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The attached report presents the results of audit by the certified public accounting firm
Emst and Young LLP (E&Y) in its examination of the Office of the Secretary, Working
Capital Fund (Fund) financial statements for the fiscal year (FY) ended September 30,
1994. The Office of Inspector General exercised technical oversight and quality control of
the audit.

We engaged E&Y to audit the financial statements and to express an opinion on them. The
firm issued a "qualified" opinion on the Fund financial statements because detail records
for property and equipment and the related depreciation expense--recorded as $6,249,000
and $1,522,000, respectively--were incomplete and did not support the purchase price and
the date purchased. In addition, support for certain aggregations of expense by object class
was not available. Accordingly, E&Y determined that, except for the effects of such
adjustments that might have been necessary had the Fund maintained accurate and
complete records, the Fund's 1994 financial statements present fairly, in all material
respects, the financial position of the Fund as of September 30, 1994.

As part of the audit engagement, E&Y also rendered separate reports on internal controls
and on compliance with laws and regulations. In the report on internal controls, E&Y
noted one material weakness and three reportable conditions. A material weakness was
noted for an inability to support property and equipment balances (resulting in the report
qualification described above). Reportable conditions were noted in: (1) maintaining
control over the general ledger, preparing financial statements, and detecting errors and
irregularities; (2) the recording of liabilities; and (3) various aspects of computer security,
such as access to the mainframe computer, to the payroll application, and to the core
accounting system libraries, and maintaining a disaster recovery plan. In the report on
compliance with laws and regulations, E&Y noted no instances of noncompliance required
to be reported under government auditing standards.

In our oversight of the audit, we found nothing to indicate that E&Y's work is inappropriate
or that E&Y's reports cannot be relied upon. The Assistant Secretary for Management and
Budget concurred with E&Y’s findings and recommendations.
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We want to thank you for the courtesy and cooperation your staff extended to E&Y and our staff
during the audit. If you wish to discuss the report, please call me or have your staff contact
Joseph E. Vengrin, Assistant Inspector General for Audit Operations and Financial Statement

Activities at (202) 619-1157.

/ Thomas D. Roslewicz

Attachment
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0S WORKING CAPITAL FUND
INTRODUCTION

The Office of the Secretary (OS) Working Capital Fund (WCF) is a non-appropriated commercial type
revolving fund in the Department of Health and Human Services (HHS) authorized in 1952 by 42
U.S.C. 3513 and expanded in 42 U.S.C. 3513(a) and 3513(b). Its mission is to provide consolidated
financing and accounting services for HHS business-type operations involving the provision of 19
common and administrative services {(described in Appendix A) to customer agencies. The WCF
mechanism allows OS to bill individual HHS Operating Divisions (OPDIVs) and agencies for the
services they receive. These billings are based upon actual measured usage (fee-for-service basis)
thereby placing the burden of costs for services with the recipients of those services. Unlike
appropriated funds, the WCF provides the flexibility to respond to changing service requirements,
which will vary as OPDIV and agency program and staffing needs change.

The three primary goals for the WCF are:

° to minimize costs for the level and quality of services provided to customers
determined appropriate by the WCF’s Board of Governors;
L] to provide for the consolidated budgeting, financing and accounting for common
services;
L] and to maintain the fiscal integrity of the WCF.
. . A primary, and continuing objective of the WCF
0OS Worklng Capltal Fund is to improve its management of property and
equipment. To highlight the importance of this
Millions issue, and ensure implementation of needed

improvements, the OS Property Work Group
was established in April, 1994. This group’s
main objective was to initiate corrective action
to clear various internal control weaknesses in
the management and control of the WCF's
capitalized equipment. Building upon the
regional efforts in FY 1993, headquarters
activities began following procedures to ensure
0 that the Integrated Property Management
1989 1990 1991 1992 1993 1994 1995 136 System (IPMS) property records are reconciled
revenues are projected for FY 1995 and 1996 with official financial records on a regular basis.
Additionally, more in-depth training and IPMS
- systems enhancements were completed during
FY 1994. These procedures, in conjunction with the IPMS system, have allowed the WCF to improve
internal controls concerning custodial management of property and equipment in HHS.
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Several subsequent events which have occurred during FY 1995 are of special importance to the
WCF. As of April 1, 1995 the Social Security Administration became an independent agency outside
the HHS organization. For FY 1996 this will reduce the Funds by approximately $40 million. Also,
effective October, 1 1995, the Office of the Secretary will devolve its regional administrative
services to the operating components of the Department. This streamlining and delayering action
will further reduce the WCF’s FY 1996 revenues by $20 million. This projected reduction in Fund
revenues can be seen in the above figure.
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Additionally, the HHS REGO Il process has analyzed all administrative services provided within the
Department and determined that the most efficient structure to provide centralized services would
be the creation of a separate Program Support Center. This Center should be operational in FY
1996 and will include most, if not all of the current WCF activities. This will either dramatically
shrink or eliminate the current WCF.

