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EXECUTIVE SUMMARY

BACKGROUND

The American Recovery and Reinvestment Act of 2009 (Recovery Act), P.L. No. 111-5,
authorized supplemental appropriations for job preservation and creation, infrastructure
investment, energy efficiency and science, assistance to the unemployed, and State and local
fiscal stabilization. The Recovery Act provided $1 billion to the Community Service Block
Grant (CSBQ) program for fiscal years (FY) 2009 and 2010. As with annually appropriated
CSBG funds, Recovery Act funds were to be used to reduce poverty, revitalize low-income
communities, and help low-income Americans. In addition, CSBG services funded by the
Recovery Act were to be provided on or before September 30, 2010.

The CSBG program was re-authorized by the Community Opportunities, Accountability, and
Training and Educational Services Act of 1998 (CSBG Act), P.L. No. 105-285, to provide funds
to alleviate the causes and conditions of poverty in communities. Within the U.S. Department of
Health and Human Services (HHS), the Administration for Children and Families (ACF), Office
of Community Services administers the CSBG program.

The CSBG program funds a State-administered network of more than 1,000 local community
action agencies (CAA) that deliver programs and services to low-income Americans. The CAAs
provide services addressing employment, education, better use of available income, housing,
nutrition and health to combat the causes of poverty. Recovery Act grant funds were intended to
cover additional costs for the same types of services.

By accepting grant awards, States agree to comply with Federal regulations governing the
administration of the grants, including compliance with various cost principles. Section 676(a)
of the CSBG Act requires each State to designate an appropriate State agency to act as the lead
agency for carrying out the State’s CSBG activities. In New York State, the Department of State
(the State) administers the CSBG program through the Division of Community Services. ACF
awarded the State $86,780,940 in Recovery Act funds for its CSBG program, which includes 52
CAAs.

Action for a Better Community, Inc. (ABC) is a nonprofit CAA that promotes and provides
opportunities for low-income individuals and families living in upstate New York to become
self-sufficient. The State awarded ABC $2,662,008 in CSBG Recovery Act funds for the period
April 1, 2009, through September 30, 2010.

OBJECTIVE

Our objective was to determine whether the State claimed selected CSBG Recovery Act costs on
behalf of ABC that were allowable under the terms of the grant and applicable Federal
requirements.



SUMMARY OF FINDINGS
Of the $1,273,314 in CSBG Recovery Act costs that the State claimed on behalf of ABC and that

we reviewed, $477,706 was allowable under the terms of the grant award and applicable Federal
requirements. However, the State claimed $795,608 in costs for services on behalf of ABC that

were unallowable. The unallowable costs included:
e $730,817 in unsupported salaries and related costs;
e $57,349 in unsupported training, education, and delegate agency costs;
e $4,000 in unallocable consulting costs; and
e $3,442 in unallowable entertainment costs.
ABC charged these unallowable costs because its internal controls were not adequate to ensure

that CSBG costs complied with Federal regulations. In addition, the State’s procedures for
monitoring ABC were not sufficient to identify certain deficiencies related to personnel activity

reporting.

RECOMMENDATIONS

We recommend that the State:

o refund the Federal Government $795,608 for unallowable costs;

e ensure that ABC improves its internal controls to ensure that its CSBG costs comply with
Federal regulations; and

e revise its procedures for monitoring to ensure ABC complies with Federal regulations on
personnel activity reporting.

ACTION FOR A BETTER COMMUNITY, INC., COMMENTS AND
OFFICE OF INSPECTOR GENERAL RESPONSE

In written comments on our draft report, ABC disagreed with our findings. ABC offered
explanations as to why it believed the costs questioned in our initial draft report were allowable
and provided additional documnentation that it believed supported these costs.

After reviewing ABC’s comments and the additional documentation, we revised our draft
findings and financial disallowance related to salaries and related costs, and delegate agency

costs.
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o reviewed the State’s Recovery Act notices of grant award;

e reviewed the terms and conditions of the CSBG Recovery Act agreement between the
State and ABC;

e reviewed the State’s FYs 2008 through 2010 monitoring reports of ABC;
e interviewed ABC officials to gain an understanding of their CSBG program;
e reviewed ABC’s policies and procedures related to the CSBG Recovery Act program;

e reviewed ABC’s independent auditor’s reports and its Office of Management and Budget
(OMB) Circular A-133 audit reports® for FYs 2008 through 2010;

e reconciled ABC’s CSBG Recovery Act quarterly expenditures reports to its accounting
records;

e judgmentally selected and reviewed 209 transactions totaling $1,273,314 ($896,813 in
salaries and related costs and $376,501 in other direct costs);

e reviewed, for the selected transactions, ABC’s documentation supporting its expenditures
incurred under the CSBG Recovery Act agreement;

e reviewed contracts that ABC entered into with delegate agencies,’ interviewed the
representatives from these agencies, and reviewed the agencies’ supporting
documentation for CSBG Recovery Act costs submitted to ABC; and

e determined whether the expenditures charged to the CSBG Recovery Act agreement were
allowable and in accordance with Federal requirements.

