId ALITIGVLINNOJJY 40 NOILNBIYLSIQ TVIIHAYY¥O03D

ve

Vi
vl
4
L
44
%4

ONIL1¥043d
SSINIT3NWIL
ONIL390ng

T3AVYL

S13SSY Q3XId
LNIWIOVUNVIA HSVO
SQY033y ONILNNOIIV
$3YNC300¥d

SYIJY

ALTTTGVINNOJY TVNJIAIAN]

ALITTEYINNODJJY V101
6861 NI S3IILNVYED
6861 NI ONIQNNA

NOI9D3¥




Appendi x D
Page 2 of 9

spund }JO 9% l Soo Ueldr) 9 e

$8INPB00Id 4O % [

A A A

suosliedwon abelusdlad
Sainpadold - Alewuwng |euolbsy

%0

- %SG

- %0 1L

- %S |

- %02

- %G<2

~ %0€




Spund 40 % |l

Appendi x D
Page 3 of 9

X X1 HHIA A ™ A Al I [

%0

- %G

- %01

- %G|

- %0¢

L %G¢e

suosliedwon sbejusdlad
SpJoosYy - Alewwng |[euolbay




Appendi x D
Page 4 of 9

juswabeueN ysed % [ ]

Al _

suosliedwon abelusodlad
juswabeue|y ysen - Alewwng |euolbay

- %0

- %S

- %01

- %G1

- %02

- %S¢




Appendi x D
Page 5 of 9

Spun4 Jo 9 I Sooluelr) 9,

Sl988y pPoXid JO 9% D

x| ATA A A A I I
.

%0

— %S

— = %0}

- %S |

- %0¢

- %S¢

suosledwesn abejusolad
slassy paxi4 - Alewwng |euolboy




Appendi x D
Page 6 of 9

|oARIL 4O % [

%0

- %G

- %01

- %G|

- %0¢

- %G ¢

- %0¢

- %G¢E

~ %0V

suosliedwon abejusolad
[oABl] - Alewwng [euolbay




Appendi x D
Page 7 of 9

Spun4dg jo 9% I soajuRIYy 9

Bunebpng jo % ]

A A A A "

w1 %0

- %01}

- o\oON

- o\oomw

- o\oOV

L o\oom

suosiiedwon sbejusolad
bunabpng - Atewwng jeuolbay




Appendi x D

Page 8 of 9

SPund 40 % pEll  S°° UeID % &

X1 [EA A A A A _

suosuedwoy abejusolsad
ssauljawi] - AJewwng |euoibay

%0

- %G

~- %0}

- %S|

- %02

~ %S¢

- %0¢

- %S¢




Appendi x D

Page 9 of 9

Spund 4o % gl  S°° UBID % Bunpiodey |edopad % [

X X1

IA A A A

%0

~ %S

- %0}

- %G|

- %0¢

- %S¢

- %0€

- %SE

~ %0V

suosiiedwo) abelusolad
Buijiodsy [esepa4 - Alewwng jeuolbay




Appendi x E

Distribution of Review Statistics by Type of Gantee
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Distribution of Findings by Type of Gantee
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Distribution of Accountability Findings by Type of G antee
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./g DEPARTMENT OF HEALTH & HUMAN SERVICES

ADMINISTRATION FOR CHILDREN AND FAMILIES

Office of the Assistant Secretary, Suite 600
Get ober 8, 1991 370 L'Enfant Promenade, S.W.

Washington, D.C. 20447

TO R chard P. Kusserow
I nspector Ceneral
Departnent of Health and Human Services

FROM Jo Anne B. Barnhart x} 4
Assi stant Secretary’(
for Children and Families

SUBJECT: Comments on O G Dr)aft Managenent Advi sory Report--
Summari zation of Head Start Gantee Audit Findings
(A-07-91-00425)

This menmorandum transmts the Adm nistration for Children and
Fam |ies' coments on your draft report on Head Start audit

findi ngs.

W are in agreenent with nine of the twelve recomendations
presented in your report concerning the need to increase training
and technical assistance to grantees, specifically in the area of
financial nmanagenment, and the need to continuously upgrade our
capacity to effectively nonitor grantees. W are fully commtted
to inproving the financial nanagenent systens and accountability
of Head Start grantees. W have concerns, discussed later in our
comments, about three recommendations: 1) devel oping alternative
procedures for tinmely grant closeout, 2) 1nplenenting OVB
erc?[ap A-133, and 3) procedures to ensure anounts in excess of
FDIClimts.

W have provided specific comments on each of the report's
reconmendat i ons. W have grouped the recommendations and
coments by subject matter and, since this does not always follow
the order in which they appear in the report, we have provided

t he page nunber on which each recommendati on is nade.