The financial statements have been prepared to report the financial position and results of operations
of the WCF, pursuant to the requirements of the Chief Financial Officers Act of 1990. While the
statements have been prepared from the books and records of the WCF in accordance with the
formats prescribed by the Office of Management and Budget (OMB), the statements are different
from the financial reports used to monitor and control budgetary resources which are prepared from
the same books and records.
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REGIONAL PERSONNEL
SW WASHINGTON PERSONNEL

The mission of the Regional Personnel Offices (RPO) and the SW Washington Personnel office (SWP)
is to provide a full range of personnel services. Their goal is to provide timely, high quality and cost
effective services that contribute to the accomplishment of the missions of its customers. The
major functions of RPO and SWP are to provide advice to managers and employees on the full range
of personnel services, including staffing, benefits, employee and labor relations and training.

SWP services OS, Administration on Aging and Administration for Children and Families employees
located in Washington, DC. and the Inspector General’s field staff (a total of about 4,300
employees). RPO services HHS's regional employees (approximately 61,000) located in the ten
regional headquarters and other affiliated field locations. In addition to direct service responsibilities,
four of the RPOs have oversight responsibility for the Indian Health Service personnel offices which
service an additional 16,000 employees (not included in the 61,000 mentioned above).

Figure 1 illustrates that the cost per personnel
account decreased from FY 1993 to FY 1994 by 3 Cost per Personnel Account
percent for RPO and 16 percent for SWP. RPQ’s RPO & SWP

and SWP’s operating costs decreased 1 and 17
percent, respectively, primarily due to reduced
staffing levels in support of the Department’s
streamlining efforts.

18021

Servicing Ratios
RPO & SWP

$0 $20 $400 $600 $800 $1,000

E RPO Direct RPO Indirect
B3 SWP Direct [ SWP indirect

Figure 1

The ratio of serviced employees to personnel
office employees is a measure of efficiency. The
OPM performance standard ratio is 1 personnel

» RPO ¢ SWP B OPM Standard office employee for every 72 serviced employees
and RPO and SWP have set this ratio as their
performance standard. Figure 2 shows that both
RPO and SWP have exceeded that standard for
the last five years. In FY 1994, RPO’s ratio
increased six percent due to a reduction in staff on board while the servicing positions increased.
Because SWP services the Departmental headquarters staff, there are unique servicing needs which
cause the SWP ratio to be lower overall than RPQ’s. '

1990 1991 1992 1993 1994

Figure 2

RPO and SWP conduct annual surveys to determine their customers’ perception of the services
provided. Figure 3 depicts the overall assessment of the quality of RPO’s services by randomly
sampled managers and supervisors. Their response rate was 55 percent. For the last four years,
over 86 percent of respondents rated RPO services fully satisfactory or better.
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. : SWP conducts its own surveys, one for employees
Overall Service Quality Assessment serviced and one for supervisors and managers,

By Managers and Supervisors each sent randomly in alternate years. The
Regional Personnel Services supervisors and managers’ overall assessment of

the quality of SWP’s services in FY 1992 and FY
1994 is presented in Figure 4. The ratings fully
i —— satisfactory or better increased from 74 percent in
e e FY 1992 to over 78 percent in FY 1994, The
S response rate was greater than 50 percent.

Randomly surveyed employees, presented at WCF-
= SUPP-A, rated the SWP’s services fully
0 1 20 30 40 S0 satisfactory or better 74 and 86 percent of the

Percent time, in FY 1991 and 1993, respectively.

B 1991 1992 [J1993 1994

Some of the initiatives to improve efficiency and
. increase customer satisfaction originated in prior
Figure 3 years have now become an established policy or
procedure. Examples include the use of
automated systems to process merit promotion
actions, thus improving timeliness and reducing
the amount of RPO and SWP staff needed to
pracess the actions. Offices are now using
automated open continuous announcements,
eliminating the need to issue individual vacancy
announcements for many positions.. At least one
office has established automated procedures for
tracking workers compensation cases in the hope
of getting injured employees off OWCP rolls and ; : ; :
back to productive employment. 0O 10 20 30 40 50

Overall Service Quality Assessment

By Supervisors and Managers
SW Washington Personnel Services

[M 1992 M 1994

The following are new initiatives undertaken to
improve efficiency and increase customer
satisfaction: Figure 4

SWP has joined several RPOs in instituting automated telephone answering systems
which allow callers to get information on such subjects as vacancies and to leave
their questions for a specialist to research and answer.

A six-month pilot program was established to test using one site as a hub for all
personnel action processing from multipie RPOs, thereby reducing staff time and
space/equipment needs. This activity was very successful and expects to be
replicated in the future as automation allows such consolidation.

SWP began participation in an HHS Reinvention Laboratory (which will continue into
FY 1995) as a partner with the Administration for Children, Youth and Families.

