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His Excellency William F. Weld, Governor 
Honorable A Paul Cellucci, Lieutenant Governor 
Honorable William M. Bulger, President of the Senate 
Honorable Charles F. Flaherty, Speaker of the House of Representatives 

TEL. (617) 727-2075 

Honorable Thomas F. Birmingham, Chairman of the Senate Ways and Means Committee 
Honorable Thomas M. Finneran, Chairman of the House Ways and Means Committee 
Honorable Members of the General Court: 

I am pleased to submit herewith the Semi-Annual Report of Audit Results and Activities 
of the Office of the State Auditor (OSA) for the period January 1, 1995 through June 30, 
1995. 

This seventeenth report continues a fonnat which organizes audit results by recurring 
findings within s.ectors of government to highlight systemic problems as well as broad areas' 
in need of strengthening. The OSA also acknowledges within each section any actions 
taken by agencies in response to previous OSA audit fmdings or recommendations. Also 
included are legislative studies, mandate detenninations, and other activities of the ~SA's 
Division of Local Mandates. Finally, proposed and ongoing initiatives are included to 
infonn officials and the public of significant audit activity. 

I would like to call particular attention to special reviews completed under Chapter 296 of 
the Acts of 1993, the Privatization Statute. This legislation establishes the process that 
must be followed by state agencies and certain Authorities seeking to contract out a service 
currently perfonned by public employees. It also gives the State Auditor the responsibility 
for independently detennining whether the process followed by the agency meets the 
requirements of the law. I have detailed, beginning on page six, activities of my Division of 
Contract Review and Privatization Detenninations during this report period, including 
compliance review results. 

I look forward to continuing to work with you for the improvement of the quality, cost 
effectiveness, and accountability of state government and the services that the 
Commonwealth provides its citizens. 
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Office of the 
State Auditor: 
Authority and 
Responsibilities 

T
he Office of the State Auditor 
(OSA) operates under the direction 
and control of the State Auditor, an 
independently elected constitu

tional officer. The OSA provides the Gover
nor, the Legislature, auditees, oversight 

: agencies, and the general public with an in
dependent evaluation of the various agen
cies, activities, and programs operated by 
the Commonwealth. The State Auditor is 
mandated, under Chapter 11, Section 12, of 
the Massachusetts General Laws (MGLs), to ' 
conduct audit work at least once every two 
years at all departments, offices, commis
sions, health and higher education institu
tions, and activities of the Commonwealth, 
including its court system and Authorities. 
Not including special audit projects, the 
number of primary entities requiring audit 
coverage totals approximately 600. The Au
ditor also has authority to audit the thou
sands of vendors that contract with the 
Commonwealth and its instrumentalities, 
as well as federally aided programs. Fur
thermore, under Chapter 7, Sections 52 
through 55, MGLs, the Auditor has newly 
mandated responsibilities relative to 
privatization initiatives. In addition, the 
Auditor is responsible, under Chapter 11, 
Section 6B, MGLs, for the Division of Local 
Mandates, which is charged primarily with 
determining the financial impact oflegisla
tion and regulations on cities and towns. 



The OSA conducts financial, performance, 
and electronic data processing audits in accor
dance with "Government Auditing Standards" 
issued by the Comptroller General of the 
United States. These standards are known in 
the profession both as Generally Accepted 
Government Auditing Standards (GAGAS) 
and as the Yellow Book standards. 

OSA audit activities include the following 
objectives: 

• Attesting to the fair presentation, accuracy, 
and reliability of an auditee's financial 
statements; 

• Determining whether the Commonwealth's 
resources are properly safeguarded; 

• Determining whether such resources are 
properly and prudently used; 

• Determining an auditee's compliance with 
legal and regulatory requirements; 

• Obtaining an understanding of an entity's 
internal control structure; 

• Evaluating management's economy and effi
ciency in its use of resources; 

• Determining and evaluating a program's re
sults, benefits, or accomplishments; and 

• Ensuring that all audit results are fully dis
closed to the public and the auditees. 

All OSA audit results and recommendations 
are intended to assist agency and program ad
ministrators by indicating areas where ac
counting and administrative controls, financial 
operations, program results, efficiency, and ef
fectiveness can be improved, and by providing 
technical assistance where appropriate. An 
important component of most audits is the exit 
conference, during which the auditee is given 
an opportunity to respond to the audit and its 
recommendations. In short, the OSA is not 
simply a critic but is an agent, an advocate, 
and a catalyst for improved management and 
delivery of government services. 
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·' Audit Results, 
Recommendations, 
Initiatives, and 
Corrective 
Actions: Overview 

D
uring the report period January 1, 
1995 through June 30, 1995, the 

. Office of the State Auditor issued 
142 audit reports covering: Au

thorities, human services agencies, judi
ciaryllaw enforcement entities, and various 
other state activities. For a complete listing 
of audit reports, see Appendix I on page 93. 
In these reports the OSA disclosed millions 
of dollars in financial and operational defi
ciencies and also provided recommendations 
intended to safeguard the Commonwealth's 
assets and to improve the effectiveness and 
efficiency of governmental operations. 



Each type of entity audited by the DSA is 
governed by particular laws and regula
tions; is required to maintain financial 
records properly; and, of course, is expected 
to operate economically and effectively. 
DSA audits are not intended to sensational
ize, but rather to present ari accurate ap
praisal of financial management, legal com
pliance, and, where appropriate, program 
effectiveness and efficiency. 

Audit results and recommendations are 
important to auditees, and in a majority of 
instances auditees have indicated a willing
ness to take appropriate corrective actions. 
Audit results, viewed in the aggregate, give 
focus to problem areas for legislators and 
administration officials and, along with 
critical individual audit results, are the ba
sis of DSA legislative and administrative 
initiatives and recommendations. 

The following information clearly demon
strates that DSA audits not only have pro
moted the safeguarding and enhancement of 
the Commonwealth's assets but have also 
assisted auditees in creating solutions to im
prove their financial and managerial opera
tions. 

5 
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Special Reviews 
Under the 
Privatization Statute 

Chapter 296 of the Acts of 1993, An Act 
Further Regulating the Purchase of State 
Services, establishes the process that must 
be followed by state agencies and certain 

, Authorities seeking to contract out, or 
privatize, a service currently performed by 
public employees. This process includes pre
paring a detailed statement of services to be 
used in soliciting competitive bids, estimat
ing the most cost-efficient method of provid
ing those services with agency employees, 
and, finally, comparing the in-house cost 
with the cost of contract performance. Addi
tionally, the agency is responsible for assur
ing that the private bids and private con
tract, if ultimately awarded, contain all 
Chapter 296 provisions regarding wages, 
benefits, and personnel. 

It is the responsibility of the State Auditor 
to independently determine whether the 
process followed by the agency meets the re
quirements of the law. Under Chapter 296, 
the State Auditor has 30 days from the date 
of receipt of all necessary agency documents 
to approve or reject the contract. The l~w 
also authorizes the State Auditor to adopt 
regulations and prescribe forms to carry out 
statute provisions. The OSA's Division of 
Contract Review and Privatization Deter
minations, in response, issued a guide in 



Special Reviews Under the Privatization Statute 

March 1994 outlining the process and pre
scribing the methods and forms agencies 
must use in preparing and submitting certi
fication data. 

Since the enactment of Chapter 296, the 
OSA has responded to many requests from 
agencies, the Legislature, the Attorney 
General's Office, and the public to clarify or 
investigate specific compliance issues. OSA 
responsibilities have included meetings with 
concerned parties, correspondence, docu
ment requests and reviews, and final deter
minations relative to these inquiries. Ex
amples of determinations rendered during 
this period are summarized below. 

In addition, the OSA has received formal 
notification from the Massachusetts Bay 
Transit Authority and the Department of 
Employment and Training of their intention 
to' submit privatization proposals to the 
OSA. Results of the State Auditor's review 
of these proposals will be detailed in the 
next OSA Semi-Annual Report. 

Finally, the OSA has many responsibili
ties, apart from Chapter 296, relative to 
contract monitoring. In this audit period, 
the OSA performed an audit of a recently 
privatized state service (see page 54), a com
prehensive review of the Executive Office of 
Communities and Development's purchase
of-service system for nonprofit housing 
agencies (see page 18), an audit of transpor
tation contracts awarded by the City of Bos
ton (see page 27), an audit of Massachusetts 
Bay Transportation Authority oversight re
garding certain contracts (see page 12), and 
several audits of human service provider 
agencies (see pages 35-42). 

7 



Special Reviews Under the Privatization Statute 

Compliance Review Results 

Department of 
Public Health 
(DPH) 

Department of 
Revenue (DOR) 

8 

The following are examples of entities reviewed with respect to 
Privatization Statute compliance issues. OSA letters and reviews 
responded to specific inquiries and, although public documents, 
were not necessarily issued as formal audit reports. 

• DPH's contracting out of nursing services at the Lemuel Shattuck 
Hospital was reviewed for the purpose of determining compliance 
with Chapter 296. OSA activities included a review of historical 
and contractual information, as well as discussions, meetings, 
and correspondence with DPH, the Attorney General's Office, the 
Massachusetts Nurses Association, and AFSCME Council 93. 

The OSA review concluded, and the Attorney General's Office 
agreed, that certain aspects of DPH's July 1994 contract for nurs
ing services were in noncompliance with the requirements of 
Chapter 296. Despite disagreeing with this position, DPH 
agreed to take steps to address concerns raised by the findings. 
Staffing and contractual changes made by DPH satisfied compli
ance with Chapter 296 and concluded the OSA review of this 
matter . 

• DOR's contract with a private vendor for payment processing ser
vices was reviewed to determine whether a negotiated amend
ment to the contract to include mail opening services had been ex
ecuted in accordance with Chapter 296. 

The OSA review concluded, and the Attorney General's Office 
agreed, that Chapter 296 was applicable to the amended contract. 
Thereafter, while disagreeing with this position, DOR consented 
to submit to the State Auditor a cost analysis comparing the in
house cost of providing the services using DOR personnel with the 
cost of contractor performance. The OSA's evaluation of DOR's 
cost analysis disclosed that the privatization of mail opening ser
vices did result in a cost savings, though a smaller one than DOR 
indicated. The OSA also recommended that DOR, in the future, 
comply with all provisions of Chapter 296 when privatizing ser
vices currently being performed by public employees. 



Metropolitan 
District 
Commission 
(MDC) 

Special Reviews Under the Privatization Statute 

• MDC's 1994 contracts for the operation of parking lots at 
Nantasket Beach and Nahant Beach were reviewed to determine 
whether they should have been subject to the provisions of Chap
ter 296. The MDC argued that the statute did not apply because, 
when its personnel operated the parking lots in prior years, the 
gross revenue from each lot was less than the $100,000 threshold 
specified in the law. The OSA review considered the gross rev
enue and operating costs for calendar year 1993, when MDC em
ployees operated the lots for 68 days, and the contract for calen
dar year 1994, which expanded the operating period to five 
months. The OSA also considered the fees paid to the Common
wealth by the two contractors to operate the parking lots. 

The OSA concluded, and the Attorney General's Office agreed, 
that Chapter 296 did not apply to these MDC privatization con
tracts because the value of the services, taking all relevant fac
tors into consideration, was under the $100,000 threshold in both 
instances. 

9 
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Authority Audits 

During the report period, the DSA issued 
97 audit reports relative to housing authori
ties and other independent entities, fifty
two of which were federally mandated au
dits of state-administered federal and state 
programs. Many of these reports identified 
recurring audit results which, if addressed, 
will improve financial management of these 
Authorities and, in turn, help to safeguard 
state and federal funds. 



Audit Results 

Inadequate 
Accounting and 
Administrative 
Controls 

Authority Audits 

Adequate accounting and administrative controls assist entities in 
maximizing revenue potential and avoiding unnecessary deficits, 
thereby potentially increasing funds available for operations and ser
vices. The following reports identified areas where oversight, ac
counting, and other internal controls needed improvement. 

• Bellingham Housing Authority paid a salary supplement of $500 
that was not processed through the Authority's payroll system and 
as a result, was not included on the employee's W-2 tax form. In 
addition, a federally funded wage increase of $485 was incorrectly 
charged to the Authority's state-aided programs. The Authority 
responded by issuing a corrected W -2 form and by reallocating 
$485 of wages paid from its state programs to its federal programs, 
as recommended. 

• Berkshire County Regional Housing Authority lacked proper over
sight by its Board of Commissioners. The board was unable to con
duct business at most meetings during the review period, including 
six of the seven meetings scheduled from June 1994 through No
vember 1994, because a quorum was lacking. This was ofparticu
lar concern, since the Authority had an outstanding debt of 
$63,000 to the Executive Office of Communities and Development 
on which no payments had been made since 1991 and, addition
ally, had required supplementary development funds to cover defi
cits in fiscal years 1993 and 1994. 

• Georgetown Housing Authority was cited in a prior audit for non
compliance with the Executive Office of Communities and 
Development's travel reimbursement policies. The current review 
disclosed that the Authority was still paying flat-rate reimburse
ments, rather than reimbursing for actual expenses incurred. In 
addition, private automobile mileage reimbursements were not 
properly documented or approved. 

• Hopedale Housing Authority did not maintain records of vacation 
and sick time usage for three employees. As a result, the Execu
tive Director could not verify sick time and vacation time balances 
for these employees. 

• Hopedale Housing Authority was cited in a prior audit for giving a 
pay raise of$1,946 to its Executive Director, which was not ap
proved by the Executive Office of Communities and Development 
(EOCD). The current audit disclosed that no action on this over
payment had been taken by the Authority or EOCD. Further
more, an: additional overpayment of $385 was paid to the Execu
tive Director. 

1 1 



Authority Audits 

Inadequate 
Accounting and 
Administrative 
Controls 
Continued 

12 

• The Massachu~tts Bay Transportation Authority (MBTA) did 
not provide sufficient audit oversight for payments it made for 
AMTRAK commuter rail operating expenses from January 1987 
through December 1993. Although the one internal audit that 
the MBTA conducted of AMTRAK's operating expenses disal
lowed $58,571 in relocation expenses for calendar year 1990, sub
sequent similar audits were not performed. As a result, the 
MBTA could not be assured AMTRAK's charges to the Authority 
were for expenses that were allocable, allowable, and reasonable 
under th~ operating agreement between the two entities. 

• The Massachusetts :Say Transportation Authority (MBTA) did 
not adequately monitor on-time performance incentive payments 
totalling millions of dollars annually to AMTRAK. AMTRAK de
termines the amount of each month's incentive payments from its 
own records and then bills the MBTA for the amount. Since 
1987, when the MBTA agreed to make payments based on com
muter train on-time performance, the MBTA had conducted only 
two internal audits of these incentive payments, even though one 
of these audits resulted in an April 1993 payment being reduced . 
from $230,185 to $97,212. As a result, the MBTAhad little as
surance that its on-time incentive payments accurately reflected 
the amounts that AMTRAK was entitled to receive. In addition, 
the MBTA should review and update the standards used by 
AMTRAK to compute on-time performance. New standards 
should reflect improvements the Authority has made to its track 
beds and rolling stock, which allow AMTRAK to operate com
muter rail trains more efficiently than was possible in 1987, when 
the current incentive payment agreement went into effect. 

• The Massachusetts Bay Transportation Authority (MBTA) had 
cost overruns of $5,029,698 at its Dudley Street Station Rehabili
tation Project. This resulted from underestimating the funding 
needed for police details; from significant traffic, bus diversion, 
and public safety problems; and from an inaccurate estimation of 
the quantity of backfill (gravel) needed to complete the project. In 
addition, faulty construction a~ the Lynn Central Square Parking 
Garage resulted in large pieces of concrete falling from the roof 
and walls. When this condition, which posed a public safety 
threat, was reported to the MBTA, corrective action was immedi
ately initiated. All damage was repaired by the contractor at no 
additional expense to the Authority. 

• Southwick Housing Authority did not return $608 in excess oper-
. ating subsidies to the Executive Office of Communities and Devel

opment as required. 



-

Inadequate 
Controls over 
Property and 
Equipment 

Authority Audits 

• Swansea Housing Authority lacked the written policies and proce
dures required by Executive Office of Communities and Develop
ment (EOCD) regulations. In addition, the Authority exceeded 
certain authorized expenditures, which resulted in a reduction to 
$29,000 in its Operating Reserve. This was $8,000 less than the 
minimum reserve balance required by EOCn in order to assure 
continued services in the event of an emergency situation. 

• Wilbraham Housing Authority did not accurately account for and 
report funds received as a result of activities of commercial prop
erties with which it contracts. As a result, financial reports to the 
Executive Office of Communities and Development understated 
Authority assets by approximately $200,000. 

Executive Office of Communities and Development regulations 
require that housing authorities conduct annual physical invento
ries of property and equipment, tag equipment, and annually up
date inventory listings. In addition to ensuring accountability for 
fixed assets, adequate inventory records serve as a source of insur
ance coverage information in the event of a casualty loss, as a com
parison with .the previous year's physical inventory, and as financial 
planning data. Several reports identified areas where inventory 
controls needed improvement in order to protect property and equip
ment from possible loss, theft, or misuse. 

• Barnstable Housing Authority, while making improvements in its 
inventory control procedures, still needed to complete an annual 
physical inventory. In addition, a dollar value had not been as
signed to items purchased in past years. 

• Bellingham Housing Authority had an unreconciled variance of 
$6,539 between its General Ledger balance and its fixed assets 
records. Moreover, many equipment items had not been tagged, 
and a required equipment record card system had not been estab
lished. As a result, the Authority could not be assured that its 
property and equipment were adequately protected or accurately 
recorded on its books. 

• Cohasset Housing Authority recorded in its General Ledger only 
property and equipment purchased during the fiscal year ended 
June 30, 1994. The value of items purchased earlier was cor
rectly maintained on inventory cards, but never totalled and 
posted. As a result, the Authority's financial report substantially 
understated the actual value of its inventory. 