Thank you again for the opportunity to respond to the concerns
raised in the report. As noted above, we are in genera

agreenment with the report's recommendations, and we expect to see
consi derabl e progress over the next several nonths in

i mpl enenting nost of these recommendations. If | can be of
further assistance in this regard, please et me know

At t achnment
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Comment s

We concur with these recomendations. On August 6-10, 1991, a
Head Start Managenent Institute was conducted in Washington, DC.
The Institute was attended by 1,574 Head Start Directors from

| ocal programs across the country, as well as 82 Regional Ofice
staff and 40 Head Start Bureau staff. The agenda included a
total of 99 workshops, nine of which were devoted exclusively to

financial nmanagenent.

Phase Il of the Managenent Institute is now underway. In this
phase each Regional Ofice, in conjunction with its training and
t echni cal assistance Regional Resource Center, is responsible for
conducting a Managenent Institute follow up conference which
focuses on those nmanagenent issues determ ned at the August
Institute as being nost critical. Input Surveys conpleted at the
conclusion of the Institute indicated that financial nanagenent
was identified as the first priority for the foll ow up

conf erences. Regions will be advised to include such topics as
non- Federal share, cash managenent (including interest incone)

sal es tax exenptions, and interfund borrow ng.

The Head Start Resource Centers are also responsible for
conducting training conferences for grantees in their respective
Regi ons annually. These conferences will also provide an
opportunity to address the conpliance issues cited in your

report

On page 3, para. 6, the report notes that grantee "...financial
information is not always verifiable because of the |ack of sound
accounting standards and practices...” This identifies one of

the nost critical deficiencies that we believe exist in a nunber
of programs. There is a requirenent that Head Start agencies
nust have witten procedures for the operation of their financial
managenent system whi ch prescribe the necessary steps to be
undertaken, the tinmetable/cycle for conpletion, the person
responsi ble, and the checks and bal ances of the system (One of
our goals is to explore the feasibility of devel oping a node
financial managenent procedures manual which will assist grantee
staff in developing and inproving their own systenms manuals, and
which will make clear the i1nmportance of maintaining use of the
manual on a day-to-day basis.

Approxi mately 60 new Head Start agenci es have been added as a
result of the Fys 1990 and 1991 expansions. There is an obvi ous
need, therefore, to focus our training and technical assistance
efforts on these new agenci es. In this regard, we have begun the
process of updating the Head Start Policies Mnual, which was
first issued in 1984. The Manual is a conpilation of

regul ations, policies, Transmttal Notices, Information Menoranda
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and Col | aborative Agreenents applicable to the Head Start

program In addition to updating the contents of the Manual, the
format will be changed to facilitate its use. Plans are to

rei ssue the new Manual within the next several nonths.

In addition, discussions are being held regarding the devel opnent
of a technical assistance manual which will assist Head Start
Directors, especially those new to the program in understanding
grants managenent and understandi ng and applying Head Start
regul ati ons and policies.

These issues wll be thoroughly addressed during the next sem -
annual neeting of the Resource Centers schedul ed for
Decenber 9-11, 1991.

Recommendat i on

W reconmend that the ACF require evidence during the grant
application process of current licensing or conpliance with all
of the facility standards. (p.15)

Comment

We concur with this recommendation. We will work with the
Regional O fices in devel oping procedures to assure that all Head
Start centers are fully licensed and neet all State and | ocal

| i censi ng standards.

The Adm nistration on Children, Youth and Famlies has proposed
revised grant application instructions for Head Start grantees.
Interiminstructions were issued on Septenber 10, 1991, pending
approval of the final instructions by the Ofice of Minagenent
and Budget (OMB). The new instructions will inprove the program
narrative statement and will provide nore budget detail than is
al l owed by the eight budget categories included in the Standard
Form 424a, Part B. Once approved, the instructions will require
grantees to provide information on progress made in neeting
program requirenments and on plans for 1nproving the nanagenent
and delivery of services; including specific needs

identified through audits, fiscal reports, self-assessnments
nmonitoring reports, cost analysis data, Program |Infornation’
Report data, and correspondence fromthe Regional Ofice. The
Head Start requirenents for facilities contained in Part 1304.2-3
must be addressed, along with all other Performance Standard
requirenents.
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Recommendat i on

W recommend that the ACF cl osely observe the progress being nade
by the American Institute of Certified Public Accountants and the
OMB in fornmulating required financial statenments for nonprofit

organi zations providing guidance to its grantees when literature

Is available. (p.9)

Conment

We concur with this recommendati on. W recognize the value of a
consistent definition of Generally Accepted Accounting Principles
for nonprofit organizations. The ACF Gants Ofice will be asked
to monitor this inportant activity and keep prograns abreast of

progress.