PERSONNEL AND PAYROLL SYSTEMS

The mission of Personnel and Payroll Systems (P & P) is to provide personnel and payroll actions
processing and pay services by utilizing an automated system. Their goal is to provide responsible
and service-oriented personnel and payroll services to all HHS employees (more than 130,000). Its
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principal objective is to provide services in support of HHS's missions that are timely, high in quality
and cost effective. P & P’s three major functions are:

® personnel transaction processing {(promotions, accessions, separations, reassignments)

® time and attendance transaction processing, production of paychecks and earning and
leave statements

® ad hoc personnel/pay reporting such as gender and racial diversity of HHS employees and
FTE usage by OPDIV and for the Department

Figure 5 illustrates how the cost per
personnel/payroll account increased 10 percent
between FY 1993 and FY 1984, As a measure of
human resource efficiency, an additional measure
showing the average number of personnel

Cost per Personnel/Payroll Account
Personnel & Payroll Systems

accounts processed per FTE is presented at WCF- | %135 $183 ¢35 $141...
SUPP-B. There was a three percent increase in ::ig - §120 BAL .
this measure between FY 1993 and FY 1994, $120/ LRI
The number of personnel accounts processed $100| == h B8 Indirect
decreased two percent and the number of FTE $80| E Direct
decreased four percent. $60|

$40|

$20° 4

Separation Process Timeliness $0 1990 1991 1992 1993 1994
Personnel & Payroll Systems
Figure 5

100%( |

80% . . .
so%| | 1 Figure 6 is a timeliness measure that shows the
0% percent of HHS separation packages (averaged on
, a quarterly basis) submitted to the Office of
20% i RE b Personnel Management (OPM) within 30 days
0% O o O o H ok after the effective date as compared to
GRS S S .
Q"\ 4'\\ é\ d\ q\\ q\\ Q.\" government-wide performance. Although OPM
measures performance at 30, 60 and 90 days,
M HHS [ Government-wide P & P has chosen to compare their performance

against the 30 day benchmark as it is the most
. stringent one (the one to emphasize for quality and
Figure 6 o

productivity improvement efforts).
A new PC based time and attendance system is being implemented throughout HHS (replacing a 20
year old paper and punch card process) and is expected to be completed by December 1995. This
system eliminates the need for timecards and should simplify data transmission requirements. This
system meets most of the recommendations related to time and attendance outlined by the National
Performance Review and should minimize occurrences of pay related errors as input data is edited
and corrected at the source prior to being transmitted to the processing center for pay computation.
The new system also meets most of the recommendations related to time and attendance outlined
by the National Performance Review. The PC based system is being enhanced to execute in a Local
Area Network (LAN) environment, thereby providing more functionality to the HHS user community.
This functionality will be available in early FY 1996.

The automated training request and approval system continues to be implemented nationwide. As it

will be incorporated into the automated personnel system, this system will provide automated links
with finance and accounting, making a training request, approval and payment a single process.

3
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The conversion of the automated payroll and personnel system to a modern ‘open systems
environment’ was undertaken due to the obsolescence of the current system. This new system will
enable the automation of many of the remaining manual payroll applications, thereby providing P & P
with the ability to maintain service levels despite reduced staffing. To expedite the implementatin of
a new system, P & P has procured and plans to customize for Federal use a commercial off-the-shelf
software package. The implementation of the prototype system, with the same functionality as the
current system, is scheduled for FY 1996. Complete modernization and enhancement of the entire
system is scheduled for completion by September 1997. The new package will use a single data
base, thereby eliminating the data synchronization problem associated with the current use of
multiple data bases. This should also minimize the cost of new application additions.

EEO COMPLAINTS INVESTIGATIONS

Individual EEO complaints in HHS are investigated by three contracting firms that service separate
geographical areas of the country. The mission of the EEO Complaints Investigation function (EEO)
is to manage the contracting operations to assure compliance with the Federal sector processing and
timeliness requirements as set forth in 29 Code of Federal Regulations, Part 1614 and EEOC
Management Directive 110. Their goal is to have EEO complaints processed on a cost effective and
timely basis.

Figure 7 illustrates the average customer cost per '
case and number of cases for the last five years. Average Customer Cost per Case
Average contractor costs increased less than one EEO Complaints Investigations
percent in FY 1994 due to built-in contract rate

increases, increased airfare and per diem costs, ::"ggg 1,000 -
and the addition of investigation tasks resulting 32'500 - ~716800 g
isi i ol 0.0

from new Eeder?l mandates. This increase is well $2,000] /7/// /4&% | 600
below the inflation rate because of continuing s1500l 77 . Naoo 5
efforts to manage thg geographical assignments of $1,000 / " / ‘é
cases, thereby reducing contractor travel costs. sso0l 200 2
The number of cases increased unexpectedly by $0 i i il gz

. A . 1990 1991 1992 1993 1994
13 percent in FY 1994, primarily due to increased
caseloads from Public Health Service Agencies and — Number of cases @ Contract cost
Social Security. It is hoped that the use of CJ Other operating costs

alternative dispute resolution efforts, which use
mediation to resolve EEO discrimination
complaints, will reduce the number of cases sent
for investigation in the future. The number of
cases processed per EEO FTE increased 14 percent in FY 1894, There has been a 37 percent
caseload increase in the past two years, as shown in WCF-SUPP-C.