13 



Authority Audits 

Inadequate 
Controls over 
Property and 
Equipment 
Continued 

Inadequate 
Control over Rent 
Collections, Rent 
Determinations, 
and Tenant 
Selectionl Delays 
in Renting 
Apartments 
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• Hopedale Housing Authority did not have the inventory listing or 
equipment record card system required by EOCD. As a result, 
the Authority could not be assured that it was adequately safe
guarding its property and equipment or properly submitting com
plete and accurate financial statements. 

• Norwood Housing Authority replaced, sold, or traded certain 
equipment items without deleting them from its General Ledger. 
As a result, variances existed between the General Ledger bal
ance and fixed assets records, and financial statements submitted 
to EO CD did not accurately reflect the value of the Authority's in
ventory. 

• Swansea Housing Authority had not taken a physical inventory 
of property and equipment and was not well-informed regarding 
the location and condition of its furniture and equipment. In ad
dition, the Authority had not recorded its fixed assets inventory 
in its General Ledger, or included the value of these assets in fi
nancial reports to EOCD. As a result, the Authority filed finan
cial reports that understated its assets by the value of these 
equipment items, and could not be assured that its property and . 
equipment were adequately safeguarded. 

• Wilbraham Housing Authority, while making improvements in its 
inventory control system, still needed to update its fixed asset 
record cards and to include the value of its property and equip
ment on its financial records. 

OSA reports disclosed that certain housing authorities did not ad
here to Executive Office of Communities and Development (EOCD) 
regulations regarding rent determinations and tenant selection, did 
not maintain rent collections on a current basis, or did not move ex
peditiously to fill vacant apartments. These conditions could result 
in overcharges to tenants or lost rental income to Authorities. De
lays in renting apartments could also deprive eligible low-income 
persons, at least temporarily, of needed housing. 

• Agawam Housing Authority, while making some progress in re
ducing delays in renting apartments, still had units vacant a total 
of 785 days in excess of time frames set by EO CD . As a result, 
the Authority lost $5,313 in potential rental income during fiscal 
year 1994. 

• Ashland Housing Authority was cited in a previous audit for er
rors in rent determinations that resulted in a net loss of approxi
mately $1,650 in rental income. In the current audit period, in 
violation of EO CD's requirement that rents be determined annu-



Authority Audits 

ally, tenants' rents were not determined for periods ranging from 
18 to 24 months. In addition, several mathematical errors were 
noted in rent determinations for new tenants. As a result, the 
Authority lost at least $1,383 in rental income for fiscal year 
1994. 

• Ashland Housing Authority did not comply with EOCD's guide
lines for filling vacant units within 21 working days. Of the 17 
vacancies noted, 12 units were empty for between 59 and 193 
days beyond EOCD's guidelines, resulting in a loss of $7,332 in 
potential rental income. 

• Barnstable Housing Authority was cited in a prior audit for defi
ciencies in its rent collection policies. This condition continued in 
the current audit period, with delinquent rents increasing from 
$30,556 to $32,063 as of December 1993. The Authority indi
cated that it has contracted for professional rent collection assis
tance. 

• Chicopee Housing Authority, while making some progress in re
ducing the amount of time apartments remained vacant, still lost 
$76,261 during the audit period in potential rental income due to 
excessive delays in preparing and renting vacated units. 

• Clinton Housing Authority had a potential rental income loss of 
$5,602 due to excessive delays in filling vacant apartments. 

• Cohasset Housing Authority did not establish and maintain its 
waiting list in accordance with EOCD regulations. Specifically, 
master files and waiting lists were not updated during the audit 
period; some applications were not assigned control numbers or 
filed in chronological order; and there was no evidence that appli
cants were provided written confirmation that their applications 
had been received. As a result, the Authority could not provide 
assurance that tenants were housed fairly, in the proper order of 
application. 

• Easthampton Housing Authority continued to exceed EOCD time 
frames for filling vacant units. The Authority's potential rental 
income loss increased from $1,623 cited in the prior audit to 
$3,361 for fiscal year 1994. 

• Falmouth Housing Authority had improved its rental collection 
procedures, thereby reducing the likelihood of further major in
creases in its tenants' accounts receivable balance. However, 
overdue rental payments still totalled $52,846, more than half of 
which will probably have to be written off. 

15 



Authority Audits 

Inadequate 
Control over Rent 
Collections, Rent 
Determinations, 
and Tenant 
Selectionl Delays 
in Renting 
Apartments 
Continued 
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• Framingham Housing Authority did not have documentation on 
file for all tenants to support income or expense deductions used 
in calculating rents. As a result, the Authority could not confirm 
that tenants' rents were properly assessed. 

• Lee Housing Authority still had deficiencies in its tenant selection 
process. Specifically, not all eligible applicants were placed on the 
waiting list and an ineligible applicant was housed. 

• Lee Housing Authority, contrary to EOCD regulations, rounded 
rent charges to the next highest dollar. As a result, 4 of the 21 
tenants reviewed were overcharged by the Authority. Addition
ally, certain tenant files contained mathematical errors in rent 
calculations or insufficient documentation for medical and other 
rent deductions. 

• Milford Housing Authority's tenant files contained mathematical 
errors in 6 out of 24 files reviewed. As a result, tenants were in
correctly charged rents ranging from undercharges of $11 per 
month to overcharges of $30 per month. The Authority re
sponded by reviewing all tenant files and reimbursing those ten
ants who were overcharged. 

• Norwell Housing Authority did not fill vacant units for periods 
ranging from 72 to 544 days. As a result, the Authority lost more 
than $17,000 in potential rental income. 

• Norwood Housing Authority was cited in a previous report for us
ing computerized tenant selection procedures that were not ap
proved by EOCn and did not indicate the date that a unit was of
fered to an applicant or whether the applicant accepted the unit. 
During the current audit period this condition remained un
changed. 

• Norwood Housing Authority, while making some progress in re
ducing the amount of time units remained vacant, still exceeded 
EOCD guidelines for unit turnover by a total of 518 days, result
ing in a loss of $4,556 in potential rental income. 

• Orange Housing Authority was cited in a prior audit for exceed
ing EOCn guidelines for filling vacant units. The Authority con
tinued to have prolonged vacancies, resulting in potential rental 
income losses of approximately $7,936. 

• Peabody Housing Authority was cited in a prior audit for exceed
ing EOCn guidelines for filling vacant units. In the current audit 
period, the potential income loss from delays in renovating and 
filling vacated apartments had grown from $13,998 to $30,798. 



Noncompliance 
with State Laws 
and Regulations 

Authority Audits 

OSA reports disclosed some instances in which Authorities were 
not in compliance with certain laws and regulations. Such noncom
pliance could result in unnecessary or inappropriate expenditures or 
in increased risk to tenant health and safety. 

• Clinton Housing Authority hired the spouse of a board member 
without receiving required prior written approval from the Execu
tive Office of Communities and Development (EOCD). Subse
querit to the audit period, the Authority was notified by EOCD 
that it was in violation of state regulations and could not use 
state funds to pay this employee's salary. In addition, the EOCn 
letter advised that a violation of the state's Conflict-of-Interest 
Statute may also have occurred. The employee vacated the posi
tion four months after EOCD's denial of a waiver for employment, 
having received $11,769 in compensation, 67% of which was 
charged to state programs. 

• Hatfield Housing Authority made payments totalling $2,300 to 
the chairman of its board for repair and construction work. These 
payments violated state regulations prohibiting Authority offi
cials from having a financial interest in contracts with their 
agency. The payments also violated state bidding laws, which re
quire local housing authorities to obtain written or oral quota
tions from at least three suppliers for the purchase of services in 
amounts between $1,000 and $10,000. 

• Mattapoisett Housing Authority did not follow proper bidding 
procedures in purchasing a tractor and accessories totalling 
$17,649. The Authority split the bid and purchased the accesso
ries separately, thereby circumventing the statute requiring that 
all purchases of equipment costing $10,000 or more be purchased 
through a sealed competitive-bid process. As a result, the Au
thority could not be assured that it obtained its tractor and acces
sories at the best possible price. 

• North Adams Housing Authority paid 100% of its employees' 
health and life insurance premiums, in violation of Chapter 32A, 
Section 8, MGLs. By failing to collect the required 15% employee 
contribution, the Authority charged state and federal programs a 
total of $22,440 in excess fringe benefit costs for the fiscal year 
ended September 30, 1994. See page 72. 

• Peabody Housing Authority was unable to document that it had 
annually inspected its housing units for 1993 or 1994. These re
quired inspections assist the Authority in scheduling routine pre
ventive maintenance and in ensuring that unsafe or unsanitary 
conditions are corrected. The Authority responded by scheduling 
fiscal year 1995 inspections. 

1 7 
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Special Audit Section 

The Executive 
Office of 
Communities and 
Development 
(EOCD): Purchase 
of Service System 
for Nonprofit 
Housing Agencies 

18 

The Office of the State Auditor conducted a statewide audit of 
selected nonprofit housing agencies that contract with EoeD to pro
vide rental assistance housing throughout the Commonwealth. 
During fiscal year 1993, EOeD contracted with 10 regional entities 
to provide approximately 15,308 units of federally and state-funded 
rental assistance housing at a cost of approximately $99.7 million. 

This statewide audit indicated that the agencies reviewed were 
satisfactorily performing the services for which EOeD contracted. 
They were generally operating in compliance with both EOeD and 
Department of Housing and Urban Development regulations and, 
with some exceptions, had developed necessary and appropriate in
ternal accounting controls. However, the audit also disclosed areas 
in which actions could be taken to further improve fmancial opera
tions. Findings regarding these areas are summarized below. 

1. There was a general absence of competitive bidding by EOeD for 
housing contracts. As a result, there was little or no assurance 
that EOeD was obtaining these services as economically as pos
sible. EOeD indicated that, although it had always considered 
the rental assistance programs to be entitlement programs not 
subject to bidding requirements, it planned to implement a com
petitive bid procurement process in the near future. 

2. Ineffective monitoring by EoeD resulted in certain deficiencies in 
recordkeeping and financial reporting. For example, EOeD did 
not require contracting entities to adhere to standard formats in 
maintaining records and did not follow up on entities that were 
late in submitting periodic financial reports. Although the review 
did not disclose evidence of misuse or waste of funds, the imple
mentation of standardized record maintenance and reporting re
quirements would provide a more reliable and accurate disclosure 
of financial activity. 

3. EOeD had not developed guidelines for its nonprofit agencies' use 
of advance, reserve, and certain administrative funds. As a re
sult, the nonprofit entities had wide latitude in the utilization of 
these funds. In some cases entities used these funds to resolve 
cash-flow problems in programs not related to housing assistance. 
One entity, for example, owed $237,911 to its Section 8 housing 
programs and $142,914 to its Massachusetts Rental Voucher Pro
gram. Until remedial action is taken, EOeD cannot be assured 
that funds directed for housing assistance are being used solely 
for that purpose. 
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4. EOCD needed to promulgate guidelines concerning the extent 
and allowability of related-party transactions (transactions with 
affiliated companies or with close family members). The audit 
noted several instances of related-party activities that were not 
properly disclosed to EOCD and one instance in which a loan 
made to an affiliate contributed to deficit problems at the non
profit agency with which EOCn was contracting. 

5. EOCn had not set standards for or limits to the amount of fringe 
benefits offered by the contracting entities. The audit noted sub
stantial differences among nonprofit agencies and between these 
entities and local housing authorities in the provision of fringe 
benefits. While housing authorities are required to adhere to 
fringe benefit rates established for public employees by the Legis
lature, nonprofit provider agencies are limited in this area only 
by a federal regulation requiring that any benefits provided be 
equally available to all employees. The audit recommended that 
EOCD establish a standard level of fringe benefits for the entities 
with which it contracts for housing programs, with benefit levels 
and extent of coverage comparable to those. of public employees. 

1 9 
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Prior Audit Results: Corrective Actions 
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A review of prior audit results is an important component of each 
OSA audit. This follow-up review helps to monitor and to recognize 
agency compliance with OSA recommendations. The following Au
thorities have taken corrective actions as recommended by the OSA. 

• The Authority has instituted proper procedures for tenant appli
cations and selection. 

• The Authority has improved the accuracy of rent determinations 
by employing the correct rental percentage rate in its calcula
tions. The Authority has also refunded previous rental over
charges. 

• The Authority has improved its procedures for determining land
lord contract rents by updating its annual adjustment factor and 
making rent adjustments where needed. 

• The Authority has increased the security of its fixed assets by 
bringing its inventory and general ledgers into agreement. 

• The Authority has reimbursed its federal housing assistance pro
gram for inappropriately allocated maintenance overtime costs. 

• The Authority has implemented internal control procedures to en
sure that applicants are placed on the waiting list in order of pri
ority, and that applications are processed in accordance with fed
eral regulations. 

• The Authority has reduced delays in filling vacant apartments. 
As a result, potential rental income losses have been cut by 
nearly fifty percent. 

• The Authority has substantially reduced potential rental income 
loss by more promptly filling vacant units in its Elderly Housing 
Program. 
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Mansfield Housing 
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• The Authority has improved its procedures for filling vacant apart
ments by renovating units and notifying eligible applicants on a 
more timely basis. 

• The Authority has substantially improved its procedures for pre
paring and renting vacant apartments, which has reduced poten
tial rental income losses. 

• The Authority has increased the safeguarding of its fixed assets by 
performing an annual inventory of furniture and equipment. 

• The Authority improved budgeting practices by allocating expendi
tures only to the appropriate programs and by bringing its person
nel policy into line with EOCD instructions. 

• The Authority has taken legal action for the recovery of excessive 
travel reimbursements. 

• The Authority has performed a complete physical inventory to en
sure that all items are safeguarded and accurately reported on its 
financial statements. 

• The Authority has taken appropriate steps to sell, although at a 
loss, three houses acquired under a development program that has 
since been terminated. . 

• The Authority has amended its official personnel policies to more 
closely reflect the vacation accrual policy that had been in practice. 

• The Authority has made progress in implementing inventory con
trols to better safeguard its fixed assets. 

• The Authority is now making appropriate employment payroll de
ductions for the payment of health insurance premiums. 

• The Authority is now maintaining accurate minutes of board meet
ings, as well as giving public notice of these meetings. 

• The Authority is no longer placing ineligible applicants in elderly 
housing and has received permission from the Executive Office of 
Communities and Development to retain the previously ineligible 
tenants, all of whom are currently eligible. 
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• The Authority has entered into an agreement with the Revere 
Board of Assessors allowing the removal of its property from the 
tax rolls, to be replaced by Payments in Lieu of Taxes, as re
quired. 

• The Authority has reduced potential rental income losses by more 
promptly preparing and filling vacant units in its elderly housing 
program. 

• The Authority has minimized uninsured cash on deposit with 
banks by transferring any cash not necessary for monthly ex
penses into its investment accounts, where all deposits are in
sured. 

• The Authority has improved its procedures for filling vacant units 
and has advertised to increase its pool of eligible applicants. 

• The Authority has instituted an effective time and attendance 
record system for its executive and maintenance staff. 

• The Authority has improved the safeguarding of its fixed assets 
by conducting a physical inventory and by maintaining accurate 
records of its property and equipment. 

• The Authority has adjusted the rents of tenants who were over
charged due to errors in rent calculations. 
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The following is an update of planned and ongoing special OSA 
initiatives in the area of Authority audits: 

• The OSA is reviewing EOCD's MRVP at local housing authorities 
and private corporations to determine compliance with program 
rules and regulations. The audit will review controls over MRVP 
expenditures to determine whether expenditures are being made 
for the intended purposes of the program. 

• The OSA is continuing its review of the MWRA's activities rela
tive to the administration of the Boston Harbor Cleanup Project, 
which includes, but is not limited to, contract awards and amend
ments, project scheduling, and anticipated costs and funding. It 
also includes an assessment of the system of internal controls the 
MWRA has established for estimating, monitoring, and control
ling project costs. This audit will result in a series of reports, the 
first five of which were issued July 15, 1993; March 8, 1994; April 
25, 1994; October 28, 1994; and November 16, 1994. 

• The OSA is conducting an audit of MIF A's controls over its refi
nancing and foreclosure programs in order to determine the ad
equacy of policies and procedures regarding these programs. 

• The OSA will conduct an audit of the Massachusetts Housing Fi
nance Agency's Demonstration Disposition Program to determine 
whether the program is operating efficiently and effectively and is 
delivering the expected results. The audit will review controls 
over financial and programmatic operations and will determine 
whether receipts and expenditures are reasonable and applicable 
to program objectives. 
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• The OSA is continuing its review of the Authority's short- and 
long-term expansion and capital improvement plans. Specifically, 
the audit is analyzing the Authority's $500 million five-year ma
jor capital improvement program to reconstruct, improve, and 
modernize the Massachusetts Turnpike. The audit will deter
mine whether activities comply with applicable laws and regula
tions and result in effective, economical, and efficient utilization 
of resources. The audit will also compare the costs versus the 
revenue generated for each section of the Turnpike. 

• The OSA will review and analyze Massport's $1.2 billion improve
ment project known as the "Logan 2000" plan. The audit will ex
amine construction schedules, costs, and impacts to determine 
their feasibility, applicability, and compliance with existing 
agreements. It will also review contract management practices 
and procedures for compliance with state laws, rules, and regula
tions. 