Reconmendat i ons

We recommend that the ACF

strengthen procedures to ensure all grantees use interest
bearing accounts and properly earn and refund interest
income. (p.9)

devel op procedures to detect grantees with interfund
transfers. The starting point may be a detailed anal yses
of the financial statenents. (p.10)

reenphasi ze to grantees that the non-Federal match is to be
properly docunmented and net. (p.12)

enphasi ze the possibility of savings to the Head Start
program t hrough use of sales tax exenptions and tinely
deposits of tax refunds. (p.15)

Conment s

W concur with these recommendations. Regional Ofices have had
audit citations concerning the issue of ad Start funds not
being placed in interest bearing accounts as required by Federal
regul ations and the related issue of grantees not remtting a
proportionate share of interest inconme earned back to the Paynent
Managenent System  Corrective action taken by one Regiona
Ofice was the establishnent of an audit trail to |ook for
interest income once the grantee has been identified in an audit

or through |ocal nonitoring.

Grants Managenent Information Letters, presentations at cluster
and statewide fiscal semnars and programinstruction to Head
Start grantees are exanples of other neans being used by the
Regional Ofices to bring to the attention of grantees, the
actions necessary to correct weaknesses in financial nanagenent
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areas; i.e., the correct procedures with respect to on-hand cash
bal ances, rePaynent of interfund |oans, interest bearing checking
accounts, sales tax exenption permts, nonfederal match and

tinely correction of audit findings.

W are concerned about the recurrence of conpliance issues such
as those cited in the above recommendati ons, especially anong
grantees with many years of experience. Therefore, the above
Issues will be included on the agenda of the next neeting of the
Regi onal Ofice of Fiscal Operations Directors.

Recommendat i on

W recommend that the ACF strengthen procedures to ensure excess
cash is not drawn and obtain evidence that legitinmate balances in
excess of the FDIC |limt are collaterally secured when awardi ng
grants. (p.11)

Comment

W do not concur with this recommendation. This finding and
recommendation in the report illustrates oIc's m srepresentation
of the rules on FDIC limts. Current rules require Federal

fiscal officers to insure that legitinmate bal ances in excess of
FDIC limts are collaterally secured, however, we know of no such
requi renment for grantees in either |aw or Federal regulations.

Recommendat i ons

We reconmmend that the ACF

-develop alternative procedures for tinely closeout of
grants, placing less reliance on the nonfederal audit

reports. (p.e6)

-inplenment the new audit requirenent, OMB Crcular A-133, as
this will inprove the consistency of audited financial
statenments. (p.9)

Conment s

W are not in full agreenment with your reconmendations regarding
the future useful ness of non-Federal audits and the devel opnent
of alternative procedures, other than audits, for tinely closeout
of grants.

Prior to OMB Circular A-133, Head Start audits were due annually,
no |ater than 120 days fromthe end of the budget period. This
al l oned adequate tinme to review the audit and to discuss wth the
grantee any conpliance issues prior to refunding. W are very
concerned that the new provision of A-133, which does not require
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an audit to be conpleted until 13 nonths after the end of the
two-year budget period, w Il considerably reduce the value of the
audit to us as a managenent tool. W believe that appropriate
non- Federal audit procedures are the correct nmethod for tinely

cl oseout of grants. At a mninum we support a special 120 day
time [imt on the subm ssion of Head Start audits.

W would also like to look into the possibility of using the
flexibility provided in the Grcular to require annual program
rather than iInstitutional audits of Head Start grantees, where
appropriate. W believe separate audit rules regarding Head
Start grantees are justified by the unique nature of Head Start
whi ch nakes necessary sonme degree of flexibility in the

i mpl enentation of A-133. To our know edge, Head Start is the
only non-conpeting continuation discretionary grant program of
its kind wthin the Federal governnent.

Qther discretionary grant prograns with specific project periods,
usual Iy not | onger than three years, may be anenable to the |ess
stringent audit procedures prescribed in the Grcular. For Head
Start, however, the financial audit is an essential informtional
tool for managers in making decisions, not only for grant

cl oseout but also for the disposition and reallocation of fund
bal ances, managi ng the refundi ng process, focusing nonitoring
activities and designing technical assistance.

W share your concerns that the provisions of A-133 wll not
permt Head Start to assure tinmely grant close-out nor assure
proper use of Federal funds. W wll continue to explore
alternatives which will provide us the information to provide
necessary oversight of Head Start grantee financial nanagenent.

Techni cal Conment

In the Introduction on padge 1, para. 2, we suggest that the
follow ng statenent be added: "The Head Start program al so funds
| ndian Tribes and Mgrant Organizations through grants issued
fromthe Headquarters Gants Ofice."