Figure 7

Federal law dictates that an EEO complainant must be issued the notice of appeals rights and the
investigative file on or before the 180th day after the filing date. EEO set an internal goal of
delivering the investigative files to the complainant by no later than the 150th day after the filing
date for the period April 1993 to March 1994. This goal was not obtained due to constraints
contained within the investigations contracts in effect in FY 1994. New contracts will be in place in
FY 1995 which should allow this goal to obtained.
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DIVISION OF ACCOUNTING OPERATIONS
REGIONAL DIVISIONS OF FINANCE
REGIONAL ACCOUNTING SYSTEM

The WCF has two entities whose mission it is to provide accounting, fiscal and financial reporting
services - the Division of Accounting Operations (DAQ) and the regional Divisions of Finance (DOF),
whose headquarters component is the Regional Accounting System (RAS). DAO services the Office
of the Secretary (OS), the Administration for Children and Families (ACF), and the Administration on
Aging (AoA) and DOF services the OPDIVs and STAFFDIVs in the ten regions. The primary goal of
these financial transaction processing activities is to perform transactions timely, accurately, and
efficiently.

There were numerous changes in FY 1994 that effected DAO’s and DOF’s performance. DAO’s
accounting system was replaced by the CORE accounting system on March 31, 1994. The new
system had numerous unexpected problem areas which required refinements and system
modifications which resulted in changes in normal accounting operations. This was compounded by
buy-outs offered as part of the Departmental streamlining program which resulted in staff shortages
in DAO. In addition, the WCF Board of Governors voted to close the DOFs as of September 30,
1995. Due to the pending closure, DOF personnel departed in increasing numbers in FY 1994. This
resulted in a strain on normal accounting procedures that meant that, unless noted otherwise, no
performance data was collected for DOF in FY 1994.

1. Timely Payments and Interest Penalty - Number &

Dollar Amount. Figure 8 shows the percentage of Timeliness of payments
payments made on time and the number of
payments subject to the Prompt Payment Act. In FY 100 14

1992, OMB established a minimum standard of 95
percent as a government-wide goal.

Additionally, DAO is trying to convert the payments
it makes to more cost efficient and timely automated
payments. Figure WCF-SUPP-D shows the
breakdown of payments by number and dollar
amounts. In FY 1995, DAO anticipates that the
percentage of automated payments will exceed 90
percent as all travel reimbursement is directly M DAOC ZIDOF ~~DAO -+ DOF
deposited as of March 1995.

Percent

# of payments (Thousands)

1992 1983 1994

As a result of the accounting system conversion Figure 8

problems and a 25 percent reduction in accounts :
payable personnel, the frequency rate for late payment interest penalties increased from 0.46 to
1.53 percent for DAO. It decreased from 1.27 to 1.21 percent for DOF (whose accounting system
remained the same). The number and amount of penalties are presented in Figure WCF-SUPP-E.

2. Timely Posting of Inter-Agency Charges - Average Posting Time. Inter-agency charges via
Treasury’s On-line Payment And Collection system (OPAC) are posted on the day they are received.
However, these charges are then posted into a "clearing” account pending receipt of supporting
documentation and/or time to distribute charges to the appropriate accounts. An internal analysis of
this process resulted in staff reassignments within DAO in January 1995. As a result, DAO's
average number of days to distribute costs out of the clearing account decreased from 67 days in
the last half of FY 1993 to 60 days in FY 1894. DAO hopes to streamline current operations so
that the use of a clearing account is totally eliminated by the end of FY 1995.
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3. Timely Travel Payments - Average Process Time.
Except for isolated small offices, DAO converted to
an automated travel payment system in FY 1993 and
FY 1994. A statistical sampling of vouchers

Cost per Transaction

12 5 R
AN =* DAO & DOF processed by the automated system indicated that
R an average time from when a voucher was
17 N ' o electronically reviewed to the date a third party draft

was issued to the traveler was one day; which is a
decrease from 2.7 days in FY 1993.

ol N

4. Cost Per Transaction. Costs per transaction

9 X .
increased approximately 26 percent in FY 1994,
This increase is attributed to increased costs

%001 1992 1993 1904  associated with conversion of accounting systems as
two systems were operational for the first six

. months of FY 1994, coupied with the actual
Figure 9 . . . :

transaction count decreasing primarily as a result of

the Payroll General Ledger being transferred from
DAO to ASPER. See Figure 9.

5. % Of Collections to Current Receivables. Receivables are primarily from grant recipients. Figure
10 shows the overall percentage of collections to net receivables and the magnitude of receivables
that were under appeal (collection actions are suspended for receivables under appeal}. The six
largest receivables pertained to one state and comprised 64 percent of the outstanding receivable
balance. The increase in collections was due to more collections by current grant award offsets and
enhanced communication between the program offices and the accounting offices.

Accounts Receivable and Collections % of Collections to Collectible Receivables
FYs 1993 and 1994 FY 1994

receivables in millions % collections 5% 100%

20% 80%
7 15% 60%||

%////, 7 10% 0% 7
/;// /% ////; :: 20% ”

1993 0% 70

P rcbles under appeal [Jtotal receivables

- % of collections Q

Figure 10 - Figure 11

Figure 11 shows the breakdown of percentage of collections to collectible (not under appeal)
receivables between DAO and DOF as well as the breakdown within DAO.

6. % Of Fully Reconciled Cash Reconciliations. In FY 1993, cash differences were reduced to the
extent that previous audit qualifications for cash were removed. However, with the implementation
of new accounting system in FY 1994, the number of cash differences increased from 0.13 percent
of the overall cash balance in Treasury at the end of FY 1993 to 2.97 percent at the end of FY
1994. This was due to problems with interfaces from feeder systems (ex. third party draft

6
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subsystems), the inability to prepare internal cash reconciliation reports for six months, urgent day
to day operational issues and the time necessary to learn the new system.