We conducted this performance audit in accordance with generally accepted government
auditing standards. Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our findings and conclusions
based on our audit objectives. We believe that the evidence obtained provides a reasonable basis
for our findings and conclusions based on our audit objectives.

2 per OMB Circular A-133, § _.200(a), non-Federal entities that expend $500,000 or more in a year in Federal
awards shall have a single or program-specific audit conducted for that year.

3 ABC entered into contracts with delegate agencies — private, not-for-profit corporations capable of providing
services to the low-income community — to perform some of its CSBG services.






consistently with other costs incurred for the same purpose in like circumstances and if’
it:
(1) Is incurred specifically for the award.
(2) Benefits both the award and other work and can be distributed in reasonable
proportion to the benefits received ....

Pursuant to 2 CFR part 230, App. B, section 8(m), the distribution of salaries and wages to
awards must be supported by personnel activity reports which reflect an after-the-fact
determination of the actual activity of each employee.*

Pursuant to 2 CFR part 230, App. B.14, entertainment costs and any costs directly associated
with such costs (such as tickets to shows or sports events) are unallowable.

Unallowable Salaries and Related Costs

The State claimed $730,817 in CSBG Recovery Act funds for salaries and related costs charged
by ABC that were not supported by after-the-fact determination of the actual activity of each
employee.” According to ABC’s policies and procedures manual, employees are required to
allocate their time by activity. However, ABC could not provide adequate support for a majority
of the time charged by its employees to the CSBG grant. Although ABC employees reported the
number of hours worked on their time sheets, which were certified by the employees and their
supervisors, the time sheets did not specify the ABC activity or program that the employees
worked on.

Unsupported Training, Education, and Delegate Agency Costs

The State claimed $40,000 in CSBG Recovery Act funds for beneficiary training and education
costs charged by ABC that were not supported by adequate documentation. ABC contracted
with various community colleges to provide continuing education courses to its beneficiaries.
However, ABC’s documentation did not always identify the beneficiaries that attended these
courses. Thus, ABC’s documentation was inadequate to support the costs the State claimed.

The State also claimed $17,349 in CSBG Recovery Act funds for delegate agency costs charged
by ABC that were not supported by adequate documentation. ABC’s delegate agencies (private,
not-for-profit corporations) were required to.comply with all applicable Federal requirements.
However, ABC did not ensure that costs incurred by the delegate agencies were adequately
supported.® Specifically, the delegate agencies’ invoices to ABC were not always supported by
vendor receipts or other documentation.

* The reports must be signed by the individual employee or by the supervisor that the distribution of activity
represents a reasonable estimate of the actual work performed by the employee during the periods.

3 This represented more than 80 percent of the salaries and related costs that we judgmentally selected for review.

¢ Neither ABC nor the delegates could provide adequate supporting documentation for the costs claimed by ABC on
behalf of the delegates.






After reviewing ABC’s comments and the additional documentation, we revised our draft
findings and financial disallowance related to salaries and related costs, and delegate agency
costs.

Unallowable Salaries and Related Costs
Action for a Better Community, Inc., Comments

ABC stated that the salaries and related costs questioned in our initial draft were supported by
payroll reports signed by a manager or employee that identified the CSBG Recovery Act
program. ABC further stated that timesheets for these individuals included signed statements
that they worked 100 percent of their time on CSBG Recovery Act programs. ABC also stated
that salaries for two employees were incorrectly charged to the CSBG Recovery Act program
and that it had corrected the error. Finally, for one employee, ABC indicated that the employee
was assigned to a program that was fully funded by the CSBG Recovery Act and provided a
timesheet and the worksite agreement to support this.

Office of Inspector General Response

We revised our draft findings and related financial disallowance for the two employees
incorrectly charged to the CSBG Recovery Act grant but subsequently corrected. However, we
maintain that the remaining salaries and related costs were not supported by after-the-fact
determinations of employees’ actual activities. ABC’s payroll reports did not indicate what
CSBG Recovery Act activities the associated employees worked on and were dated 2 years after
the Recovery Act period ended. Similarly, ABC’s timesheets did not specify CSBG Recovery
Act activities and were dated 3 years after the Recovery Act period ended. Finally, the timesheet
that ABC provided to support salaries for the one employee that worked on a program that was
fully funded by the CSBG Recovery Act did not specify a month or year. Accordingly, we could
not determine whether this employee worked on the program during the period of the CSBG

Recovery Act grant.
Unsupported Training, Education, and Delegate Agency Costs
Action for a Better Community, Inc., Comments

In a series of attachments to its comments, ABC submitted invoices and other documentation
related to training, delegate agency, and related costs questioned in our initial draft report.
Among its documentation, ABC provided payroll reports, employee timesheets and other
documentation that included statements signed by employees and supervisors indicating that the
questioned costs were associated with work related to the CSBG Recovery Act program.