• The OSA is continuing to review and analyze the MBTA's expan
sion plan, including the Old Colony Commuter Rail project, the 
Commuter Rail to Worcester project, the Blue Line Rehabilitation 
and Improvement project, and the construction of a new police 
headquarters at Newmarket Square. In addition, the audit is re
viewing the MBTA's cost study comparing the Old Colony Rail
road to a proposed ferry system to ensure that all costs of compet
ing services (railway and ferry) are considered, and that the 
MBTA obtains a fair estimate of construction as well as annual 
operating costs. Finally, the audit is also reviewing abutters' en
vironmental concerns relating to the Old Colony Commuter Rail 
project and the MBTA's plans to restore lost green space. 
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Education Audits 

During the report period, the OSA released 
thirteen audits pertaining to education. Two 
of these reports reviewed Electronic Data 
Processing (EDP) activities and are detailed 
in the EDP Audit section on page 60. 
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Deficiencies in 
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Monitoring 
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Procurement of services by municipalities is governed by specific 
bidding laws and requirements, which include adherence in award
ing contracts to terms designated in relevant Invitation for Bids 
(lFBs). During this report period, the OSA completed an audit of 
transportation contracts, valued at close to $100 million for the 
three years ended June 30, 1992, awarded by the City of Boston. 
The audit examined the contract award process and subsequent fi
nancial transactions. It also reviewed contract oversight over ven
dor compliance and performance. The following issues were dis
closed: 

• The Boston School Committee improperly negotiated terms that 
differed from its IFBs, in awarding one of its transportation con
tracts. The contract in question ultimately was awarded to In
City Boston Management, Inc. (ICBM), a company with no expe
rience in the transportation business. Moreover, the School Com
mittee extended the contract for an additional year without rebid
ding on new terms, in violation ofMGLs Chapter 30B. 

• The Boston School Department did not adequately monitor ven
dor compliance with terms of its In-City Boston Management, 
Inc. (ICBM) transportation contract. For example, the city lost 
$100,000 in interest expenses when ICBM, although prepaid for 
$11 million in invoices, did not pay its bills on time. The city's · 
largest single unnecessary expense in this regard was incurred 
when the vendor delayed a $414,396 payment for more than four 
months, improperly passing on the interest charges to the city. 
Moreover, the School Department could not identify payments for 
specific types of goods. As a result, the city did not know whether 
all goods and services billed to it by ICBM were actually provided 
as required by the contract. Also, the School Department Con
tract Monitor, who had previously been Chief of School Security 
Services, left the school department to become ICBM's legal coun
selless than five months after the contract award. As legal coun
sel, he arranged for ICBM to hire an unlicensed security company 
headed by another former School Department employee, who had 
a felony criminal record. The OSA has referred this audit to ap
propriate law enforcement officials for investigation of possible 
violations of state and federal law. See page 71. 

• The Boston School Department failed to follow up on contract per
formance reports prepared by a private auditing fU'Ili . The pri
vate firm had informed the School Department of numerous inter
nal administrative and accounting control deficiencies similar to 
the problems with billing and lack of documentation noted by the 
OSA. However, School Department administrators did not act on 
or correct any of these findings. 
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Adequate accounting and administrative controls assist entities 
in maximizing revenue potential and minimizing vulnerabilities to 
waste and lost income. The following entities needed to strengthen 
their internal control procedures: 

• Framingham State College's Schweitzer International Center, in 
contracting for workshops and lectures, utilized verbal agree
ments which were formalized, subsequent to service delivery, by 
written Memoranda of Agreement. Center officials agreed that 
sound business practice advocates written agreements prepared 
in advance of services rendered and indicated that they would 
implement the OSA recommendation. 

• Greenfield Community College did not update non-appropriated 
fund activity on the Massachusetts Management Accounting and 
Reporting System (MMARS) in a timely manner, as required by 
the Office of the State Comptroller, and did not reconcile MMARS 
reports with its own accounts. Continued noncompliance could 
result in revocation, by the State Comptroller, of the College's au
tonomy in accounting for its non-appropriated funds. The College 
would then be required to remit these funds to the State Trea
surer for management. 

• Holyoke Community College still needed to resolve longstanding 
variances between its bank -accounts and its automated financial 
records system. As recommended in prior audit reports, the Col
lege needed to identify and correct errors in its financial records 
and to implement a regular bank reconciliation procedure. 

• Mount Wachusett Community College did not perform monthly 
reconciliations between records of its non-appropriated fund activ
ity and Massachusetts Management Accounting and Reporting 
System (MMARS) reports. As a result, the College could not 
verify that information it had submitted on MMARS was accu
rately recorded, processed, and in balance with records main
tained at the school. 

• Northern Essex Community College entered its non-appropriated 
fund activity into the Massachusetts Management and Account
ing System (MMARS) only twice during fiscal year 1994, rather 
than on a monthly basis as required. Furthermore, the College 
did not reconcile MMARS reports for these funds with its own ac
counts. As a result of the these deficiencies, the data on MMARS 
was inaccurate, and the Office of the State Comptroller wrote to 
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the College expressing concern about incomplete postings of infor
mation. Continued noncompliance could cause the State Comp
troller to revoke the College's autonomy to account for its non-ap
propriated funds on campus. The College would then be required 
to remit these funds to the State Treasurer for management. 

• Worcester State College did not reconcile on a monthly basis 
records of its non-appropriated fund activity and Massachusetts 
Management and Accounting System (MMARS) reports. As a re
sult, the College could not verify that information it had submit
ted on MMARS was acCurately recorded, processed, and in bal
ance with records maintained at the school. 

OSA audits revealed several deficiencies pertaining to internal 
controls over student financial assistance programs, resulting in vio
lations of federal regulations. Schools participating in the federal 
student financial aid program must adhere to the Recipient's Guide 
for the U.S. Department of Education Payment Management System. 
Failure to comply with federal regulations could potentially jeopar
dize a school's eligibility to participate in certain federal financial 
aid programs, thereby limiting access to affordable education. 

• Greenfield Community College awarded federal financial assis
tance to students who did not have a high school diploma or high 
school equivalency certificate, and who also had not demon
strated, through testing or successful completion of a remedial 
education program, Ability to Benefit (ATB) from the education or 
training offered. The College granted $68,062 to students admit
ted under its ATB rules who did not meet ATB eligibility require
ments for federal financial assistance. 

• Mount Wachusett Community College did not reconcile its federal 
(pell) grant awards with reports filed with the U.S. Department 
of Education (DOE) that are used to set grant authorization lev
els for the following year. As a result, the College exceeded its fis
cal year 1994 authorization level by $47,492. The College may be 
entitled to reimbursement for $33,725 it expended to cover these 
grants, and its Director of Financial Assistance has begun the ap
peal process. The audit also noted that reconciliations for periods 
subsequent to June 30, 1994 were being satisfactorily prepared. 
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• Northern Essex Community College had not established a re
quired refund policy for certain federal loan recipients who did 
not complete 60% of the school term. The College responded by 
identifying those students who were eligible for refunds under 
federal guidelines and properly reimbursing them. 

• Westfield State College did not document that entrance confer
ences were held with two students who received federal loans. 
Federal regulations require these conferences in order to ensure 
that students understand their obligations and have provided in
formation necessary for future collection. 

• Worcester State College awarded an ineligible student $9,367, of 
which $6,268 was disbursed before discovery that the student 
was in default on a loan from a previous institution. The College 
also over-awarded $815 in a Stafford Loan because it had not 
considered a previously granted tuition waiver, and retained 
$1,085 in loan funds which had been approved for a student who 
subsequently withdrew from school. 
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Prior Audit Results: Corrective Actions 

Bristol Community 
College 

Middlesex 
Community 
College 

Northern Essex 
Community College 

A review of prior audit results is an important component of each 
OSA audit. This follow-up review helps to monitor and to acknowl
edge agency compliance with OSA recommendations. The following 
entities have taken corrective actions as recommended by the OSA. 

• The College has identified the grant sources of $10,879 that it 
had carried on its records as old outstanding checks not cashed by 
students to whom they had been sent. Payment has been stopped 
on these checks, and grant funds have been properly returned. In 
addition, the College has improved its procedures for disburse
ment of financial assistance to prevent similar future problems. 

• The College has implemented procedures to verify that federal 
(pell) grant award data is updated and that authorizations are 
sufficient to meet disbursements before requesting draw downs 
from federal funds. 

• The College has strengthened its accounting controls and is now 
reporting its non-appropriated fund activity on the Massachusetts 
Management Accounting and Reporting System (MMARS) as re
quired. The College is also properly reconciling MMARS reports 
with its own accounts monthly. 

• The College has improved the management of its federal cash bal
ances and is requesting only those funds needed for use within 
three working days. 
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The following is an update of ongoing initiatives in the area of 
education. 

• The OSA is continuing audits of federal student financial assis
tance programs at fourteen public colleges. 

• The OSA is reviewing the openness and competitiveness of the 
procurement of supplemental health insurance at selected higher 
education institutions. The audit will review the adequacy and 
effectiveness of related controls for protecting students and the 
Commonwealth. 

• The OSA will review and analyze contracts relating to school 
building assistance in order to determine the amount of financial 
assistance provided to communities and the rate of payment and 
interest being paid on bonds and notes used to build the school. 
The audit will compare the original agreed-upon rate to the rate . 
that the state is reimbursing the community and will determine 
whether the community has refinanced and, if so, whether the 
state is still paying the previous rate. 

• The OSA is conducting an audit analyzing the implementation of 
the Education Reform Act to determine whether financial and 
programmatic activities are in compliance with the statute's in
tent, and whether adequate monitoring procedures are in place to 
ensure the proper expenditure of funds. 
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Human Services 
Audits 

During the report period, the OSA released 
fourteen reports pertaining to human service 
activities, five of which were audits of ven
dors who contract with the Commonwealth to 
provide social services. Two of the audits re
viewed Electronic Data Processing (EDP) ac
tivities and are detailed in the EDP Audit 
section on page 60. 
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Adequate accounting and administrative controls help to ensure 
that state funds are being spent properly and efficiently. Several 
reports revealed various internal control weaknesses that create 
vulnerabilities to waste and mismanagement and could result in 
lost revenues. 

• Hillside Resource and Management Corporation, Inc. did not 
have policies and procedures in place for the administration of its 
contracts, did not always seek competitive bids, and sometimes 
entered into verbal rather than written contracts. In the absence 
of an established contract protocol, Hillside entered into non-com
petitively awarded contracts amounting to $81,613 during 1992-
1993 and, in addition, awarded an agreement worth $184,000 to 
the Treasurer of Hillside's Board of Directors. Although private 
vendors are not bound by law to bid competitively, it is sound 
business practice to do so to obtain the best services at the lowest 
possible cost. As a result of deficiencies in contracting procedure, 
Hillside could not be assured that it was expending funds effi
ciently or making charges for reimbursement that were reason
able, allowable, and allocable to state contracts. Furthermore, 
the contract awarded to a principal of Hillside may have involved 
criminal violations and has been reported to the Attorney General 
for further review. See page 72. 

• Hillside Resource and Management Corporation, Inc. did not allo
cate certain costs under its state contracts on a usage basis, as 
required by Department of Purchased Services guidelines. As a 
result, Hillside may not have accurately allocated $342,358 in in
direct costs. 

• Hillside Resource and Management Corporation, Inc.'s Board of 
Directors provided inadequate oversight and management in that 
it met only once per year, and the board's Treasurer did not sign 
any checks as dictated by Hillside's own policy. As a result, Hill
side could not be assured that public funds were safeguarded and 
used in compliance with all applicable laws, rules, and regula
tions. 

• Hillside Resource and Management Corporation, Inc. used state 
funds to provide at least one loan of $2,695 to a member of its 
staff, in violation of its own policy. Moreover, the loan agreement 
was verbal and did not require the staff person to pay interest to 
Hillside on the loan amount. As a result, Hillside's cash assets 
were not properly safeguarded. 
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• The Office for Children (OFC) did not have the documented inter
nal control accounting policies and procedures required under 
Chapter 647 of the Acts of 1989. OFC's noncompliance with Chap
ter 647 contributed to inadequate internal accounting controls in 
the collection, processing, and depositing oflicensing revenue; and 
to deficiencies in year-end cash cut-off and encumbrance proce
dures, fixed asset management and reporting, and payroll manage
ment and reporting. 

• The Office for Children (OFC) failed to strengthen internal controls 
over its licensing revenue. Specifically, deposits were not made on 
a daily basis; $6,920 in 1993 revenue was reported as 1994 rev
enue; and the State Treasurer's balance showed $675 less than 
was reflected in OFC's cash records. Also, OFC did not maintain 
proper accounting for its bad checks. As a result, OFC could not be 
assured that all of the licensing revenue it received was properly 
recorded, processed, and remitted to the State Treasurer. 

• Plummer Home for Boys, Inc.'s (PHB) Board of Directors did not 
meet its oversight and managerial responsibilities. It failed to pro
vide information and authority to the Executive Director necessary' 
for the management of PHB's activities and also did not conform to 
PHB's corporate bylaws pertaining to appointments and board 
meetings. The board also did not implement the suggestions of a 
consultant hired to review PHB's administration and, in the ab
sence of any formal investment policy or committee, granted one 
board member exclusive control in all investment decisions. As a 
result, PHB could not be assured its operations were effective and 
efficient or that its funds were being prudently invested. 

• Plummer Home for Boys, Inc. (PHB) did not have in place ad
equate internal controls over personnel records, payroll expendi
tures, financial records, petty cash disbursements, and accounts 
receivable. In addition, budgeting and income documentation pro
cedures were found to be ineffective. As a result, PHB fIled finan
cial and personnel records that were inao:urate and incomplete 
and had little assurance that all financial transactions were prop
erly authorized, recorded, and reported. 
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• The Soldier's Home of Massachusetts (Chelsea) did not keep an 
accurate record of all cash receipts and disbursements in its main 
cash journal, contrary to the standards set forth in Chapter 647 
of the Acts of 1989, An Act Relative to Improving the Internal 
Controls within State Agencies. 

• The Soldier's Home of Massachusetts (Chelsea), contrary to Chap
ter 647 of the Acts of 1989, made unauthorized and unsubstanti
ated adjustments to its General Account checkbook during the 
audit in an attempt to bring an account into balance. As a result, 
the Home did not have documentation to support its adjustment 
of$1,441. 

• The Soldier's Home of Massachusetts (Chelsea) had inadequate 
controls over its Patient Resident Fund and its Donations Fund, 
including long-term outstanding checks and no fIxed balance for 
the petty cash account. As a result, the Home could not be as
sured that its records and accounts were accurate, and that funds 
were safe from loss or unauthorized use. 

• The Soldier's Home of Massachusetts (Chelsea) did not make de
posits to the Office of the State Treasurer within one business 
day of receipt as required by law and regulation. As a result, the 
state lost the timely use of these funds, as well as any interest in
come that would have accrued. 

• Walter E. Fernald State School did not have a sufficient system of 
internal controls over the reconciliation and monitoring of client 
fund accounts. In addition, the School expended individual client 
funds for group or joint benefit, contrary to Commonwealth regu
lations. As a result, client cash, savings, and checking account 
balances were inaccurate, and an environment existed in which 
errors or irregularities could go undetected, and interest income 
might be lost. 
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All state entities and private entities that receive public funding 
for the purchase of equipment are required to keep complete inven
tories of equipment, materials, and supplies in order to ensure that 
property is safeguarded and used for its intended purpose. The fol
lowing reports identified areas where controls needed improvement. 

• Hillside Resource and Management Corporation, Inc. had not es
tablished a system to inventory its furnishings and equipment, 
which as of June 30, 1992 had a value of $62,066. Sp~cifically, 
Hillside did not maintain a description and location for each fur
nishing or equipment item, did not identify the source of funds 
used to purchase the item (i.e., federal, state, or private), and did 
not conduct a periodic inventory of these assets. In addition, Hill
side purchased a $3,717 computer system with state funds which 
it subsequently lent to an outside consultant. Finally, it sold 
$3,050 in furnishings and' equipment that were owned by the 
state, and did not remit the funds to the state agency whose 
money was used to purchase the items. Because of these deficien
cies, Hillside misused certain assets and could not be assured that 
other property and equipment was properly safeguarded against . 
loss, theft, or unauthorized use. 

• The Office for Children (OFC) had fixed asset management inad
equacies that included incomplete inventory records, untagged 
property and equipment, and improper verification of its inven
tory listing, which was valued at $521,031. As a result, OFC 
lacked information sufficient to accurately identify and safeguard 
its equipment and physical property. 

• Plummer Home for Boys, Inc. (PHB) did not maintain complete 
records of its inventory, did not tag equipment, and did not per
form an annual physical inventory of its furniture and equip
ment. In addition, no policies or procedures were in place to re
strict access to PHB equipment. As a result, neither the Home 
nor the Commonwealth could be assured that fixed assets were 
being properly safeguarded against loss, theft, or misuse. 

• Walter E. Fernald State School had not established a central sys
tem for the overall control of inventory items, such as food, main
tenance materials and supplies, furniture, equipment, land, and 
buildings. Specifically, the School had no detailed inventory 
records for its furniture and equipment, the total value of which 
was $3,238,974. Inventory records were maintained by the 
School for land and buildings, but the value of the land and build-
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ings differed from the data recorded on the Massachusetts Man
agement and Reporting System (MMARS) by $73,621,910. In ad
dition, no inventory records were maintained for maintenance ma
terials and supplies, and no value for such items was established. 
AB a result, the School was unable to provide proper safeguards 
and controls for the Commonwealth's property and equipment in 
its charge, much of which was vulnerable to loss and misuse. 

OSA reports disclosed that several entities were not in compliance 
with various state and federal laws and regulations. Such noncom
pliance could result in inappropriate or unnecessary expenditures or 
loss of revenues. 

• The Center for Humanistic Change's (CHC) three founders and 
two other prinicipals defrauded the Commonwealth of Massachu
setts, four other states, and the District of Columbia of $2 million 
by attempting to conceal related-party transactions using interme
diary companies that they controlled and realty trusts that they 
owned to artificially inflate costs reimbursed by the Common
wealth. Inappropriate related-party transactions have been a seri
ous source of vulnerabilities to fraud and abuse within the state's 
purchase-of-service system. In this case, the individuals cited used 
several for-profit companies that they owned to generate profits 
illegally by charging CHC (and providers in other states) substan
tially in excess of the value of the goods or services provided. AB a 
result of investigations by the OSA and by various law enforce
ment agencies, the CHC principals were debarred, or precluded 
from holding state contracts. The former Executive Director and 
the former President of CHC's Board of Directors pled guilty to six 
counts of mail fraud relating to their scheme to defraud Massachu
setts and other states, while two founders of CHC and one other 
individual pled guilty to conspiring to commit mail fraud and one 
count of conspiring to defraud the United States Department of 
Health and Human Services. See page 73 . 