Contractual help has been engaged for recurring operational processes, which includes the increased
accounting functions being transferred from the DOFs to DAO. The following functions have also
been planned to improve cash reconciliation: improve data input in the accounts payable
subsystem, eliminate the preparation of manual schedules, and automate reporting to Treasury.

Due to the pending closure of the DOFs, the planned cash reconciliation consolidation of DAO and
DOF was cancelled. This function will be centralized at headquarters effective October 1, 1995.

7. % Of Fully Reconciled Suspense Accounts. The suspense Account is maintained by DAO but
consists of amounts entered into it by the DOFs, the Payment Management System, and Central
Payroll, as well as DAO. Unlike the clearing account noted in #2 above, where DAO has full control
of the account, the suspense account is monitored by DAO with follow-up and corrective actions
required by DAO and the various external users.

This account had a balance of ($890,843) as of September 30, 1894, down from $4.1 million at the
end of FY 1993. However, this net balance is misleading as DAO activity to be identified and
removed from the account totaled $2.6 million. The major offsetting amount in the account
pertained to recurring payroll activity, which is reconciled on a monthly basis. Ongoing analyses of
this account were not actively pursued during FY 1994, due to the urgent day-to-day operational
difficulties resulting from the system conversion. In addition, this account was used in numerous
situations throughout the year to temporarily capture the total amounts for payment schedules when
the new system was unable to produce a breakdown by individual appropriation symbol, thereby
adding to the reconciliation problem. Delays experienced in FY 1994 have been overcome and
actions to fully reconcile the account prior to the end of FY 1995 are ongoing.

DIVISIONS OF ADMINISTRATIVE SERVICES

The Divisions of Administrative Services (DAS) provides administrative services for all HHS activities
co-located at regional headquarters offices. DAS also provides limited administrative services to the
IG’s field offices and the Public Health Service’s Federal Occupational Health clinics. These services
will become the responsibility of HHS’s OPDIVs after September 30, 1995.

DAS conducted a customer satisfaction survey and received an 88 percent response rate. Figure 12
shows the overall assessment of the quality of the services provided by region and Figure 13
presents the overall quality assessment by service.

Division of Cost Allocation

In FY 1994, the Federal Government awarded about $12 billion to State and local governments,
colleges and universities, hospitals and other nonprofit organizations. These funds were used to
reimburse the organizations for administrative expenses they incurred to operate Federal programs
(such as Medicaid, Food Stamps, medical research, Head Start, School Lunch, Job Training
Partnership Act amongst others) that are administered by these organizations. The organizations
assign joint administrative costs, such as the expenses required to operate an accounting or budget
office, to the Federal programs that they administer. Indirect cost rates are the mean by which
associated administrative costs are identified for reimbursement under Federal grants and contracts.
It is the government-wide responsibility of the Division of Cost Allocation (DCA) to ensure that these
costs are assigned in a fair and reasonable manner to all Federal programs.



0S Working Capital Fund Overview

Overall Assessment by Region

Quality - DAS
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New York
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Atlanta Eeerre——
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Seatt]e en—————
Overall eeee—
0 { 2 383 4 5
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Figure 12

95 percent of colleges and universities, all
hospitals, all state-wide cost allocation plans, all
state health and welfare departments and a
significant number of other nonprofit (including
independent research institutes) organizations.

Total Cost Savings vs. Full-Time Staff
Eleven Years Ended September 30, 1994

/ L J
! =
Too ol Nt
= e e
: . £
600 R % ==
£ N \\
@ i N 3 R R
o AN \\\\x\\\\\\;\\\\x}\\x\‘\* HUAER
S Rl
200% -

84 92 83 94

]

B8 87 88 89 90 91
Fiscal Year

Figure 14

In the last eleven years, DCA's efforts have
resulted in total cost savings/avoidances of over

$5.6 billion while their staff has been reduced by

30 percent (see Figure 14). In FY 1994 alone,
DCA'’s cost negotiations saved the Federal

Government $597 million, over $13.8 miilion per

negotiator (see Figure WCF-SUPP-F) while
incurring about $5.2 million in operating costs.
See Figure 15 for the return on investment for

DCA’s mission is

® to approve incurred joint costs for
reimbursement by the Federal Government
and

® to distribute these allowable joint costs
on rational bases amongst Federally
sponsored programs.

Their goal is to negotiate the approval of cost
allocation plans and indirect cost rates in a timely
manner and, also, to protect the Federal
Government from overcharges to their programs.
Rate and plan negotiations are conducted on
behalf of all Federal departments and agencies
under the cognizant agency concept established
by OMB. DCA is the cognizant agency for about

Overall Assessment by Service
Quality - DAS

1
1993 Quality |
B 1994 Quality !

Special Programs

Telecommunications
012345

3 = Satisfactory, 4 = Excellent, § = Outstanding

Figure 13

Return on Investment

$139

1991

1992 1993 1994

the last four years. The $597 million cost

Figure 15

savings/cost avoidance consisted primarily of
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negotiating lower future indirect cost claims by organizations receiving Federal grants and contracts.