Office of Inspector General Response

After reviewing ABC’s invoices and other documentation, we revised our draft findings and
related financial disallowance for the delegate agency costs not supported by adequate
documentation.



Most of the documentation that ABC attached to its comments was previously provided and
found to be inadequate. Documentation such as a list of beneficiaries scheduled to attend a
training event is not adequate to support ABC’s assertion that the beneficiaries actually attended
the training. In addition, the payroll reports, timesheets, and other documentation ABC provided
to support the delegate agency costs did not indicate that the associated employees worked on
CSBG Recovery Act activities. Finally, the signed statements provided were dated 2 years after
the Recovery Act period ended and did not provide contemporaneous evidence of each
employee’s actual activity.

Unallocable Consulting Costs
Action for a Better Community, Inc., Comments

ABC stated the objective of the CSBG Recovery Act program was to create and preserve jobs,
and to alleviate the causes and conditions of poverty, and that the consulting costs questioned
were consistent with that objective.

Office of Inspector General Response

We are questioning consulting costs related to the development of ABC’s 2011-2013 strategic
plan, which we maintain did not benefit ABC’s CSBG Recovery Act program, as the CSBG
Recovery Act award period ended in September 2010. Accordingly, these costs should not have
been allocated to the CSBG Recovery Act grant.

Unallowable Entertainment Costs

Action for a Better Community, Inc., Comments

ABC disagreed with our characterization of costs to send program beneficiaries to an amusement
park and a comedy show as entertainment expenses. Specifically, ABC stated that these costs
were for beneficiaries in CSBG Recovery Act programs and that these trips helped to achieve
one of the programs goals of improving family functioning and parenting skills.

Office of Inspector General Response

We maintain that entertainment costs, such as tickets to shows, are unallowable for Federal
reimbursement (2 CFR pt. 230, App. B.14).

DEPARTMENT OF STATE COMMENTS AND
OFFICE OF INSPECTOR GENERAL RESPONSE

In written comments on our draft report, the State generally disagreed with our first
recommendation (financial disallowance). The State did not indicate concurrence or
nonconcurrence with our remaining recommendations but described the steps it has taken to
ensure that CSBG costs claimed by ABC comply with Federal regulations and its procedures for
monitoring ABC’s compliance with Federal regulations on personnel activity reporting.
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(b) Each report must account for the total activity for which employees are
compensated and which is required in fulfiltment of their obligations to
the organization.

(c) The reports must be signed by the individual employee, or by a
responsible supervisory official having firsthand knowledge of the
activitics performed by the employee, that the distribution of activity
represents a reasonable estimate of the actual work performed by the
employee during the periods covered by the reports.

(d) The reports must be prepared at least monthly and must coincide with
one or more pay periods.”

For each of the 47 ABC employces referenced above, the HHS OIG has been provided with the
following documentation from ABC’s records:

(1) Timesheets — For each of these 47 employees, ABC maintained timesheets showing an after-the-
fact determination of the total activity for which the cmpIOyees wete compensated The
timesheets are signed by the employee and/or the employee’s supervisor, are dated,® and reflect
submission on a bi-weekly basis during the CSBG ARRA funding period.

The Draft Audit Report’s statcment that “ABC’s timesheets ... were dated 3 years after
the Recovery Act period ended” is clearly erroneous and contradicted by the record (Draft Audit
‘Report No. A-02-11-02020, at 7). The timesheets were dated, signed, and submitted during the
CSBG ARRA penod for each bi-weekly pay period in which work was performed (see, e.g.,
Affidavit of supervisor {l I dated August 28, 2013, regarding ABC’s CSBG ARRA
time and activity records for employee — attached at Exhibit 9). Additionally, the
record clearly demonstrates that 35 of the 50 ABC employees reviewed were hired, budgeted,
and performed work exclusively and specifically for the CSBG ARRA award (see Affidavits,
attached as Exhibits 9 through 55).*

? Although ABC’s records include one undatzd timesheet for NN r<ficcting 35 hours of work, a second
timesheet—which includes the month and date in the left column, a signature, and a date stamp showing the month, date, and
year of submission (“07/30/2010™) during the CSBG ARRA period—denotes 40 hours of work on a program fully and solely
funded by CSBG ARRA. ABC’s payroll report for I shows that he was paid for only the 40 hours of work
reflected on the second timesheet. Therefore, HHS OIG’s comment in the Draft Audit Report regarding [N s records
(stating that “the timesheet that ABC provided to support salaries for the one employee that worked on a program that was
fully funded by the CSBG Recovery Act did not specify a month or a year” and that “[alccordingly, we could not determine
whether this employee worked on the program during the period of the CSBG Recovery Act grant,” (Draft Audit Report, at
7)) is erroneous in consideration of the records provided and does not warrant the disallowance recommended.