• Hillside Resources and Management Corporation, Inc.'s Executive 
Director operated his for-profit, privately owned company out of 
the same building and space that the state was leasing and provid
ing to Hillside to operate its state-funded programs. State agen
cies, the Legislature, and the Secretary of the Executive Office for 
Administration and Finance were not aware of and did not ap
prove this arrangement, and Hillside did not charge the Executive 
Director or reimburse the state for the use of this space. As a re
sult, the Executive Director may owe more than $23,837 in fines 
and lease payments. See page 72. 
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• The Division of Medical Assistance's Benefit Coordination and Re
covery Section's Third-Party Liability Unit failed to request, as 
advised in a prior audit and required by federal regulation, a 
Health Care Financing Administration waiver to permit the Unit 
to continue the use of an alternate payment and reimbursement 
method for the processing of Medicaid claims for hearing aids. 
Also, in certain instances where Medicaid claims coincided with 
actions by the Department of Revenue's Child Support Enforce
ment Division on absent-parent-related claims, the Unit did not 
use the payment and reimbursement method mandated by fed
eral regulation. 

• The Office for Children did not renew licenses in a timely manner 
in the substitute care, school age child care, and group day care 
programs. Due to the renewal delays, providers were operating 
programs with expired licenses for 1112 to 24 months, in viola
tion of Chapter 28A, Section 11, MGLs. 

• Plummer Home for Boys, Inc. provided inaccurate financial infor
mation to the Division of Purchased Services (DPS), and to the 
Internal Revenue Service. Specifically, the Home did not disclose 
its Boys Special Fund on its Uniform Financial Statements 
(UFRs), did not identify all revenue sources, improperly reported 
revenue items on its fiscal year 1993 UFR, and did not report as 
income $4,929 in food, household, and medical items provided to 
certain employees. As a result of these deficiencies, the Common
wealth and oversight agencies could not be assured that the fiscal 
information reported by the Home was accurate and complete. 

• Walter E. Fernald State School did not obtain required approvals 
to accommodate nine of the ten outside corporations occupying 
space in School buildings. In addition, the School did not recover 
from these organizations the cost of providing maintenance, tele
phone service, and utilities. Civil penalties could be assessed for 
unapproved space use in the amount of $838,690 for fiscal year 
1993. 
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The following examples of unallowable vendor charges and reim
bursements, which reduce funds available for service provision, were 
noted. 

• Hillside Resource and Management Corporation, Inc. received re
hnbursement under state contracts for $7,102 in expenses charged 
to corporate credit cards for flowers, food, and beverages, which 
were unallowable under state regulations as they were not directly 
related to the program purposes of the provider. In addition, Hill
side received reimbursement for $3,670 in vehicle-related expenses 
for which it did not have documentation to substantiate that the 
costs were program-related. The OSA recommended that Hillside 
Management Resource Corporation, Inc. reimburse the Common
wealth the $10,772 that it billed for nonreimburseable expenses. 
See page 72. 

• Human Service Options, Inc. (lISO) and the Department of Mental 
Retardation (DMR) did not follow guidelines set by the state's Divi
sion of Purchased Services (DPS) regarding the establishment of 
program budgets. HSO, a for-profit organization, did not indicate 
the amount of profit it was making on its state contracts where 
designated, as required by DPS regulations. DMR in turn did not 
require HSO to comply with regulations and report the amount of 
profit it expected to make on the contracts, and did not use HSO's 
historical costs as a basis for reviewing and approving HSO's pro
gram budgets. As a result, the vendor was able to generate ap
proximately $1.3 million in unbudgeted profits from its state con
tracts. 

• Human Service Options, Inc. (lISO) expended over $500,000 for 
non-program-related items, such as a $280,000 bonus for its Ex
ecutive Director, $55,272 for such items as leased luxury cars, and 
$3,247 for season tickets to Red Sox games. Although these ex- . 
penses are nonreimburseable costs according to Division of Pur
chased Services (DPS) regulations, these regulations are inad
equate when applied to for-profit organizations. This type of pro
vider needs only to adjust accounting records to show that the ex
penses in question were charged against the Retained Earnings 
Account to no longer be in violation. The OSA recommended that 
agencies and contracted service providers make better use of the 
regulations in place which require that the amount of profit to be 
made under state contracts be indicated in all negotiated program 
budgets. As a result of weaknesses in contract regulation and en
forcement, the Commonwealth may have difficulty in recovering 
these funds from HSO. 
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• At the requests of the Commissioner of the Massachusetts De· 
partment of Mental Health and the Executive Director of Tri-City 
Mental Health and Retardation Center, Inc., the Office of the 
State Auditor conducted a review of the subcontract between Tri
City Mental Health and Retardation Center, Inc. (Tri-City) and 
Eastern Middlesex Human Services Inc. (Eastern Middlesex). 
The objectives of the review were to examine the contractual rela
tionship between Tri-City and Eastern Middlesex and to assess 
the adequacy of the documentation provided by Eastern 
Middlesex to Tri-City to support its requests for reimbursement 
for costs incurred in providing program services. The conclusion 
reached by the Office of the State Auditor, based upon the limited 
scope of the review, was that Eastern Middlesex has complied 
with the minimum reporting requirements of its sub-contract 
with Tri-City and is therefore entitled to appropriate reimburse
ment for its services. 
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Prior Audit Results: Corrective Actions 

Division of 
Medical 
Assistance Benefit 
Coordination and 
Recovery Section's 
Third-Party Liability 
Unit 

Massachusetts 
Hospital School 

Office for Children 
(OFC) 

Soldier's Home 
of Massachusetts 
(Chelsea) 

A review of prior audit results is an important component of each 
OSA audit. This follow-up review helps to monitor and to recognize 
agency compliance with OSA recommendations. Corrective action, 
based on OSA recommendations, was taken by the following enti
ties. 

• The Unit has removed an automatic six-month purge parameter 
from its computer system so that information that could still be 
needed would no longer be at risk. 

• The Unit is no longer prematurely destroying documents associ
ated with the identification and verification process. They are in
stead maintained by a contractor. 

• The Unit received a waiver to expand its billing cycle when billing 
potentially liable third-party insurance companies, bringing it 
into compliance with the Comptroller's debt collection policy. 

• The Unit changed its payment protocol for hospice care and nurs
ing home care to comply with U.S. Health Care Financing Admin
istration regulations. 

• The School has taken the necessary steps to control its inventory 
in accordance with Massachusetts regulations. 

• The Office for Children removed two individuals from the payroll 
who had been performing duties for another state agency, and the 
current review did not disclose any individuals on the payroll 
whose work did not directly benefit OFC programs. 

• The Home now charges employees who choose to live there at 
rates established by the Executive Office for Administration and 
Finance. 
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The following is an update of planned and ongoing initiatives in 
the area of human services. 

• The OSA is continuing to review DPH's Substance Abuse Pro
gram to determine whether program objectives are being met and 
expected results are being achieved. The audit will review con
trols over the contract management system, with emphasis on 
contract monitoring and oversight. 

• The OSA is continuing to review various activities of EOEA's 
Home Care Corporations to determine whether EOEA services 
are being efficiently and effectively delivered by these corpora
tions. 

• The OSA is conducting an audit to determine compliance with 
MGL Chapter 64C (the Cigarette Tax Law). Revenues collected 
pursuant to this statute are credited to the Health Protection 
Fund and are to be expended for health education programs by 
the departments of Education, Public Health, and Public Safety. 
This audit will determine whether said funds are being expended 
as intended. 

• The OSA will review DMH and DMR activities relative to licens
ing, regulating, and inspecting public and private facilities that 
offer residential or day services to mentally ill and mentally re
tarded individuals. The focus of the study will be DMH's and 
DMR's programs for ensuring that mentally ill and mentally re
tarded individuals receive quality care within a clean, healthy, 
and safe environment. 
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• The OSA will review the economy, efficiency, and effectiveness of 
DMR's Quest system for monitoring provider performance. This 
system, implemented in January 1994, assigns scores to perfor
mance measures to provide an overall rating for each human ser
vice provider. 
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Other Audit 
Reports 

During the report period, the OSA re
leased eighteen other audits pertaining to 
various agencies, councils, funds, and corpo
rations that receive state funding. One of 
these reports was a special review under the 
Privatization Statute and is detailed on 
page 8. 
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Controls 

Other Audit Reports 

Adequate accounting and administrative controls help to ensure 
that state funds are being spent properly and efficiently. The fol
lowing instances of internal control weaknesses, which create vul
nerability to waste and mismanagement and could result in lost 
revenues, were noted . 

• The Massachusetts Correctional Institution-Framingham (MCI
Framingham) needed to improve administrative controls over its 
contracted food service. Of $545,905 in fiscal year 1993 contrac
tual payments, $161,620 was not supported by adequate docu
mentation. Also, because the contracted food service provider 
was not eligible to receive U.S. Department of Agriculture com
modities, $4,466 in potential savings to the Commonwealth was 
lost. Moreover, documentation could not be produced to account 
for discrepancies in the inventory of foods transferred from MCI
Framingham to eight other facilities, nor to justify the provider's 
purchase of meat products in the open market rather than 
through the Department of Correction's Farm Services Unit . 

• The State Election Campaign Fund (SECF), as noted in prior au
dits, had four state agencies (the Office of Campaign and Political 
Finance, the Department of Revenue, the Office of the State 
Comptroller, and the Office of the State Treasurer) assigned to 
provide accounting and management oversight for its transac
tions. Because there was no single point of accountability, not all 
routine administrative activities required by the Internal Control 
Statute were being performed, limiting assurance that all trans
actions were recorded promptly, completely, and accurately. For 
example, in one instance unused candidate funds totalling $554 
were not credited on SECF's account books and, in another, over 
$10,000 in investment income from taxpayer contributions was 
not credited to SECF. The Office of Campaign and Political Fi
nance has, for several years, filed legislation to address this issue, 
but as of the close of the 1994 legislative session, the bill was not 
enacted. 
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• The Underground Storage Tank Petroleum Product Clean-up 
Fund had inadequate oversight by the Department of Public . 
Safety and inadequate internal controls over payroll, expendi
tures, and cash receipts. Specifically, incorrect payments of 
$4,139 were made to persons who were not employees of the 
Fund; expenditures totalling approximately $80,000 were not 
properly documented; and $37,470 was expended for office reno
vations, contrary to competitive bidding laws. In addition, bank 
statements were not reconciled; a fiscal year 1993 year-end ad
justment of $235,310 needed to be made, reducing reported rev
enues; a duplicate refund of$1,115 was issued; and the finance 
manager shared in all monetary functions of the Fund, rather 
than appropriately segregating duties. 

All state entities are required to keep complete inventories and 
tag equipment in order to ensure that property is safeguarded and 
used for its intended purposes. The following reports identified ar

: eas where inventory controls needed improvement. 

• The Office of the Jury Commissioner (OJC) had not performed an 
annual inventory of all property and equipment since 1991. Addi
tionally, $37,043 in equipment included in the 1991 inventory 
was not on hand at the OJC at the time of the review. As a re
sult, the OJC could not be assured that its property and equip
ment were adequately safeguarded or properly recorded on its 
books. 

• Underground Storage Tank Petroleum Clean-up Fund adminis
trators did not conduct annual physical inventories of property 
and equipment, did not tag equipment items, and did not main
tain required inventory records. As a result, there was no assur
ance that the Fund's fixed assets, estimated to be worth over 
$800,000, were protected against loss, theft, or misuse. 
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Implementing 
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Expenditures 
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The following entity did not award grants intended by the Legis
lature to expedite environmental clean-up, while at the same time 
expending money from the grant fund for unrelated purposes. 

• The Underground Storage Tank Petroleum Clean-up Fund had 
yet to make its first grant or reimbursement more than three 
years after being created under Chapter 524 of the Acts of 1990 
to provide grants to municipalities to remove underground stor
age tanks and to reimburse tank owners for properly removing 
and disposing of petroleum. The main reason given for the delay 
was that various regulations had not been issued. However, the 
Fund's activities are the responsibility of a nine-member Admin
istrative Review Board composed of the State Fire Marshall, the 
Commissioners of the Departments of Public Safety and Environ
mental Protection, and six members appointed by the Governor. 
This board was responsible for adopting rules and regulations by 
December 1992. As a result of their failure to do so, important 
environmental enhancement activities, mandated under law, did 
not take place . 

• The Underground Storage Tank Petroleum Clean-up Fund, while 
making no grants to municipalities and no reimbursements to 
owners of underground storage tanks, spent $2.7 million for ad
ministrative payroll, computers, vehicles, equipment, furniture, 
and other expenses. In addition, although the Fund's unobligated 
balance as of June 30, 1994 was over $32 million, it continued to 
collect fees from operators of petroleum product dispensing facili
ties and from underground storage tank owners. This was in vio
lation of its enabling statute, which prohibits further fee collec
tion when the Fund balance exceeds $30 million. The audit dis
closed, as specifically inappropriate expenditures, $120,000 used 
to purchase furniture, equipment, and remodeling services for the 
Department of Public Safety (DPS); vehicles for the State Fire 
Marshall and the DPS Commissioner; and other vehicles and 
equipment unrelated to environmental clean-up. 
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During the audit period, the OSA released the following audits on 
revenue-related issues and on a privatized service. 

The OSA observed and reviewed procedures for depositing and 
recording cash and revenue at 90 state entities in order to deter
mine whether all receipts received through June 30, 1994 were re
ported on the Commonwealth's official books of account and were 
deposited with the State Treasurer's Office in accordance with the 
Office of the Comptroller's year-end closing instructions. This re
view was performed to ensure an accurate accounting and recording 
of revenues collected during fiscal year 1994 and also to improve the 
timeliness of collecting and depositing revenues in order to maxmize 
non-tax revenue income. 

Although most agencies were complying with the Office of the 
Comptroller's requirements, the following summary of results ex
plains the nature and extent of certain agencies' noncompliance. 

• Five courts did not comply with the Comptroller's deadline for 
submission of their revenue collections and/or required revenue 
transmittal documents to the State Treasurer, and one court ac
counted for some 1994 funds in fiscal year 1995. This informa
tion has been provided to the State Comptroller, and appropriate 
final adjustments to the Commonwealth's records have been 
made. 

• Seven agencies did not properly reconcile their receivable bal
ances to the State Comptroller's monthly fiscal reports. As a re
sult, their assets might not have been accurately accounted for or 
correctly stated on the books of the Commonwealth. 

• Seventeen agencies did not make daily revenue deposits. Late 
transmittals result in the loss of timely use of the funds, as well 
as any interest income that the funds would have earned. 
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The OSA reviewed fiscal year 1994 outstanding encumbrance bal
ances and related outstanding advance funds at 30 state agencies 
as of June 30, 1994. Of the total $35,353,377 in encumbrance 
transactions reviewed, $973,142, or less than 3%, was not in compli
ance with the Comptroller's instructions because goods and services 
were not received by June 30, 1994. With respect to outstanding 
advance funds, $1,101,723, or less than 1% of the total 
$289,900,684, was not in compliance with the requirement that all 
funds be properly accounted for by June 30, 1994. The issues noted 
in this report and summarized below were reported to the State 
Comptroller during the audit so that they could be considered in the 
Single Audit of the Commonwealth, which was conducted simulta
neously by the OSA and other independent auditors. 

• Three agencies, all cited in the prior audit report, accounted for 
45% of encumbrances found in noncompliance. 

1. The Administrative Office of the Trial Court encumbered 
$114,288 for goods not received in fiscal year 1994. 

2. The Office of Management Information Systems paid $294,503 
in fiscal year 1994 funds for goods and equipment received 
after the June 30, 1994 deadline. 

3. The Public Employee Retirement Administration encumbered 
$25,432 for goods and services received after June 30, 1994. 

• Nine agencies, in addition to the three identified above, 
expended fiscal year 1994 funds for goods and services received 
after June 30, 1994. 

• Three agencies had internal control weaknesses related to 
encumbrance management. 

1. The Administrative Office of the Trial Court could not provide 
an inventory listing of property and equipment for which out
standing encumbrances existed at the end of fiscal year 1994. 

2. The Massachusetts Commission Against Discrimination 
(MCAD) could not document refusal and return of a telephone 
system that was paid for with funds encumbered before June 
30, 1994, but was not in MCAD's possession as late as October 
1,1994. 

3. The Office for Children (OFC) could not provide vendor ship
ment dates or dates of receipt for $3,465 in encumbered goods 
or the necessary documentation to determine whether $10,890 
in encumbered goods were ever shipped by the vendor or re
ceived by OFC. 

• Six agencies did not properly account for fiscal year 1994 advance 
funds by June 30, 1994. 
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The Office of the State Auditor conducted a review of 376 selected 
payments at 36 state agencies for the purpose of determining 
agency compliance with relevant state and federal laws and regula
tions. 

The audit disclosed ten instances of noncompliance at seven agen
cies, including misclassification of expenditures and payment of 
prior year's expenditures from the current fiscal year's appropria
tion. 