Figure 16 shows the results of a nationwide
survey of DCA’s customers (grant and contracting
officers in Federal agencies). Survey responses
indicated that the negotiated indirect cost rates
should be disseminated to DCA’s customers
faster. DCA responded by streamlining their
customer mailing list and is planning to distribute
their information electronically via the Internet and
GrantsNet. Figure WCF-SUPP-G shows DCA’s
case backlog.

COOPERATIVE ADMINISTRATIVE
SUPPORT UNITS (CASUs)

The CASU program is an interagency initiative of
the President’s Council on Management
Improvement to promote sharing of common

Overall Assessment of the Quality of
Cost Allocation Services Provided
Nationwide

Very effective
Generally effective 60%

Somewhat effective

Not very eﬁectiva? 5%

Not at all effective| 0%

0% 20% 40% 60% 80% 100%

Figure 16

administrative services thereby reducing costs and improving accessibility and productivity in local
Federal complexes. The goal of the CASUs is to provide less expensive, more accessible and better-
quality administrative services to Federal agencies through consolidation and economies of scale.
HHS functions as the lead agency through the WCF and has management responsibility for two
CASU operations, the Kansas City Downtown CASU and the New York Javits Building CASU.

The New York CASU surveyed 30 of its customers that received more than one of its services; 10
responded. Based on a five point scale, they were rated a 4.20 on quality, 4.00 on timeliness and
4.05 on price. Kansas City CASU did not perform a survey in FY 1994,

Net Savings and Avoidance by Service
Kansas City Downtown CASU

Thousands

$0 $200 $400 $600 $800$1,000

Mail Mgt B

Property Maint./RecgFE—>" :
Excess Property : :

T ewriterlﬂgmasilt' :7

A AingE==":

bor & Movin
Forms/F.
Forms/Cotps
CPA Instruction
PC Repairp
Temporary Service

e ox

W92 Be3 [os
Initial report for PC Repair and Temporary Service in FY 93

Figure 17

Customer Savings - Market vs. CASU
New York Javits Building CASU
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Figure 18

Figure 17 shows the estimated savings and cost avoidances for Kansas City’s participating agencies

for the last three years.
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Mail services and the photocopier program are the largest operations in the NY CASU. Figure 18
reflects the rates the NY CASU charged their customers to provide these services as opposed to the
costs the customers would have had to pay if the CASU did not provide them.

Both CASU savings/avoidance graphs reflect monetary savings only, arising primarily from the
consolidation of personnel and space and economies of scale.

10
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U. S. DEPARTMENT OF HEALTH AND HUMAN SERVICES
OFFICE OF THE SECRETARY
WORKING CAPITAL FUND
STATEMENT OF FINANCIAL POSITION
as of September 30, 1994 and 1993
(Dollars in Thousands)

1994 1993
ASSETS
Intragovernmental Assets:
Fund Balance with U.S. Treasury (Note 2) $ 46,440 $ 37,143
Accounts Receivable, Net (Note 3) 3,260 10,677
Advances and Prepayments 0 19
Governmental Assets:
Accounts Receivable, Net (Note 3) 45 11
Advances and Prepayments 36 40
Property and Equipment, Net (Note 4) 6.249 4,858
TOTAL ASSETS $ 56,030 $ 52,748
LIABILITIES
Intragovernmental Liabilities:
Accounts Payable $ 3,655 $ 1,788
Governmental Liabilities:
Accounts Payable 3,335 6,136
Accrued Payroll and Benefits (Note 6) 2,676 2,338
Funded Annual Leave 4,593 4,631
Lease Liabilities (Note 5) 254 85
TOTAL LIABILITIES 14,613 14,978
NET POSITION
Revolving Fund Balances (Note 7):
invested Capital 3,399 3,235
Cumulative Results of Operations 38,118 34,535
TOTAL NET POSITION 41.517 37.770
TOTAL LIABILITIES AND NET POSITION $ 56,030 $ 52,748

The accompanying notes are an integral part of these statements.



U. S. DEPARTMENT OF HEALTH AND HUMAN SERVICES
OFFICE OF THE SECRETARY
i WORKING CAPITAL FUND
STATEMENT OF OPERATIONS AND CHANGES IN NET POSITION
for the years ended September 30, 1994 and 1993
(Dollars in Thousands)

1994 1993

REVENUES AND FINANCING SOURCES

intragovernmental Revenue:

DHHS Agencies $ 103,815 $ 105,665
Qutside Agencies 1.488 1.760

Tota! Revenues and Financing Sources 105,303 107,425
EXPENSES

Program/Operating Expenses (Note 8) 100,034 97,102

Depreciation and Amortization 1,522 1,827
Total Expenses 101.556 98,929
Excess of Revenues and Financing Sources

Over Total Expenses $ 3,747 $ 8,496
Net Position, Beginning Balance, as

Previously Stated 37,770 28,656

Prior Period Adjustment (Note 9) Q0 618
Net Position, Beginning Balance, as

Restated 37,770 29,274
Excess of Revenues and Financing Sources

Over Total Expenses 3.747 8.496
Net Position, Ending Batance $ 41,517 $ 37,770

The accompanying notes are an integral part of these statements.