* DCS is encouraged by an ARRA Audit Report issued to the State of Hawaii in a matter with a similar fact pattern (HHS
OIG CSBG ARRA Audit Report A-09-11-01014, Hawaii Claimed Unallowable Community Services Block Grant Cosis for
Hawaii County Economic Opportunity Council’s Expenditures Under the Recovery Act, Tuly 30, 2012), in which the HHS
OIG concluded as follows:
“The $303,964 of allowable salaries and wages for the Council’s direct employees was supported with
timesheets that reflected an after-the-fact determination of the actual time of each employee. Dirsct
employees charged 100 percent of their time to the CSBG Recovery Act grant.” (Audit Report A-09-11-
01014, at p. 4, foomote 3).
Likewise, here, the ABC employee timésheets reflect an after-the-fact determination of the actual time of each employee, and
35 of'the 50 employees reviewed at ABC charged 100 percent of their time to the CSBG ARRA grant (see Affidavits,
attached as Exhibits 9-55).
Page 3 of 15
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may not be practicable, DCS will negotiate a repayment plan with ABC for the return of these funds to
the federal government.

E. DCS concurs with the Draft Audit Report’s finding that $3.442 in CSBG Recovery Act funds
were charged by ABC for unallowable entertainment costs.

DCS concurs with the Draft Audit Report’s finding that ... $3,442 in CSBG Recovery Act
funds for entertainment expenses charged by ABC™ were unallowable (Draft Audit Report, at 6). As
noted in the Draft Audit Report, ABC charged the State for the cost of trips to send program
beneficiaries to the Seabreeze Amusement Park and a comedy show. DCS agrees that such costs were
not allowable under the CSBG ARRA program, and notes that such costs were not expressly authorized
by the State. Once the Audit Report is finalized, DCS will issue a notice a disallowance to ABC and
require repayment of this unallowable cost.

111, The State is continuing its efforts to ensure that ABC has sufficient internal controls to ensure
that its CSBG costs comply with Federal regulations.

The Draft Audit Report recommends that DCS ensure that ABC improves its internal controls to
ensure that its CSBG costs comply with Federal regulations. DCS takes issue with this recommendation
insofar as it implies that its monitoring and support of ABC have been deficient. DCS has and continues
to work with ABC to ensure that its internal controls are sufficient to ensure that its CSBG costs comply
with Federal regulations. DCS has a program analyst and a fiscal analyst assigned to monitor and work
with ABC. The program analyst and fiscal analyst each conduct quarterly onsite monitoring visits at
ABC and are in regular contact with ABC. DCS receives and reviews the ABC’s federally required
single audit each year, and incorporates any findings noted therein into its monitoring plan for ABC.
DCS also provides direct training and technical assistance to ABC, and invests a significant amount of
funding into the New York State Community Action Association, a not-for-profit entity dedicated to
providing training and technical assistance to Community Action Programs and Community Action
Agencies within the State of New York.

On November 6, 2012, DCS provided an information bulletin to all of its CSBG eligible entities
reminding them of the requirements of 2 CFR Part 230 Appendix B, section 8(m), and of the importance
of adherence to its standards. Thereafter, DCS program and fiscal analysts provided additional
individualized guidance and assistance to all CSBG eligible entities regarding compliance with the
federal requirements. In addition, a review of time and effort documentation has become a standard
component of onsite visits conducted by DCS. With regard to ABC, DCS’s Fiscal Analyst reviewed
ABC’s internal controls regarding 2 CFR Part 230, Appendix B, section 8(m) during site visits
conducted on December 13, 2012 and April 30, 2013, at which time ABC’s compliance with the
applicable requirements was confirmed.

IV.  DCS monitoring procedures. which are reviewed and updated on a continual basis, are extensive
and sufficient to ensure that ABC complies with Federal regulations on personnel activity
reporting.

The Draft Audit Report recommends that DCS revise its procedures for monitoring to ensure
ABC complies with Federal regulations on personnel activity reporting.. DCS has had and continues to
have extensive monitoring procedures in place that are stricter than the requirements of the federal
CSBG Act.
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