The OSA reviewed the debt issuances executed by the Office of 
the State Treasurer and the Massachusetts Water Pollution Abate
ment Trust, an independent Authority whose financial activities are 
administered by Treasurer's Office employees. The process by 
which specific Commonwealth debt issuances are determined in
volves the Treasurer's Office, the Executive Office for Administra-

: tion and Finance (EOAF), and the Finance Advisory Board. Once 
having been requested to do so by the Governor or having received . 
his approval, the Treasurer's Office is statutorily authorized to issue 
all direct debt on behalf of the Commonwealth. Prior to the actual 
sale of any Commonwealth bonds, EOAF must give its approval re
garding the amount of debt to be issued, the intended use of the bor
rowed funds, the proposed method of fmancing, and the projected 
debt service costs to the Commonwealth. The Finance Advisory 
Board is composed of the State Treasurer and four members ap
pointed by the Governor, two of whom are experts in the field of 
fund investment. State finance law mandates that all notes and 
bonds maturing later than three years after issuance be sold on a 
competitive, sealed-bid basis. It further provides that the Finance 
Advisory Board may waive this requirement, when requested by the 
Treasurer's Office, thereby enabling the Commonwealth to sell debt 
on a "negotiated basis." The Treasurer's Office and EOAF issued a 
joint statement in October 1993 addressing circumstances under 
which competitive and negotiated debt sales are each to be used in 
debt issuance. The OSA report, results of which are summarized 
below, covered a time period prior to the adoption of the joint state
ment on debt policy. 
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• The Treasurer's Office, from July 1992 through October 1993, 
completed nine debt issuances totaling $3.8 billion, only one of 
which was awarded competitively. The Finance Advisory Board, 
as authorized, waived competitive bidding requirements on five 
debt issuances. The audit noted not only that all legal require
ments had been met, but that the decision to do competitive or 
negotiated debt sales is complicated, with neither choice consis
tently resulting in lower capital costs for issuers. However, inas
much as state law presumes that Commonwealth debt generally 
be sold on a competitive basis, the OSA recommended that waiv
ers be well documented. In the instances reviewed, the Board did 
not provide written documentation to support its waivers and did 
not conduct follow-up analyses to determine whether the condi
tions for granting the waivers were satisfied. Waivers were not 
required on the other three issuances because one was for less 
than three years and two were for the Massachusetts Water Pol
lution Abatement Trust, an entity exempt from the bidding re
quirements of state finance law. 

• The Treasurer's Office needed to improve certain aspects of its 
procurement of professional services for debt issuances. For ex
ample, the Office authorized payments of approximately $23 mil
lion in professional fees on a negotiated basis for bond issuances. 
In addition, debt issuance costs negotiated for bond underwriter 
fees and bond counsel fees were inconsistent. One underwriter's 
fee of$5.2 million was $1 million, or 23%, larger than another 
underwriter's fee of$4.2 million for a similar bond issue. Also, 
bond counsel fees ranged from a low of $86,500 to a high of 
$175,000 for similar debt offerings. The Treasurer's Office ex
plained these fee differentials in terms of tax and other complexi
ties. However, since complete written documentation was not 
maintained, the reasonableness of neither the selection process 
for professional services nor the fees paid could be demonstrated. 

• The Treasurer's Office, on behalf of the Massachusetts Water Pol
lution Abatement Trust, completed two debt issuances on a nego
tiated basis. Although the trust is not legally required to bid for 
either debt issuance or related professional service~, the OSA rec
ommended that it is good business practice to either do so or to 
document the alternative bases for selecting vendors. In addi
tion, the audit noted that the Trust had approximately $343,000 
in unpaid bills as of August 1993 for legal and financial advisory 
services, including some invoices for 1989 services. The 
Treasurer's Office responded, on behalf of the Trust, that all pro
fessional service bills were paid in full in fiscal year 1994. 
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The Department of Environmental Management (DEM), until fis
cal year 1992, directly managed and operated eighteen public ice 
skating rinks, which provided the Commonwealth with over $4.2 
million in annual gross revenue. In that year DEM awarded the 
first of a series of three-year contracts to private vendors for the op
eration of its skating rinks. The OSA review, which covered the pe
riod February 1992 through November 1993, examined DEM's ac
tivities in awarding and monitoring contracts, as well as the finan
cial effects of these contracts for both rink operators and the Com
monwealth. Results of this review are summarized below. 

• DEM, due to time constraints imposed by the Executive Office of 
Environmental Affairs (EOEA), did not conduct either prelimi
nary studies concerning the cost-benefit to the Commonwealth of 
the privatization decision or a comprehensive negotiation process. 
For example, DEM had less than one month to initiate the con
tract for operation of the first four privatized rinks, and only two 
weeks to obtain and evaluate the proposals. This may have con
tributed to the fact that the contract awarded was not in the best 
interest of the Commonwealth. The selected contractor was al
lowed to pay a flat fee of $9,000 per skating rink, regardless of 
profit, and conditions governing rink repairs favored the contrac
tor. 

• DEM subsequently awarded five additional contracts for twelve 
other skating rinks. Although these contracts were more favor
able to the Commonwealth in terms of both fee structure and re
pairs clause, they remained financially beneficial to the private 
vendors at the expense of the state. The OSA compared revenues 
received by DEM in the last full year of operation, adjusted for an 
ice-time fee increase imposed one month prior to privatization, 
with revenues received in the first full year of privatized opera
tion. Privatization resulted in a loss of approximately $380,000 
to the Commonwealth. In addition, the extended season of rink 
operation under privatization could result in accelerated wear 
and rink damage, with the Commonwealth responsible for the 
cost of major repairs. 

• DEM had not historically been permitted to retain rink revenues 
and so did not have an incentive to continue operating the rinks. 
In fact, certain former rink employees were transferred to work at 
state beaches, pools, and other facilities that had been seriously 
understaffed. Therefore, privatizing the skating rinks did assist 
DEM in enhancing its recreational services. However, the Com
monwealth as a whole lost $380,000 in the first year of the con
tracts and could potentially lose $1.1 million over the three-year 
period of the contracts. 
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• DEM did not establish an adequate system of internal controls 
relative to its administration and monitoring of contracts for the 
operation of its skating rinks. Specifically, DEM did not follow up 
and verify procedures concerning the contractors' fee payments 
and accompanying monthly financial reports, verify rink atten
dance data, and follow up and review annual financial reports. 
As a result, about 82% of fees collected from the operators were 
not remitted on time, with the delinquency rate ranging from 30 
to 180 days. In one case, an operator did not submit financial 
statements and was instead allowed to indicate by telephone his 
payment due the Commonwealth, which DEM accepted without 
further verification of its accuracy. As a result of these internal 
control deficiencies, DEM had little assurance that the amount of 
revenue accruing to the Commonwealth was complete and accu
rate or that its financial records reflected the true financial posi
tion of the contractors' rink operations. 
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A review of prior results is an important component of each OSA 
audit. This follow-up helps to monitor and to acknowledge agency 
compliance with OSA recommendations. Corrective actions, based 
on OSA recommendations, were taken in the following instances. 

• The Department improved the timeliness of its cash receipts re
porting to comply with the Comptroller's closing instructions for 
the flling of revenue documents. 

• DPGS strengthened internal controls related to encumbrance 
management to comply with the State Comptroller's year-end 
closing instructions. 

• MPDC, as advised by the Attorney General in response to a prior 
audit, compiled financial records from 1992 to the present for 
OSA review, identified its remaining assets, and transferred all 
assets to the Commonwealth's General F:und. Legislation was 
also proposed in the 1995 session to eliminate any future 
recordkeeping and annual reporting requirements for MPDC. 
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The following are among the planned and ongoing initiatives rela
tive to various state agencies and programs: 

• The DSA is reviewing the policies and procedures utilized by 
state agencies and Authorities for issuing bonds. The audit's ob
jective is to determine the costs and expenses related to bond fi
nancing. Additionally, the DSA is examining whether contracts 
with underwriters and financial consultants are competitively bid 
and is reviewing the process for determining bond consultant 
fees. This audit is resulting in a series of reports, the first of 
which is detailed in this Semi-Annual Report. 

• The DSA is reviewing and assessing the system of internal con
trols that the Massachusetts Highway Department has estab
lished for estimating, monitoring, and controlling project costs in 
order to identify system weaknesses and opportunities for sav
ings; cost avoidance; and adherence to timing, scheduling, and 
performance requirements. This audit is resulting in a series of 
reports, four of which have been issued as of June 30, 1995. 

• The DSA is continuing to review the system used by the Com
monwealth for billing state departments for the provision of goods 
and/or services. The audit is examining established policies and 
procedures governing chargebacks and is reviewing selected areas 
such as workers' compensation;-unemployment, Medicare, and ve
hicle usage to determine compliance with regulations and con
tractual agreements. 

• The DSA is reviewing expenditures under Information Technol
ogy Bond Authorizations which provide capital outlays for the ac
quisition and upgrading of major information technology systems. 
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• The OSA, as mandated under Chapter 268 of the Acts of 1990, 
will again conduct an audit of the Local Aid Fund, including the 
actual disposition of all revenue credited to said Fund. This re
view will show (1) the total income tax, sales tax, and corporate 
income tax as well as the balance of the State Lottery Fund after 
the payment of prizes and expenses of operations; (2) the amount 
of revenue that was actually credited to the Local Aid Fund; (3) 
the amount of revenue from the Local Aid Fund that was appro
priated to the cities and towns; and (4) the amount of revenue 
that was actually distributed to each city and town. 

• The OSA, on August 1, 1994 and January 12, 1995, issued audits 
of court facility rental accounts, as mandated under Section 2 of 
Chapter 203 of the Acts of 1988. In compliance with this statute, 
the OSA is again examining court facility rental accounts and re
lated accounts of any county, city, or town that receives payments 
for the provision of court facilities. 

• The OSA is reviewing and evaluating the internal controls in 
place at district courts for assessing and collecting probation fees. 
This audit will examine (1) compliance with those provisions of 
Chapter 276, Sections 87 A and 99, MGLs, that pertain to the pro
bation fee process; (2) the standards and procedures used by Chief 
Probation Officers or their representatives in disseminating sup
port orders/restitution information to the district court; (3) 
whether community service work programs have been established 
and the effectiveness of such programs; and, (4) the adequacy of 
controls over the collection of fees, including a determination of 
whether waivers, if any, are supported by documentation and are 
made in accordance with prescribed requirements. 

• The OSA is conducting an audit of the Highway Department's 
road and bridge programs, which will assess the adequacy of con
trols for constructing, maintaining, and operating the 
Commonwealth's roads and bridges. 
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• The OSA is reviewing the process used by the Highway Depart
ment for eminent domain property acquisitions in connection with 
the Central Arterytrhird Harbor Tunnel Project. The audit will 
determine whether the property acquisition process is adequate, 
proper, and in compliance with laws, rules, and regulations. 

• During fiscal year 1996; the OSA will once again be a full partner 
in performing the "Single Audit of the Commonwealth." This au
dit constitutes satisfaction of the federal requirement to audit the 
Commonwealth of Massachusetts' financial operations, as well as 
specified compliance issues. The OSA will continue to perform 
the following audit functions: (1) determining the relationship of 
Net State Tax Revenues to Allowable Tax Revenues (Tax Cap De
termination), (2) reporting on agency compliance with the Office 
of the Comptroller's Official Year-End Closing Instructions for 
Cash Revenue Management, and (3) reporting on agency compli
ance with the Office of the Comptroller's Year-End Closing In
structions for Encumbrance and Advance-Fund Management. 

As a partner in the "Single Audit," the OSA will also provide staff 
resources to audit federal programs to determine whether state 
agencies are in compliance with applicable federal rules, regula
tions, and laws. Audit staff will conduct audit procedures that 
are needed to render an opinion on the Commonwealth's Compre
hensive Annual Financial Report, such as verifying certain ac
counts and documents at several agencies and testing selected fi
nancial transactions to determine their accuracy. 

The OSA will also participate substantively in the "Single Audit 
of the MBTA" by testing certain capital and operating expendi
tures to determine the MBTA's compliance with various federal 
and internal control requirements. In addition to conducting a 
variety of single audits, the OSA will also continue to assist hous
ing authorities and other entities in meeting their responsibilities 
under the Federal Single Audit Act. 
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Electronic Data . 
Processing Audits 

During the report period, the OSA issued 
.. three electronic data processing (EDP) audit 

reports and one management letter detail
ing the strengths and weaknesses of inter
nal controls within computer-related areas. 
In addition, because of the changing data 
processing environment throughout the 
Commonwealth, the OSA's EDP Audit Divi
sion has continued to update survey infor
mation pertaining to computer-related op
erations. Results from this survey allow the 
EDP Audit Division to schedule audit en
gagements based upon levels of risk to 
agency data centers or automated systems. 

By electronically accessing the state's pri
mary fmancial system, the Massachusetts 
Management Accounting and Reporting Sys
tem (MMARS), the Division was able to gen
erate data extracts to support OSA auditors 
in performing financial audits. Data ex
tracts provide detailed information on finan
cial transactions and can significantly re
duce the hours of manual research. The Di
vision also generated random number re
ports to assist OSA field auditors in meeting 
statistical sampling objectives. 



Audit Results 

Disaster Recovery 
and Contingency 
Planning 

Electronic Data Processing Audits 

The OSA's EDP Audit Division provides expertise to evaluate in
ternal controls as they relate to computer systems. The primary au
dit responsibility of the Division is to conduct internal control ex
aminations of the Commonwealth's automated systems and process
ing environments. The objective is to determine whether sufficient 
controls are in effect to ensure that automated systems can be relied 
upon and that processing is performed in an accurate, complete, and 
timely manner. The Division conducts audits of application sys
tems, systems under development, and data processing facilities. 
The audits may include examinations of computer operations, ac
cess security, data integrity, program-change control, environmen
tal protection, physical security, contracts and procurement, re
source management, inventory control, disaster recovery and con
tingency planning, and backup of magnetic-storage media. 

The overall objective of disaster recovery and contingency plan
ning is to ensure that computer operations that are critical and im
portant can be promptly regained in the event of a significant dis
ruption or loss of processing capabilities. Other objectives of contin
gency planning are to safeguard data, programmed software, and 
critical documentation; to ensure employee safety; to minimize secu
rity exposures and system damage; and to reduce the time required 
to recover from events which could significantly delay or prohibit 
processing . 

• Quincy Mental Health Center, in conjunction with the Depart
ment of Mental Health's (DMH) Central Office, had not yet devel
oped or implemented a written disaster recovery plan for restor
ing computer functions in the event of a long-term loss to its data 
processing operations. Missing were recovery instructions to ad
dress any loss of the Center's outpatient and inpatient billings 
processed uSing a minicomputer located at DMH's Central Office 
in Boston and disaster recovery plans for the application systems. 
Although there were two compatible minicomputers at two state 
hospitals that could possibly be used to process billings, neither 
the Center nor DMH had determined the feasibility of using these 
systems as part of a disaster recovery plan, nor had they identi
fied other processing sites to serve as backup facilities. According 
to DMH and the Center's management, disaster recovery had not 
been considered a priority. The OSA recommended that DMH 
and the Center proceed with the development of comprehensive 
disaster recovery plans for all critical and important systems, and 
that DMH implement a cooperative written plan with other de
partment facilities to provide alternate site processing among its 
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three minicomputers and test the systems at these alternate 
sites. It was also recommended that the Center develop user area 
plans to ensure that billings can be performed in the event that 
the minicomputers at DMH's Central Office or alternate sites are 
not available . 

• The Rate Setting Commission did not have a formal written di
saster recovery and contingency plan for its local area network. 
The OSA recommended that the Commission assess the criticality 
of the applications residing on the network and develop appropri
ate recovery plans based on associated risks and exposures. Fur
ther, the OSA recommended that Commission administrators col
laborate with the Office of Management Information Systems 
(OMIS) to develop a disaster recovery plan for the Commission's 
data residing on the OMIS mainframe. 

• Salem State College had not developed a comprehensive disaster 
recovery and contingency plan for its data processing operations. 
As a result, should a disaster at the College's main campus com
puter facility render data processing activities inoperable and on
site copies of computer media be lost, the College would experi
ence significant difficulties in regaining operations within an ac
ceptable period of time. Although the College had begun to de
velop formal recovery and contingency plans and attendant 
backup procedures, these plans did not include a criticality as
sessment of application systems, files, and records. In addition, 
there had been minimal user input, and tests had not been per
formed or anticipated at the alternate processing facility to en
sure that operations could be restored within an acceptable period 
of time. The OSA strongly recommended that the College estab
lish comprehensive formal policies and procedures for disaster re
covery and contingency planning for all critical and important 
systems, and that the College's management continually reassess 
the adequacy of the data processing-related disaster recovery 
plans. It was also recommended that management identify appli
cation priorities and critical resources for the data processing en
vironment as a whole and conduct a risk analysis to identify and 
assess the likelihood of all potential threats and exposures to au
tomated systems. Once developed, the disaster recovery plan 
should be periodically reviewed, tested, and updated to ensure 
that it is viable, accurate, and complete. A copy of the plan 
should be stored in a secure ofT-site location and distributed to all 
appropriate personnel. Finally, the OSA recommended that the 
Center address risks and threats identified by the risk assess-

. ment to minimize the likelihood of a disaster. 



Inventory Control 
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• Springfield Technical Community College had a disaster recovery 
and contingency plan that did not provide adequate guidance for 
the recovery process in the event of an emergency. Specifically, the 
College had not assessed the criticality of application systems to 
ensure that attention would be given to the most important sys
tems and associated restoration tasks in the event of a disaster. 
Further, the existing disaster recovery plan had never been tested. 
As a result, the College was vulnerable to delays in processing, the 
inability to regain essential processing within an acceptable period 
of time, and/or users becoming unable to access information 
needed in the performance of their daily responsibilities. The OSA 
recommended that the College assess the criticality of application 
systems, identify applications priorities and required resources, 
perform a risk assessment, evaluate the adequacy of risk reduction 
controls, and expand the existing disaster recovery and contin
gency plan to ensure a timely recovery in the event of a disaster. 
The plan should then be reviewed, approved, and distributed to all 
appropriate personnel, and a copy of the plan should be stored in a 
secure ofT-site location with other backup media and system docu
mentation. 