U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES
OFFICE OF THE SECRETARY
WORKING CAPITAL FUND
NOTES TO FINANCIAL STATEMENTS
For Years Ended September 30, 1994 and 19983

Note 1. Summary of Significant Accounting Policies

A.

Basis of Presentation

These financial statements have been prepared to report the financial position and results of
operations of the Working Capital Fund (WCF), as required by the Chief Financial Officers Act
of 1990. They have been prepared from the books and records of the WCF in accordance
with the form and content for entity financial statements specified by the Office of
Management and Budget (OMB) in OMB Bulletin 94-01, and the WCF’s accounting policies
which are summarized in this note. These statements are therefore different from the
financial reports, also prepared by the WCF pursuant to OMB directives, that are used to
monitor and control the WCF's use of budgetary resources.

Reporting Entity

The WCF is a component of the Office of the Secretary of the U.S. Department of Health and
Human Services (HHS). The WCF provides consolidated financing and accounting services
for business-type operations that provide centralized administrative services to operating
components of HHS., The WCF also has cross-servicing agreements with other agencies of
the U.S. Government for selected activities. The funding of the WCF is without fiscal year
limitation, and its operations are fully funded by operating division customers and approved
by the WCF Board of Governors {the Board).

Basis of Accounting

Transactions are recorded on an accrual accounting basis and a budgetary basis. Under the
accrual method, revenues are recognized when earned and expenses are recognized when a
liability is incurred, without regard to receipt or payment of cash. Budgetary accounting
facilitates compliance with legal constraints and controls over the use of federal funds. All
intrafund balances and transactions have been eliminated.

Revenues and Financing Sources

The WCF receives its fee-for-service revenues by charging its customers based upon service
units applied to a predetermined rate. The rates are based on a full cost budget, and the
charter of the WCF requires funding of annual leave and depreciation. Since the rate is set
prior to the expenditure of funds and is based upon budgeted volumes and cost, there is an
inherent risk to the WCF that the rate will be too low, resulting in a loss. Conversely, there is
a risk to the WCF’s customers that the rate will be too high, resulting in a profit.
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NOTES TO FINANCIAL STATEMENTS

E. Property and Equipme'nt

Property and equipment are stated at cost less accumulated depreciation. Depreciation is
calculated on a straight-line basis, with a half-year convention, over five years. Acquisitions
of individual ADP equipment costing less than $300, and non-ADP equipment costing less
than $5,000, are expensed as incurred.

F. Advances from Federal Agencies

The WCF is required by its charter to draw funds from its customers in advance. The cash
advances are based upon the estimated cash required to provide services for approximately
ninety days. Advances were taken in amounts adequate to cover WCF disbursements.

G. Accrued Liabilities

Accrued liabilities represent the amount of monies or other resources that are likely to be paid
by the WCF as the result of a transaction or event that has already occurred. All the
liabilities of the WCF are funded, inciuding annual leave.

H. Employee Benefit Plans

Most employees of the WCF are covered by the Civil Service Retirement System. The
employees’ retirement (7%) and Medicare (1.45%) contributions are matched by the WCF
and are transferred to the Civil Service Retirement Fund, from which these employees will
receive retirement benefits. The other employees are covered by the Federal Employees’
Retirement System (FERS), a retirement program which is comprised of Social Security and a
tax-deferred savings plan in which the WCF participates. The WCF contributes 7.65% for
Social Security. Employees covered by FERS can contribute a maximum of 10% of their
salaries with the WCF matching 50% of contributions.

l. Annual, Sick and Other Leave

Annual leave is accrued and funded as it is earned and the accrual is reduced as leave is
taken. Each year, the balance in the accrued annual leave account is adjusted to reflect
current pay rates.

J. Comparative Data

Comparative data for the prior year has been presented in Note 7 to reflect rebates of
$2,743,100 approved by the Board on June 7, 1994.

Note 2. Fund Balance with the U.S. Treasury

The WCF does not maintain cash in commercial bank accounts. Cash receipts and disbursements
are processed by the U.S. Treasury. The Fund Balance with U.S. Treasury as reported is the
balance in the WCF’s books and records, which was $39,452 lower than the amount reflected in the
records of the U.S. Treasury. The difference is attributable to timing differences and cumulative
unreconciled amounts from previous years.

WCF-F/S-4



NOTES TO FINANCIAL STATEMENTS

Note 3. Accounts Receivable, Net

The Intragovernmental Accounts Receivable of $3,259,630 represents amounts due to the WCF for
services provided during 1994, and Governmental Accounts Receivable of $45,216 represents
refunds receivable. In 1993, the Intragovernmental Accounts Receivable included $4,179,027 due
to WCF for services rendered during the year and $5,361,891 in advances not collected prior to
fiscal year end. ,

Note 4. Property and Equipment, Net

A physical inventory of equipment was taken in the WCF regional offices and in the headquarters
activities on or about September 30, 1994.

The cost and net book for fiscal year 1994 are as follows (in 000’s):

Acqui- Net

sition Accumulated Book

Classes Value Depreciation Value

Equipment $16,373 $10,405 $5,968

Assets Under

Capital Lease 332 51 281

Total $16,705 $10,456 $6,249
The cost and net book for fiscal year 1993 are as follows (in 000's}:

Acqui- Net

sition Accumulated Book

Classes Value Depreciation Value

Equipment $15,876 $11,229 $4,647

Assets Under :

Capital Lease 312 101 211

Total - $16,188 -$11,330 $4,858

The WCF funds the replacement cost of equipment by including depreciation in its billing rates. As a
matter of Board policy, the amount of WCF equity reserved for asset replacement costs consists of
accumulated depreciation less the cost of assets acquired during the period. The asset replacement
cost reserved for fiscal years 1994 and 1993 is presented below:

WCF-F/S-5



NOTES TO FINANCIAL STATEMENTS

Asset Replacement-Cost {in 00Q’s): 1994 1983
Asset Replacement Cost, Beginning $ 5,589 $ 6,638
Depreciation expense and adjustment (823) 3,506
Less: Acquisitions for period (498) (4,555)
Asset Replacement Cost, Ending $ 4,268 $ 5,589

Note 5. Leases

The WCF capital leases are for 60 months, with a bargain purchase option at the end of the lease.
The liability is being amortized over five years using an 8% imputed interest rate,
The total lease payments over the next five years, less imputed interest, are $254,498.

Note 6. Accrued Pavyroll and Benefits

The Accrued Payroll and Benefits represents salaries and related withholdings. Although the WCF
contributes a portion for pension benefits and makes the necessary payroll withholdings, it is not
responsible for contribution refunds, employee benefits or the system’s assets. Therefore, it does
not disclose the actuarial data with respect to the accumulated benefits or unfunded pension liability
on the WCF’s financial statements.  Reporting of such amounts is the responsibility of the Office of
Personnel Management.

Note 7. Net Position {in 000's)

FY 1994 FY 1993

Capital Transfers In:

Assets (NBV) $ 6,273 $ 6,109

Annual Leave Liability (2,874) (2,874)
Total Capital Transfers In 3,399 3,235

Cumulative Resuits of Operations:

Reserved for:
Annual Leave Liability 4,593 4,631
Asset Replacement Cost 4,268 5,689
Customer Rebates 0 2,743
ASPER Furniture/ADP Systems o 500
PMS Systems Development 3,800 3,800
Finance/Accounting ADP Equipment 398 -700
ASPER Wang Equipment Replacement Plan 2,058 1,100
Regional Finance Transition 350 0
Other Liabilities-Net 6,678 0
Total Reserved Equity 22,046 19,063

Unreserved Equity 16,072 16,472
Total Cumulative Results of Operations 38,118 34,535
Net Position $41,617 $37.770
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NOTES TO FINANCIAL STATEMENTS

The WCF charter requires that the WCF break even over time. In order to avoid building
unacceptable fund balances, the Board voted on June 7, 1994 to rebate $2,743,100 to customers in
the form of a credit on the customers’ 1994 bills. Rebates or reserves for further improvement
initiatives must be approved in advance by the Board.

Of the $16,072,000 unreserved equity, $14,602,543 represents obligations of budgetary resources.

Note 8. Expenses (in 000's)

The operating expenses by object classification (unaudited) are:

FY 1994 FY 1993
Personnel Services and Benefits $63,932 $62,372
Travel and Transportation 987 934
Rents, Communications and Utilities 10,671 12,950
Printing and Reproduction 1,785 1,814
Contractual Services 19,149 16,339
Supplies and Materials 1,265 1,228
Equipment not Capitalized 2,245 1,465
Total Operating Expenses : $100,034 $97,102

Note 9. Subsequent Events

In October, 1994 the Graphics function was added as an activity of the WCF. Effective October
1994, the Payment Management System (PMS) and Departmental Contracts Information Systems
activities became activities of the Public Health Service.

In January, 1995, HHS decided to transfer regional activities of the WCF to the operating divisions,
effective October 1, 1995. On April 1, 1995, the Social Security Administration (SSA), formerly an
operating division of HHS and a customer of the WCF, became an independent agency. SSA will
continue to receive Payroll and Personnel services from the WCF, on a reimbursable basis, through
the end of 1997. SSA’s share of the reserve will be paid during fiscal year 1995.

The WCF Board of Governors voted to close the WCF regional activities during FY95 and transfer the
functional responsibilites to the operating divisions in the regions and headquarters. Effective -
October 1, 1995, a new operating division, the Program Support Center, was established which
combines the activities of the OS Working Capital Fund and the Public Health Service and Supply
Fund. The new-division will carry out a wide range of administrative support services to components
of DHHS and other federal departments. The Working Capital Fund will-continue to finance the
former WCF activities under the new organization during FY96, after which Program Support Center
will have a combined budget.
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SUPPLEMENTAL INFORMATION

The statement of operations by activity type is presented for purposes of additional
analysis and is not a required part of the basic financial statements.



0S Working Capital Fund Supplemental Performance Measures (UNAUDITED)
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0S Working Capital Fund Supplemental Performance Measures (UNAUDI TED)
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Figure G

Overall Assessment of the Direct Delivery Program
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OS Working Capital Fund Su