State-owned or -leased computer-related equipment should be 
properly tagged with the inventory numbers recorded on a detailed 
inventory list. Further, software inventory should be controlled to 
help prevent theft, unnecessary expenditures, and software copyright 
infringements. In the following instances, inventory controls needed 
improvement to ensure that data processing assets were properly ac
counted for and protected against loss or theft: 

• Quincy Mental Health Center did not maintain an inventory of all 
its software as its own written policy required. In addition, the 
Center could not provide purchase orders, license agreements, or 
manuals for 21 of the software program copies in use, making the 
Center vulnerable to potential legal action for copyright infringe
ment. Because a complete inventory was not kept, the total cost of 
the Center's software could not be determined; the software was at 
risk ofloss, theft, or misuse; the Center was hindered from noticing 
unauthorized and potentially illegal copies of microcomputer soft
ware; and the Center could not readily ascertain whether the soft
ware was properly allocated to users. Moreover, the · OSA found 
five copies of unauthorized computer games on a microcomputer 
hard drive in violation of a written policy prohibiting the installa
tion of unauthorized or illegal microcomputer-based software. The 
OSA recommended that the Center increase strictures on the 
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authorization and review of all software prior to acquisition and 
installation. Also, the Center was advised to establish and main
tain, in conjunction with the appropriate Department of Mental 
Health Area Office, an up-to-date, accurate, and complete soft
ware inventory, including detailed information such as the means 
of acquisition of the software, cost, version, number of copies, lo
cation, and the ownership of programs. Finally, the Center 
should, after a review of on-site software, assign a sufficiently in
dependent person or unit to monitor on an ongoing basis all soft
ware residing on the microcomputer. 

• Salem State College's computer inventory control procedures 
needed to be strengthened to safeguard and properly account for 
computer-related assets. The College's hardware listing was in
complete and incorrect. Further, the College did not conduct an 
annual physical inventory, did not produce a software inventory 
until after the close of audit field work, and did not me its re
quired financial reports, including a statement and valuation of 
computer-related assets for fiscal years 1992, 1993, and 1994. 
The absence of software inventory records could inhibit the Col
lege from making knowledgeable decisions regarding software al
location and restrict the College's ability to detect the loss, unau
thorized duplication, or use of illegal copies of software. The OSA 
recommended that the College conduct a current inventory of its 
EDP hardware and software, develop policies and procedures to 
help ensure control over inventory of computer-related assets, 
start a perpetual inventory for all EDP-related assets, correct in
ventory database problems, comply with the Office of the State 
Comptroller's guidelines for inventory, assign responsibilities for 
hardware and software inventory control, properly tag all equip
ment, and centralize reporting of the movement of computer 
equipment and software . 

• Springfield Technical Community College's decentralized method 
for performing inventories of microcomputer-based software 
needed to be changed to strengthen overall asset control. The 
College's microcomputer-based software resides on approximately 
325 microcomputers located in administrative offices and labora
tories throughout the campus. Although each department was 
maintaining its own inventory record of software purchases, there 
was no centralized software inventory. This could hinder the 



On-Site and Off
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Storage 
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College's ability to avoid redundant and wasteful purchases, to 
properly allocate software resources, and to detect illegal soft
ware. It could also make more difficult the preparation of accu
rate and complete asset reports. The OSA recommended that the 
College develop standards, policies, and procedures for the perfor
mance of centralized receiving, inventory, and control of all soft-

. ware, including detailed records of software acquisitions. The 
OSA further recommended that the computer center review soft
ware acquisitions to ensure that they are compatible with current 
computer equipment. 

On-site and ofT-premises storage ofbackup magnetic media and 
software is necessary to prevent the loss of important data and to 
protect an agency's investment in computer software should original 
and/or on-site backup copies be destroyed. Failure to store critical 
information on site and ofT premises places at risk an agency's abil
ity to restore and resume critical processing within an acceptable 
period of time. 

• Quincy Mental Health Center was not providing ofT-site storage 
of backup copies for microcomputer-based application systems. 
Moreover, the backup copies were not stored on site in a separate 
location within the building. Instead, they where located nearby 
or directly adjacent to the microcomputers. As a result, the 
Center's data files and software were vulnerable to the loss of 
critical, important, and confidential data, including admission 
and discharge records, client information, investigations, and 
court records. The DSA recommended that the Center develop a 
plan to ensure that backup copies of all critical software and data 
residing on microcomputer-based systems be stored ofT premises, 
and that on-site backup copies be stored in environmentally pro
tected and physically secure areas, remote from the microcomput
ers on which the associated original data is stored. 

• Salem State College had no formal guidelines or controls in place 
for on-site and ofT-premises storage of computer media for its mi
crocomputers. As a result, there was a risk that important data 
files residing on microcomputer-based systems might not be 
backed up either on site or ofT premises. The OSA recommended 
that the College ensure that backup and media copies of critical 
and important data files and application systems residing on mi
crocomputers are stored in secure on-site and ofT-premises loca
tions. 
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Effective controls need to be in place over the general operation 
and management of data processing facilities and projects related to 
automation of business functions. The organizational structure 
must provide a framework which helps ensure that resources are 
planned for and used in the most beneficial way, that assets are 
safeguarded, that reliable information is produced in a timely man
ner, and that compliance is being ensured regarding all applicable 
laws and regulations. 

• Quincy Mental Health Center did not bill for day hospital tempo
rary outpatient treatment services provided to clients of a private 
vendor, the South Shore Mental Health Center, for fiscal years 
1993 and 1994. As a result, the Center failed to collect an esti
mated $90,000 in patient revenue. At the close of the audit, Cen
ter management stated that temporary outpatient treatment to 
South Shore's clients had been discontinued. It was the Center's 
position that its staff resources were insufficient to bill third-
party payors for services rendered to these vendor clients. The 
OSA recommended that the Center consider reinstating the tem
porary treatment for these clients while reviewing staff allocation . 
and billing practices related to day hospital treatment. 
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Program change controls detect or prevent unauthorized changes 
to software or ensure that all changes are appropriate, correct, and 
approved. Written program change control policies and procedures 
help ensure that only authorized changes are made to automated 
systems. It is important that changes be tested to ensure that they 
perform properly, meet the intended need, and do not adversely im
pact the integrity of the application system. Requests for program 
changes should be documented; detailing their justification, re
quired implementation date, system(s) affected, system owners and 
user department(s), review, approval, and final disposition . 

• Springfield Technical Community College's program change con
trols needed to be strengthened to address certain output pro
grams or changes to output reports. In addition, although re
quest forms were used for most program changes, a standard re
quest form to initiate, approve, and track requests for changes to 
output reports was not being used, and controls needed to be 
strengthened to ensure that all program changes were reviewed 
and approved before implementation. A special concern noted 
was that computer operators could make unauthorized program 
changes to production programs. The OSA recommended that 
the College enhance the existing program change control stan
dards and procedures, and develop emergency change control pro
cedures and apply them uniformly to all operating platforms as 
appropriate. Further, the OSA recommended that policies and 
procedures be expanded to address requirements regarding docu
mentation of the nature of and justification for requested 
changes, segregation of duties, supervisory responsibilities, and 
authorizations, and to include a complete written audit trail and 
history of changes. Finally, the OSA recommended that up-to
date copies of critical program documentation and manuals be 
stored in a secure off-premises location. 
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Industry guidelines or baseline controls indicate that appropriate 
access security controls should be in place for critical or high-risk 
systems to ensure that only authorized personnel obtain system ac
cess. Access to automated systems should be granted on a need-to
know and/or perform basis. Written policy and procedures for ac
cess security administration should be in place to provide opera
tional rules and guidelines for the security of informational assets 
and to ensure that appropriate and prompt actions are taken to re
view unauthorized access attempts. Without system access restric
tions, such as the periodic changing or deleting of passwords and 
user IDs, unauthorized access could be gained, resulting in the risk 
of system data and programs being disclosed, damaged, deleted, or 
modified . 

• Quincy Mental Health Center's system access controls needed to 
be strengthened. Although the Center had installed logical access 
security software on twelve of its twenty microcomputers, soft
ware applications on three of the microcomputers could be ac
cessed through a universal password displayed on the screen, 
while another three microcomputers had no password controls at . 
all. The Center had not developed written, authorized, and ap
proved policies and procedures regarding logical access security, 
and there were no formal procedures to ensure that logon IDs and 
passwords were revoked for individuals no longer authorized or 
needing access to the microcomputer. Eleven of the 23 active IDs 
.could be used to access applications on more than one microcom
puter, and 23 of the 33 logon IDs belonged to employees who had 
terminated employment with the Center. Failure to deactivate 
logon IDs and passwords or to modify access privileges to reflect, 
in a timely manner, changes in employment responsibilities, 
could result in unauthorized system access or misuse of critical 
and confidential data, unauthorized modifications or deletions of 
data, or disclosure of confidential information regarding the 
Center's patients. The OSA recommended that the Center de
velop written policies and procedures regarding access authoriza
tion, and document and implement procedures to ensure that the 
Department of Mental Health's security administrator and the 
Center's administrator for microcomputers are notified of all 
changes in employee status, such as terminations, extended 
leaves of absence, employee transfers, and intradepartmental 
changes in authorization levels. The DSA further recommended 
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that the Center install logical access security software on the 
three microcomputers which currently lack any protection against 
unauthorized access and use; that the Center change the univer
sal passwords on the three microcomputers to a system ofindi
vidually user-chosen passwords; and that the Center document 
microcomputer password renewal procedures. 

• Salem State College needed to redefine and strengthen certain 
policies and procedures to enhance system access security. Spe
cifically, users of the system were not changing their passwords 
within a designated time frame, and the computer system was in
capable of enforcing password changes. As it was not considered 
a priority, the College had not developed and enacted a set of se
curity control procedures for passwords. As a result, there was 
risk of unauthorized system access. The DSA recommended that 
the College implement and enforce stronger password control pro
cedures addressing all aspects of password use, including pass
word construction, minimum and maximum length of characters, 
reuse of old passwords, and expeditious removal of terminated 
employee passwords. In addition, the DSA recommended that 
the Wang System administrator enforce password changes at 
least every 30 to 60 days. 
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Enforcement 
Assurance: 
Referrals 

H
elping to ensure compliance with 
state and federal law is a major 
charge of the OSA. In carrying 
out this responsibility, the OSA 

refers audits that disclose possible violations 
of law to enforcement authorities, including 
the Office of the Attorney General, the U.S. 
Attorney's Office, District Attorney's Offices, 
and the Internal Revenue Service. Referrals 
made during this audit period are detailed 
below. 



Referrals 

Department of 
Revenue (DOR) 
and Internal 
Revenue Service 
(IRS) 

Office of the 
Attorney General 

Enforcement Assurance: Refeffa/s 

City of Boston's School Transportation Contracts 

• The OSA notified DOR and IRS of audit findings relative to 
wages paid in cash by an unlicensed security company with which 
the Boston School Department contracted to secure and protect 
its property. The security company billed for and was reimbursed 
$340,000 over a two-year period. Its owner stated that he had 
employed School Department police officers to carry out his 
company's contract and had paid them in cash. He did not pro
duce any supporting employment documentation. 

City of Boston's School Transportation Contracts 

• The OSA referred its audit of a City of Boston school transporta
tion contract to the Office of the Attorney General for further re
view. The audit found the School Committee's failure to invite 
bids on the contract actually awarded, substantial alteration of 
contract terms, vote to bypass the Transportation Review Panel's 
recommended vendor, and subsequent vote to award the contract 
to a company that had never done transportation business to be 
highly questionable and irregular. Procedures for awarding and 
renewing this contract may have violated MGLs Chapter 40, Sec
tion 4 and MGLs Chapter 30B. In addition, the bus contractor, 
In-City Boston Management, Inc. (ICBM) hired as its legal coun
sel a former school department employee who, as Transportation 
Contract Monitor, had worked on the ICBM contract. Moreover, 
this legal counsel arranged for ICBM to hire an unlicensed secu
rity company headed by a former School Department employee 
with a felony record. 

This audit was also referred to the U.S. Attorney's Office and the 
Federal Bureau of Investigation for possible violations of federal 
law. 
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Hillside Resource and Management Corporation, Inc. 

• The OSA referred its audit of Hillside Resource and Management 
Corporation, Inc. to the Office of the Attorney General for further 
review. Hillside's Executive Director, in apparent violation of 
state laws, operated his private for-profit business on property 
leased by the state without the knowledge and approval of the 
Commonwealth. This for-profit business did not pay rent, and 
the Commonwealth received no compensation for its use of the 
space. In addition, in violation of state regulations, Hillside billed 
and was reimbursed for $26,954 in excess of expenses it incurred 
in providing program services. These funds were still owed to the 
Commonwealth at the close of the audit period. Finally, the Ex
ecutive Director noncompetitively awarded a contract totalling 
$184,000 to the Treasurer of Hillside's Board of Directors. The 
contract with the Treasurer's company also stipulated payment of 
a $140,000 retainer before any services were provided, and de
tailed services that were unnecessary since they essentially dupli
cated services provided by another consultant. This audit was 
also referred to the State Ethics Commission. 

North Adams Housing Authority 

• The OSA referred to the Attorney General's Office its finding that 
the Authority paid and planned to continue to pay 100% of its em
ployees' health and life insurance, in violation ofMGLs 32A, Sec
tion 8. By failing to collect the required 15% employee contribu
tion, the Authority charged state and federal programs a total of 
$22,440 in excess fringe benefit costs for the fiscal year ended 
September 30, 1994. 



u.s. Attorney's 
Office 

Enforcement Assurance: Referrals 

Center for Humanistic Change 

• The OSA referred to the U.S. Attorney's Office its audit disclosing 
that five principals, including three founders, of the Center for 
Humanistic Change defrauded the Commonwealth of Massachu
setts, as well as other states, of $2 million through a complex 
scheme involving concealed related-party transactions. On June 
27, 1994, the former Executive Director of the Center for Human
istic Change and the former President of the Center's Board of Di
rectors pled guilty to various charges for which sentencing is still 
pending. On March 16, 1995, three other principals pled guilty to 
similar charges. Because the OSA audit also determined that the 
accounting firm that certified the Center's financial statements 
was not licensed to practice in Massachusetts, the State Auditor 
also referred this matter to the Massachusetts Board of Public Ac
countancy. 
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Division of Local 
Mandates 

T
he Division of Local Mandates 
(DLM) was established by Proposi
tion 2 112 to determine the financial 
impact on cities and towns of pro

posed or existing state laws and regulations. 
Chapter 29, Section 27C, MGLs, generally 
provides that any post-1980 law or regula-

: tion imposing service or cost obligations on 
cities, towns, regional school districts, or edu
cational collaboratives shall be effective only 
if locally accepted or fully funded by the 
Commonwealth. Any protected party ag
grieved by such a law or regulation may peti
tion superior court to be exempted from com
pliance until the necessary state funding is 
provided. DLM's determination of the cost 
imposed may be offered as prima facie evi
dence of the state funding necessary to sus
tain the mandate. 

Chapter 126 of the Acts of 1984 expanded 
DLM's powers of review by authorizing DLM 
to examine any state law or regulation that 
has a significant local cost impact, regardless 
of whether it satisfies the more technical 
standards for a mandate determination. 
Chapter 126 reviews include cost-benefit 
analyses and recommendations to the Gen
eral Court. 

Through these functions, DLM works to 
ensure that state policy is more sensitive to 
local fiscal realities so that cities and towns 
can maintain autonomy in setting municipal 
budget priorities. 



Division of Local Mandates 

Legislative Studies 

Fiscal Year 1996 
State Budget 
Line Item 
7035-0006 

DLM maintains a Legislative Review Program to analyze pend
ing legislation on mandate-related issues. To ensure that the local 
cost impact of legislation is considered by the General Court, DLM 
reviews thousands of bills, prepares preliminary cost studies when 
appropriate, and contacts members of the Legislature to make them 
aware of the Auditor's concerns. In addition, DLM responds to re
quests for opinions and cost studies from individual legislators, leg
islative committees, municipalities, and governmental associations. 
The following is a sample of this work during the reporting period. 

State Reimbursement of Regional School District Pupil 
Transportation Costs 

The Town of Williamstown petitioned DLM concerning whether 
the Local Mandate Law would apply to state reimbursement of cer
tain regional school district pupil transportation costs. 

The Town questioned the Legislature's failure to fulfill its statu
torily expressed commitment to fully fund regional school district 
transportation costs. Specifically, a 1949 law, G.L. c. 71, s. 16C, 
subjects regional school districts to all state laws pertaining to 
school transportation, and states that if districts agree to furnish 
pupil transportation, they shall be reimbursed by the Common
w~alth "to the full extent of the amounts expended for such trans
portation," with certain exceptions. However, the Mount Greylock 
Regional School District, of which the Town of Williamstown is a 
member, received only 79% reimbursement of pupil transportation 
costs from the Commonwealth in fiscal year 1994. 

A review of past state budgets reveals that the relevant line item, 
7035-0006 has remained at a constant appropriation level of 
$26,939,604 since at least FY 1992. The same amount was again 
proposed, and eventually appropriated, in the FY 1996 state budget. 

DLM determined that G.L. c. 29, s. 27C does not apply to this is
sue because the state's full funding commitment to regional school 
district pupil transportation costs is contained in a 1949 statute, 
and, as such, the Legislature has no duty under the Local Mandate 
Law to fund these expenses. G.L. c. 29, s. 27C, requires state as
sumption of costs imposed on protected parties by post-1980 laws 
and regulations. 
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Furthermore, G.L. c. 71, s. 16C conditions the full state reim
bursement pledge by adding the term "subject to appropriation." 
Also, the relevant line item states that "notwithstanding the provi
sions of any general or special law to the contrary, the state's obli
gation shall not exceed the amount appropriated herein." Regard
ing a similar issue, in its 1993 decision in Town of Milton & others 
vs. Commonwealth & others, the Supreme Judicial Court (SJC) 
ruled that municipalities' right to the receipt of the amount of reim
bursement stated in a state law depends on the availability of funds 
appropriated for the purpose. The SJC further ruled that one Leg
islature may not bind a successor Legislature to make an appropria
tion or to maintain an intended appropriation level. 

Notwithstanding the legislative intent in 1949 to fully fund cer
tain regional school district pupil transportation costs, succeeding 
Legislatures are free to appropriate such funding at levels concur
rent with other fiscal year state budget priorities. Thus, as regional 
school district transportation costs have risen, and as new districts 
have been created or have grown in membership, districts have not 

: received 100% reimbursement of eligible transportation expenses, 
but a proportionally smaller share of the appropriation amount. 

In conclusion, DLM informed the Town that, based on the SJC 
decision and because the statute in question predates Proposition 
2112's antimandate provisions, the Local Mandate Law would not 
provide the relief it sought relative to this issue. Nevertheless, 
DLM advised the Town that a 1993 amendment to include regional 
school districts under the protections ofG.L. c. 29, s. 27C, which Au
ditor DeNucci strongly supported, is intended to prevent future at
tempts to impose new, unfunded state mandates on regional school 
districts. 

An Act Relative to Equal Employment Benefits for Public 
Sector Employees 

At the request of the Joint Committee on Public Service, DLM re
viewed the proposed redraft of the above-referenced bill. In sum
mary, the redraft would make health insurance available to the 
same-sex domestic partners of active and retired public employees. 
The House Chairman of the Committee asked whether requiring 
municipal employers to offer this health insurance benefit would be 
an unfunded mandate subject to state funding under the Local 
Mandate Law. 

DLM determined that, although the redraft would require com
munities to incur additional costs in providing employee health in
surance, it would not be subject to the Local Mandate Law. This is 
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because the legislation concerns municipal benefits, an area of leg
islative activity that is governed by Article 115 of the Amendments 
to the State Constitution. Article 115 provides that any " .. .law im
posing additional costs upon two or more cities or towns by the 
regulation of the compensation, hours, status, conditions or benefits 
of municipal employment ... " will be binding only iflocally accepted, 
funded by the Commonwealth, or enacted by a two-thirds vote of 
each branch of the Legislature. 

As state law governing municipal employee insurance programs 
is effective in 'cities and towns which have voted to accept G.L. c. 
32B; and as the redraft of Senate 1332 primarily alters that chap
ter of law, the courts may find that local approval has been satisfied 
by acceptance of Chapter 32B. In a 1991 Article 115 court case, the 
Supreme Judicial Court expressed its view that the costs at issue 
were not "imposed" upon cities and towns because G.L. c. 32B is a 
local option law. The Court recognized that cities and towns may 
not rescind acceptance of Chapter 32B and thereby avoid the cost of 
later amendments or related laws, yet held to its opinion that the 
state did not "impose" costs through amendments affecting a law 
that was locally accepted. 

In light of the above, DLM advised the Joint Committee that any 
uncertainty could be resolved by providing full state assumption of 
the cost or by obtaining the two-thirds vote enactment standard. 

Responding to the Joint Committee's request for a determination 
of the estimated and potential cost impact on Massachusetts cities 
and towns, DLM conducted a·statewide study, seeking information 
from the Group Insurance Commission, the Massachusetts 
Interlocal Insurance Association, and Boston and Cambridge, two 
municipalities currently offering domestic partnership coverage. 

The number of municipal employees who will enroll domestic 
partners is the key variable in determining additional costs. DLM 
reviewed published reports evaluating the impact of domestic part
ners coverage on other public sector employers currently offering 
the benefit. The same-sex domestic partner enrollment percentages 
reported by five cities on the west coast range from 0.025% to 5.6% 
of covered employees. The average same-sex domestic partner en
rollment percentage for the five cities plus the City of Cambridge is 
1.6%; the median percentage is 0.9%. Boston reported 40 domestic 
partnerships but did not identify the number of same sex and oppo
site sex couples. However, the Boston domestic partner pilot pro
gram differs substantially from the provisions of Senate 1332 in 
that employees pay 100% of any increased premium for domestic 
partners. Because of great variation in enrollment rates in these 
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studies, DLM did not predict Massachusetts domestic partner en
rollments under Senate 1332, but offered a unit cost estimate of the 
potential statewide municipal impact. 

For instance, both public and private sector employers report that 
domestic partner claims experience is comparable to or lower than 
spousal coverage. Therefore, it is not generally expected that pre
mium rates will be affected by Senate 1332. Futhermore, each do
mestic partner enrolled will not result in an additional premium 
cost. This is because an unknown number of employees who would 
enroll a domestic partner, should Senate 1332 become law, already 
have other dependents covered under a family plan. There should 
be no premium cost to the municipality to add a domestic partner to 
an existing family plan. 

Data from the Massachusetts Interlocal Insurance Association, 
Boston, and Cambridge indicate that the average difference in pre
mium cost between individual and family coverage is $3,600 per 
year. A source at the Group Insurance Commission estimates that 
municipalities, on average, contribute 70% of employee health in-

, surance premium costs. Therefore, the average municipal cost im
pact of adding a domestic partner to an individual plan is $2,520 
per year ($3,600 x .70). Employing multiples of the $2,520 figure, 
the estimated impact on individual municipalities or on a statewide 
basis can be determined under different enrollment scenarios. 

STATUS: The redrafted version of Senate 1332 received a favor-
able report from the Joint Committee on Public Service on June 28, 
1995, and was sent to the House Committee on Counties for further 
review. 
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Mandate Funding Certification 

Chapter 503 of the 
Acts of 1983 

Parties protected under the Local Mandate Law can petition 
DLM for a mandate determination on any post-Proposition 
2 112 law, rule, or regulation believed to impose a municipal cost 
burden. The following are examples of DLM's certification of state 
funding of two mandates previously determined by DLM to be sub
ject to G.L. c. 29, s. 27C. 

Uniform Polling Hours 

Chapter 503 of the Acts of 1983 amended prior law by establish
ing uniform polling hours for all cities and towns during state and 
federal elections. The statute requires that all polling places for 
these elections open no later than 7:00 a.m. and remain open until 
8:00 p.m. State law prior to Chapter 503 allowed polls to open as 
late as 10:00 a.m. 

Prior to the enactment of Chapter 503, DLM informed the Legis
lature that new costs would be imposed on the Commonwealth's 351 
cities and towns in contravention of the Local Mandate Law. Con
sequently, Chapter 503 was enacted with a commitment for state 
assumption of three hours of mandated election expenses. Section 3 
of the statute requires DLM to determine the incremental local 
costs attributable to Chapter 503 for each city and town. After 
DLM certifies these expenses for each municipality, a certification 
report is submitted to the Secretary of State prior to state and fed
eral elections. 

RESULT: DLM submitted its Chapter 503 cost certification re-
port in February 1995, identifying $477,600 in statewide Chapter 
503 election expenses for the March 1996 Presidential Primary. 
Municipal treasurers received funding in August 1995 for the addi
tional three hours of precinct operation costs. This funding can be 
expended without further local appropriation. 

DLM is currently completing the certification of Chapter 503 mu
nicipal expenses for the September and November 1996 state elec
tions. This cost report will be detailed in the next Semi-Annual Re
port. Municipalities should receive state funding for six hours of 
added polling costs for state elections in August 1996, totalling ap
proximately $1 million statewide. 

Since 1984, DLM, with the assistance of the Secretary of State's 
Office, has ensured that cities and towns receive $7.5 million, full 
funding under the polling hour provisions of Chapter 503. 
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The Congressional Redistricting Law 

DLM has continued its review of the municipal fiscal impact of 
Chapter 105 of the Acts of 1992, the Congressional Redistricting 
Law. Due to the redistricting provisions of Chapter 105, 12 munici
palities were forced to split voting precincts into more than one con
gressional district for the 1992 fall state and congressional elections. 
As a result, election officials operating split precincts incurred addi
tional expenses for added poll workers, voting equipment, voter 
lists, and precinct maps. 

Acknowledging DLM's determination that mandated costs would 
result, Section 3 of Chapter 105 states that any expenses incurred 
by affected cities and towns due to revisions of the new congres
sional districts "shall be borne by the commonwealth." Subse
quently, Chapter 153 of the Acts of 1992, line item 1599-3730, cre
ated a reserve account of $200,000 to fund local administrative elec
tion costs resulting from congressional redistricting. The line item 
provided that DLM certify these costs prior to reimbursement by 

'. the Executive Office for Administration and Finance (EOAF). In 
January 1993, eleven cities and towns were reimbursed a total of 
$65,240 for Chapter 105 costs. These communities were: Auburn, 
Boston, Easton, Fall River, Foxborough, Lancaster, Lincoln, 
Lunenburg, Mansfield, Reading, and Rockland. One municipality 
incurred only incidental expenses and chose not to seek reimburse
ment. 

Pursuant to G.L.c. 54, ss. 1,2, and 6, ward and precinct bound
aries were adjusted in 1993 for the state primary and general elec
tions in 1994. Subsequently, five of the 11 cities and towns im
pacted by Chapter 105 redrew ward and precinct boundaries so as 
to eliminate the need to continue operating split precincts. 

Chapter 60 of the Acts of 1994, line item 1599-3731, appropriated 
$40,000 to reimburse the six cities and towns that continued to in
cur split precinct expenses for 1994 state elections. DLM was again 
directed to certify Chapter 105 costs and submit them to EOAF for 
funding distribution. 

RESULT: DLM stafTworked with election officials from each of 
the affected six cities and towns to document and certify the added 
personnel, equipment, and other expenses. DLM's cost certification 
report was submitted to EOAF in February 1995 for funding distri
bution. Consequently, a total of $37,053 in state funding was reim
bursed to the six municipalities in April 1995. The six communities 
and their certified costs are listed below: 

Boston 
Easton 
Lunenburg 

$7,865 
$7,055 

$496 

Mansfield 
Reading 
Rockland 

$5,265 
$6,707 
$9,665 
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G.L. c. 21A, s. 18A Safe Drinking Water Act Assessments 

At the request of the Town of Rockport, DLM reviewed the above
referenced state law, as well as Department of Environmental Pro
tection (DEP) regulation 310 CMR 21.00, to determine whether the 
Local Mandate Law applied. 

Specifically, the Town expressed concern about DEP's imposition 
of an annual assessment on public and private water suppliers to 
help finance state administration of the federal Safe Drinking Wa
ter Act (SDWA). The Town also, complained about SDWA compli
ance costs of an anticipated $15 million to construct a new water 
treatment plant and perform water quality sampling of its water 
supplies. 

The DEP assessments mandated by G.L. c. 21A, s. 18A and 310 
CMR 21.00 are placed in a state special revenue fund created to 
support state implementation of the federal act. According to state 
law, water suppliers must recover the cost of the assessment from 
water users. 

Under the SDW A, the Environmental Protection Agency (EPA) is 
authorized to grant primary enforcement authority, or "Primacy", to 
states that meet certain requirements. Among the key require
ments are that states adopt regulations that are no less stringent 
than federal drinking water standards, and that they commit ad
equate resources to carrying out federal requirements and enforcing 
the regulations. 

DEP met these requirements by adopting the federal standards 
without exceeding them, and by proposing the assessment as a 
means of assuring EPA that the Massachusetts enforcement pro
gram would have a dedicated source of revenue. In return, EPA 
granted the primacy designation, which gives DEP discretion to 
waive certain federal requirements. If EPA were to withdraw pri
macy from DEP's Division of Water Supply, a federal enforcement 
program would be much less likely to approve waivers or to provide 
technical assistance. 

A DEP report estimates that Rockport has benefitted from state 
waivers of $35,000 worth of federal water sampling requirements to 
date, while its water users have paid $2,300 in assessments. State
wide, DEP estimates that sampling waivers represent $3.6 million 
in savings, and that filtration plant construction waivers have 
saved about $100 million. The statewide assessment for 1995 will 
amount to about $2 million. 
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G.L. c. 21A, s. 18A RESULT: The Division of Local Mandates informed the Town of 
Continued Rockport that the Local Mandate Law does not provide relief from 

the costs in question. Relative to the assessments issued, DLM de
termined that G.L. c. 29, s. 27C applies to state laws or regulations 
that impose a direct obligation on cities and towns, and not to costs 
imposed upon individual consumers. By requiring that the cost of 
the assessment be passed along to consumers, the state has pro
vided an offsetting source of revenue without impacting property 
tax resources. Furthermore, DLM determined that, because the as
sessments enable DEP to implement the federal SDWA and provide 
municipal waivers from certain water quality testing requirements, 
there may not be an "additional cost" imposed within the meaning 
of the Local Mandate Law. 
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Finally, DLM determined that any costs cities and towns incur 
relative to the SDWA requirements on water treatment plants and 
water quality sampling are ultimately mandated by the federal gov
ernment. The Local Mandate Law applies to state mandates and 
cannot be applied to avoid the cost of federal law. In general, state 

'. laws and regulations implementing federal mandates trigger G.L. c . . 
29, s. 27C only to the extent that they exceed federal requirements. 
DLM's ongoing review indicates that DEP has not exceeded SDWA 
provisions. 

In conclusion, the Town was informed that the passage of the 
"Unfunded Mandate Reform Act of 1995" by the federal government 
should provide some protection from future federal mandates. 
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This section contains a summary of 
pending 1995 initiatives developed 
and filed by the OSA. These bills 
either directly affect the OSA or ad

dress significant audit results and therefore 
complement audit recommendations by sug
gesting systemic improvements. 



Legislative Agenda 

OSA Legislative Package 

House 3 An Act Clarifying the Scope of the Local Mandate Law 

This bill would clarify the scope of municipal protection provided 
pursuant to Section 27C of Chapter 29 MGLs, the so-called Local 
Mandate Law. The statute provides that any law taking effect on . 
or after January 1, 1981, which imposes any additional costs upon a 
city or town, will be effective only if fully funded by the Common
wealth or if locally accepted. In addition, it provides that any post-
1980 administrative regulation or law granting or increasing ex
emption from local taxation is not to be effective unless fully funded 
by the Commonwealth. 

Certain court decisions over the past few years have both nar
rowed the scope of the Local Mandate Law's protections and created 
confusion. Consistent with the original intent of the law, House 3 
would define "local mandate" to include post-1980 state laws and 
regulations that require a municipality to make additional expendi
tures to maintain any new or existing local activity, to undertake a 
service previously performed by the Commonwealth or a county, or 
to initiate or expand a contracted service. 
The bill also contains provisions which would allow for the reim

bursement of legal costs incurred by a municipality in a successful 
mandate challenge; authorize courts to grant an interim exemption 
from compliance; require state agencies to notify DLM of regulatory 
actions affecting local spending; and direct DLM to review agency 
statements of local fiscal effect for adequacy. This bill would estab
lish a more useful standard for responding to local mandate issues 
and would enhance state agencies' awareness of the fiscal impact 
regulations can have on local budgets. 
House 3 received a favorable report from the Joint Committee on 

State Administration and is currently pending before the House 
Committee on Ways and Means. 
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An Act Providing for Uniform Administrative Standards in 
the Audit of Federal Aid Funds Received by State Agencies. 

This legislation would provide for uniform standards and overall 
coordination in the audit of federal aid funds. Under this bill, the 
OSA would receive notice from state agencies of federal aid funds to 
be audited, would assist agencies in setting the scope and standards 
for various kinds of audits, and would receive such audits when 
completed by private firms. The intent of the legislation is to en
sure that agencies contract for and obtain audits that meet the re
quirements of all federal and state statutes and regulations and 
that audit duplication and expenses are reduced. 
House 4 received a favorable report from the Joint Committee on 

State Administration and is currently pending before the House 
Committee on Ways and Means. 

An Act Relative to Production of Records for Review by the 
, State Auditor. ' 

This legislation would provide the OSA with the authority to com
pel certain written records from an unresponsive auditee. This au
thority, which has already been granted to the House and Senate 
Post-Audit Committees, the Inspector General, and the Bureau of 
Accounts, is a valuable discretionary tool for improving the effec
tiveness and timeliness of the audit process. Under the bill, if an 
auditee failed to produce records within fifteen days of a written re
quest, the DSA would have the authority to subpoena these records. 
House 5 has passed the House and is currently pending in the 

Senate. 

An Act Relative to the Procurement of Supplies or Services 
by Providers. 

This bill would establish competitive-bidding guidelines and pro
cedures to govern the procurement of supplies or services by provid
ers contracting with the Commonwealth who receive $100,000 or 
more in state funding in any fiscal year. The guidelines that would 
be applied to providers are similar to those that the Commonwealth 
already requires of its own agencies as well as cities and towns. 
Specifically, procurement of a supply or service valued at $1,000-
$9,999 would require the vendor to seek three written or oral quota
tions, while a procurement of $10,000 or more would require writ
ten quotations pursuant to an invitation for bid process. In each 
case, the provider would be required to award the contract to the re-
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House 8 

Legislative Agenda 

sponsible person offering the needed supply or service at the lowest 
quotation. In addition, providers would be required to maintain a 
contract file for the period that they contract with the state. The 
bill also seeks to improve the integrity and disclosure of related
party transactions. Among other provisions, provider officials would 
be prohibited from and subject to a fine for participating in any pro
curement matter in which an immediate family member has a fi
nancial interest. The intent of House 6 is to ensure that the best 
possible price is obtained for goods and services. 

House 6 received a favorable report from the Joint Committee on 
State Administration and is currently pending before the House 
Committee on Ways and Means. 

An Act Authorizing the State Auditor to Audit the General 
Court. 

This bill would authorize the Office of the State Auditor to audit 
legislative accounts as part of its statutory mandate. It is unclear 
under existing statutory authority whether the Office of the State 
Auditor can audit the Legislature's books. Enactment of House 7 
would clarify this matter. 
House 7 received a favorable report from the Joint Committee on 

State Administration and is currently pending before the House 
Committee on Ways and Means. 

An Act Making a Technical Change in Certain Local Aid and 
Auditing Requirements. 

This legislation would repeal Sections 4 and 5 of Chapter 268 of 
the Acts of 1990, as amended by Chapter 138 of the Acts of 1991. 
Chapter 268 of the Acts of 1990 established a formula by which 40% 
of all income, sales, and corporate taxes, combined with the balance 
of lottery funds, was to be distributed to cities and towns as Local 
Aid. The OSA was charged at the same time with publishing an an
nual audit, the primary function of which was to verify that the for
mula was correctly applied and the revenues were properly distrib
uted. As the formula was rescinded in 1991 and the fund is cur
rently audited annually as part ofthe Single Audit ofthe Common
wealth, House 8's repeal of the audit requirement for this fund 
would update the statute and minimize unnecessary expense and 
duplication. 
House 8 has been placed in a study order, H. 5236, by the Joint 

Committee on Taxation. 
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An Act Correcting a Reference in the Debarment Law 

This bill would change an erroneous reference in Section 44C of 
Chapter 149, the statute governing the process by which state agen
cies can exclude certain providers who are found guilty of criminal 
violations or repeated contractual violations from public contracting. 
The section should properly read, "The Commissioner may suspend 
or debar contractors in accordance with the provisions of Section 
29F of Chapter 29." The intent of this legislation is to eliminate the 
confusion that has followed from the incorrect reference. 

House 9 has passed the House and is currently pending in the 
Senate. 
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Private 
Occupational 
Schools: Financial 
Evaluations 

C
hapters 75C, 75D, and 93 of the 
Massachusetts General Laws re- . 
quire the Office of the State Auditor 

. (OSA) and the Department of Edu-
cation to annually evaluate the financial 
and academic qualifications, respectively, of 
applicants for licensure or registration as 
private business, trade, or correspondence 
schools. Schools conducted by employers to 
train their own employees, and schools or 
colleges, chartered or otherwise authorized 
by the Commonwealth, are exempt from the 
mandate of the statutes. These consumer 
protection statutes were enacted to ensure 
that private occupational schools are both 
financially and academically qualified to op
erate in Massachusetts. 

Prior to licensure or registration by the 
Department of Education, all such non-de
gree-granting business, trade, and corre
spondence schools are required to submit fi
nancial statements to the OSA. This infor
mation is evaluated to determine the sol
vency of each applicant. Those schools de
termined to be financially qualified for 
licensure or registration must then secure 
tuition protection in the amount recom
mended by the OSA. 



Private Occupational Schools: Financial Evaluations 

Massachusetts statutes require the OSA 
to annually determine each school's appro
priate tuition protection level, which may 
take the form of a surety bond, an irrevo
cable letter of credit, or a term deposit ac
count payable to the Commonwealth. This 
consumer protection is intended to cover 
potential tuition refunds to students result
ing from fraud, deceptive student recruit
ment practices, or a breach of contract by 
the school. 

At the close of fiscal year 1995, there 
were 139 active private occupational 
schools financially certified for Massachu
setts licensure or registration. During the 
six months ended June 30, 1995, the OSA 
performed 67 financial evaluations. Nine 
schools represented first-time applicants, 
58 reviews covered renewal applications, 
and 5 previously approved schools were re
classified as inactive. 

Private occupational school course offer
ings include: acupuncture, appliance re
pair, art, bartending, broadcasting, busi
ness administration, computer program
ming and technology, dog grooming, floral 
design, industrial technology, massage 
therapy, modeling, photography, plumbing, 
secretarial skills, tractor trailer operation, 
and travel agent training. 
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Audit Reports Issued 

Authority Audits 

AUDIT ISSUE 
AUDIT NUMBER DATE 

1. Acushnet Housing Authority 95-592-2 04/12195 

2. Agawam Housing Authority 95-595-2 04/12195 

3. Ashland Housing Authority 95-601-2 06/13/95 

4. Berkshire County Regional 
Housing Authority 95-590-2 05/11195 

5. Blackstone Housing Authority 95-615-2 06114/95 

6. Chatham Housing Authority 95-629-2 04/19/95 

7. Cohasset Housing Authority 95-636-2 05/11/95 

8. Concord Housing Authority 95-637-2 02/27/95 

9. Danvers Housing Authority 95-639-2 04111/95 
10. Executive Office of Communities 

and Development's Purchase of 
Service System for Nonprofit Housing 
Agencies 94-5022-3 01109/95 

11. Easthampton Housing Authority 95-646-2 04112195 
12. Fairhaven Housing Authority 95-651-2 06/13/95 

13. Georgetown Housing Authority 95-664-2 06/26/95 

14. Grafton Housing Authority 95-666-2 01124/95 

15. Groveland Housing Authority 95-929-2 04119/95 
16. Hanover Housing Authority 95-1288-2 04/11195 
17. Hatfield Housing Authority 95-672-2 04/28/95 
18. Hopedale Housing Authority 95-680-2 04112/95 
19. Hopkinton Housing Authority 95-681-2 01124/95 
20. Lee Housing Authority 95-690-2 01127/95 

21. Manchester Housing Authority 95-703-2 04112195 
22. Massachusetts Bay Transportation 

Authority 94-583-3 03/21195 
23. Mattapoisett Housing Authority 95-709-2 06/26/95 
24 . Norfolk Housing Authority 95-841-2 04119/95 
25. North Adams Housing Authority 95-738-2 04113/95 

26. Northborough Housing Authority 95-744-2 06/26/95 
27. Norton Housing Authority 95-747-2 01124/95 

28. Norwell Housing Authority 95-854-2 04/28/95 

29. Norwood Housing Authority 95-748-2 04/28/95 
30. Orange Housing Authority 95-749-2 04/13/95 

31. Peabody Housing Authority 95-754-2 04113/95 

32. Provincetown Housing Authority 95-1049-2 05/15/95 
33. Raynham Housing Authority 95-903-2 06/26/95 
34. Somerset Housing Authority 95-777-2 02/27/95 
35. South Hadley Housing Authority 95-782-2 02/27/95 

36. Southborough Housing Authority 95-875-2 02/27/95 

37. Southwick Housing Authority 95-783-2 01127/95 

38. Springfield Parking Authority 95-781-2 04/13/95 

94 



Audit Reports Issued 

AUDIT ISSUE 
AUDIT NUMBER DATE 

39. Stockbridge Housing Authority 95·415·2 02/27/95 

40. Swansea Housing Authority 95·793·2 06/26/95 

41. Webster Housing Authority 95·807·2 03/16/95 
42. Westborough Housing Authority 95·809·2 04/13/95 
43. Westport Housing Authority 95·813·2 02/27/95 
44. Wilbraham Housing Authority 95·818·2 04/13/95 

45. Wrentham Housing Authority 95·827·2 06/26/95 

95 



Audit Reports Issued 

Federally Mandated Audits of State-Administered 
Federal and State Programs 

AUDIT 
AUDIT NUMBER 

1. Arlington Housing Authority 95-3022-8 
2. Avon Housing Authority 95-3043-8 
3. Barnstable Housing Authority 95-3037-8 
4. Bellingham Housing Authority 95-3044-8 
5. Belmont Housing Authority 95-3002-8 
6. Billerica Housing Authority 95-3011-8 
7. Bourne Housing Authority 94-3077-8 
8. Brockton Redevelopment Authority 95-3001-8 
9. Brookline Housing Authority 95-3021-8 

10. Chelmsford Housing Authority 95-3025-8 
11. Chelsea Housing Authority 95-3042-8 
12. Chicopee Housing Authority 95-3004-8 
13. Clinton Housing Authority 95-3048-8 
14. Concord Housing Authority 95-3059-8 
15. EPA Construction Grant - 94-3072-1 

Boston Water & Sewer Commission 
16. EPA Construction Grant - 95-3050-1 

City of Beverly 
17. EPA Construction Gr.ant - 95-3041-1 

City of Newburyport 
18. EPA Construction Grant - 94-3073-1 

Town of Barnstable 
19. EPA Construction Grant - 95-3033-1 

Town of Walpole 

20. EPA Construction Grant - 95-3034-1 
Town of Webster 

2l. Easton Housing Authority 95-3032-8 
22. Fall River Housing Authority 95-3049-2 
23. Fall River Housing Authority 95-3060-8 
24. Falmouth Housing Authority 95-3045-8 
25. Framingham Housing Authority 95-3030-8 
26. Halifax Housing Authority 95-3074-8 
27. Haverhill Housing Authority 95-3052-8 
28. Holbrook Housing Authority 95-3010-8 
29. Lexington Housing Authority 95-3024-8 
30. Lynn Housing Authority 95-3046-8 
3l. Mansfield Housing Authority 95-3028-8 
32. Mansfield Housing Authority 95-3040-8 
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ISSUE 
DATE 

06/14/95 

03114/95 
02/27/95 
05/12195 

04118/95 
05/23/95 

01118/95 

02/06/95 
02/06/95 

02113/95 

02/09/95 
03/16/95 

05/31195 

05112195 

03/31195 

06/30/95 • 

06106/95 

04/07/95 

04/07/95 

06/30/95 

04/07/95 

01127/95 
05/08/95 

03/30/95 

01118/95 
06/22195 

04111195 
03/30/95 

05/08/95 

05/08/95 

01119/95 

02/14/95 
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AUDIT ISSUE 
AUDIT NUMBER DATE 

33. Mass. Water Resources Authority Contract - 95-3052-1 04119/95 

Camp Dresser & McKee, Inc. 
34. Maynard Housing Authority 95-3038-8 01123/95 

35. Milford Housing Authority 95-3054-8 05/31195 

36. Natick Housing Authority 95-3068-8 06114/95 

37. North Reading Housing Authority 95-3019-8 05/12195 

38. Pembroke Housing Authority 95-3063-8 06/22195 

39. Pittsfield Housing Authority 95-3039-8 02/27/95 

40. Quincy Housing Authority 95-3009-8 03/03/95 

4l. Revere Housing Authority 95-3007-8 01127/95 

42. Rockport Housing Authority 95-3057-8 05/08/95 

43. Salem Housing Authority 95-3018-8 05/31195 

44. Scituate Housing Authority 95-3012-8 06/22195 

45. Stoughton Housing Authority 95-3051-8 03/30/95 

46. Stow Housing Authority 95-3062-8 05117/95 

47. Wakefield Housing Authority 95-3070-8 06/22195 

48. Ware Housing Authority 95-3055-8 04/07/95 

49. Watertown Housing Authority 95-3047-8 01118/95 

50. Wayland Housing Authority 95-3053-8 06/15/95 

5l. Winchester Housing Authority 95-3017-8 05/31195 

52. Woburn Housing Authority 95-3013-8 02/15/95 
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Audit Reports Issued 

Education Audits 

AUDIT ISSUE 
AUDIT NUMBER DATE 

1. Bristol Community College. 
Federal Student Financial Assistance 
Programs 95·191·2 05/12195 

2. City of Boston's School 
Transportation Contracts 92·6006·9 04/28/95 

3. Framingham State College/Schweitzer 
International Center· Contracts Awarded 
by the Bay State Skills Corporation 94·179·2 01127/95 

4. Greenfield Community College. 
Federal Student Financial Assistance 
Programs 95·194·2 05/12195 

5. Holyoke Community College· 
Federal Student Financial Assistance 
Programs 95·195·2 05/12195 

6. Massasoit Community College· 
Federal Student Financial Assistance 
Programs 95·197·2 05112195 . 

7. Middlesex Community College. 
Federal Student Financial Assistance 
Programs 95·199·2 05/12195 

8. Mount Wachusett Community College· 
Federal Student Financial Assistance 
Programs 95·200·2 06/28/95 

9. Northern Essex Community College. 

Federal Student Financial Assistance 
Programs 95·201·2 05/12195 

10. Salem State College • Controls 
Over Data Processing Operations (EDP) 95·0184·4C 06/29/95 

11. Springfield Technical 
Community College: EDP·Related 
Activities (EDP) 95·0205·4C 05/31195 

12. Westfield State College. 
Federal Student Financial Assistance 
Programs 95·185·2 05112195 

13. Worcester State College· 
Federal Student Financial Assistance 
Programs 95·186·2 05112195 
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Audit Reports Issued 

Human Services Audits 

AUDIT ISSUE 
AUDIT NUMBER DATE 

1. Center for Humanistic Change, Inc. 95-6010-9 03116/95 

2. Commission for the Deaf & 

Hard of Hearing 95-302-2 01124/95 

3. Division of Medical Assistance's 
Benefit Coordination and Recovery 
Section's Third Party Liability Unit 95-5013-2 06/30/95 

4. Hillside Resource and 
Management Corporation, IJ)c. 93-4321-3 06/23/95 

5. Human Service Options, Inc. 93-4331-3 06/30/95 
6. Massachusetts Hospital School 95-301-2 06113/95 
7. Office for Children 94-837-2 05/03/95 
8. Plummer Home for Boys, Inc. 95-4358-3 06/28/95 

9. Quincy Mental Health Center -
Billing Activities and Controls 
Over Data Processing Operations (EDP) 95-0265-4C 05/31195 

10. Rate Setting Commission -
Survey of Data Processing 
Environment (EDP) 95-0034-4R 06/29/95 

11. Soldiers' Home of Massachusetts (Chelsea) 94-65-2 03/23/95 
12. Tri-City Mental Health & Retardation 

Center, Inc. 95-4364-3 02110/95 
13. Walter E. Fernald State School 94-267-2 03/24/95 
14. Western Massachusetts Hospital 95-305-2 05/11/95 
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Audit Reports Issued 

Other Audits 

AUDIT ISSUE 
AUDIT NUMBER DATE 

1. Agency Compliance with Comptroller's 

Year-End Closing Instructions-
Cash & Revenue Management 94-5002-2 04119/95 

2. Agency Compliance with Comptroller's 

Year-End Closing Instructions-
Encumbrance & Advance Fund 
Management 94-5001-2 06115/95 

3. Agency Compliance with Policies, Laws, 
and Regulations Involving Selected 
Payments from State Funds and Nonmajor 
Federal Programs 95-5007-2 06/23/95 

4. Appeals Court 95-1101-2 06106/95 
5. Costs & Expenses Related To Certain 

Debt Issuances 94-5020-3 06/30/95 
6. Court Facilities Rental Accounts 95-5105-7 01112195 
7. Department of Environmental Management's 

Privatization of Skating Rinks 93-5014-3 02/23/95 
8. Department of Revenue's Privatization 

of Mail Opening Services 95-2501-9 03/22/95 
9. Government Land Bank 94-340-2 02/27/95 

10. Lynn District Court 95-1157-2 05/19/95 
11. Massach usetts Correctional 

Institution-Framingham 94-148-2 06/29/95 
12. Massachusetts Legal 

Assistance Corporation 95-1300-2 01127/95 
13. Massachusetts Product 

Development Corporation 95-1319-2 05/31195 
14. Metropolitan Area Planning Council 95-56-6 04/11195 
15. Metropolitan District Commission's 

Privatization of Parking Lot Services 

at Nahant & Nantasket Beaches 95-2502-9 06130/95 
16. Office of the Jury Commissioner 95-1216-2 04/28/95 
17. State Election Campaign Fund 95-5032-2 03/31195 
18. Underground Storage Tank 

Petroleum Product Clean-Up Fund 94-5306-3 01123/95 
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Appendix II 

Division of Local 
Mandates: 
Determinations & 
Cost Studies 
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DLM Determinations & Cost Studies 

LAW, REGULATION, 
OR LEGISLATION 

Proposed Redraft of 
Senate 1332 

Senate 1996 
Line Item 11 04-1 000 

Chapter 314, Acts of 1994 

Archivist of the Commonwealth 
Draft Specifications for Safes 
and Vaults 

G.L.c. 21A, s. 18A 

Chapter 60, Acts of 1994, 
Line Item 7035-0006 

Chapter 129, Acts ofl983 

Chapter 503, Acts of 1983 

Chapter 105, Acts of 1992 
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ISSUE 

Making Health Insurance Available to Domestic Partners of Active and 
Retired Public Employees 

Setting Fiscal Year 1996 Tuition Rate at Private Special Needs Schools 

Relating to the Retirement Rights of Certain Municipal Employees 

Proposed Performance Standards for Safes and Vaults Used to Safeguard 
Public Records 

State Implementation of the Federal Safe Drinking Water Act-Annual 
Assessments Imposed on Public and Private Water Suppliers 

State Reimbursement of Certain Regional School District Pupil 
Transportation Costs 

Printing of Ballot Question Summary Sheet for Voters for the November 1994 
State Election 

The Uniform Polling Hours Law as it Relates to the March 1996 
Presidential Prirnaty 

Split Voting Precincts Resulting from the Congressional Redistricting Act 



RESULT 

Article 115 of Mass. Constitution Enactment Standards Apply. 
State Funding or 2/3 Vote of House & Senate Required for 
Mandate to be Binding. Fiscal Impact Information Provided 
to Committee on Public Service. 

Pre-1981 Mandate 

Courts Have Ruled that Local Mandate Law is not Applicable 
to G.L. c. 32B Retirement Mandates 

Local Option for Municipalities to Implement New Standards 

Federal Mandate to Conduct Water Quality Testing; 
Assessments Collecte4 from Water Users 

Pre-1981 Law Conditions Full State Reimbursement 
"Subject to Appropriation." 

Incidental Cost Mandate 

Mandate 

Mandate for Six Cities and Towns 

DLM Determinations & Cost Studies 

FUNDING 

Recommended 

Not Applicable 

Not Applicable 

Not Applicable 

Not Applicable 

Not Applicable 

Not Applicable 

DLM Statewide Cost Estimate of 
$477,600 Submitted to Secretary of 
State for Funding Distribution 

DLM Certified Mandated Costs of 
$37,053 Distributed by EOAF to . 
Affected Cities and Towns in April 
1995 
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