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STATE HOUSE, BOSTON 02133 

May 1997 

His Excellency William F. Weld, Governor 
Honorable A. Paul Cellucci, Lieutenant Governor 
Honorable Thomas F . Birmingham, President of the Senate 
Honorable Thomas M. Finneran, Speaker of the House of Representatives 

TEL . (617 ) 727-2075 

Honorable Stanley C. Rosenberg, Chairman of the Senate Committee on Ways and Means 
Honorable Paul R. Haley, Chairman of the House Committee on Ways and Means 
Honorable Members of the General Court: 

I am pleased to submit herewith the Semi-Annual Report of the Audit Results and 
Activities of the Office of the State Auditor (OSA) for the period July 1, 1996 through 
December 31, 1996. 

This twentieth report continues a format that organizes audit results by recurring 
findings within sectors 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 findings or recommenda
tions. Also included are activities of the OSA's Division of Contract Review and 
Privatization Determinations and the Division of Local Mandates. 

In addition, I have included proposed and ongoing initiatives in order to inform 
officials and the public of significant current audit activity. These planned initiatives 
include a statewide review of unclaimed "Bottle Bill" revenues, which was undertaken 
in response to audit findings that indicated potential control and management problems 
relative to these funds (pages 55, 62). I would also like to call attention to a related DLM 
review of the Commonwealth's Clean Environment Fund and its impact on state and local 
government (page 88). 

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 Common
wealth provides its citizens. 
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Office of the 
State Auditor: 
Authority and 
Responsibilities 

The Office of the State Auditor (OSA) 
operates under the direction and control of 
the State Auditor, A. Joseph DeNucci, an 
independently elected constitutional officer. 
The OSA provides the Governor, the Legis
lature, auditees, oversight agencies, and the 
general public with an independent evalua
tion of the various agencies, activities, and 
programs operated by the Commonwealth. 
The State Auditor is mandated, under Chap
ter 11, Section 12, of the Massachusetts Gen
eral Laws (MGLs), to conduct audit work at 
least once every two years at all depart
ments, offices, commissions, health and 
higher education institutions, and agencies 
of the Commonwealth, including its court 
system and Authorities. Not including spe
cial audit projects, the number of primary 
entities requiring audit coverage totals ap
proximately 600. Furthermore, under Chap
ter 7, Sections 52 through 55, MGLs, the 
Auditor has mandated responsibilities rela
tive to privatization initiatives. The Auditor 
also has authority to audit the thousands of 
vendors that contract with the Common
wealth and its instrumentalities, as well as 
federally aided programs. 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 of legisla
tion and regulations on cities and towns. 



The OSA conducts financial, performance, and 
electronic data processing audits in accordance 
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 Audit
ing Standards (GAGAS) and as the Yellow Book 
standards. 

OSA audit activities include the following 
ojectives: 

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

• Determining whether the Commonwealth's re
sources are properly safeguarded; 

• Determining whether such resources are prop
erly and prudently used; 

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

• Obtaining an understanding of an entity's in
ternal 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 disclosed 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 account
ing and administrative controls, financial opera
tions, program results; and efficiency and effec
tiveness can be improved. An important compo
nent of most audits is the exit conference, during 
which the auditee is given an opportunity to 
respond to the audit and its recommendations. 
The OSA also offers technical assistance where 
appropriate. In short, the OSA is not simply a 
critic but is an agent, an advocate, and a catalyst 
for improved management and delivery of gov
ernment services. 
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Audit Results, 
Recommendations, 
Initiatives, and 
Corrective Actions: 
Overview 

During the report period July 1, 1996 
through December 31, 1996, the Office of the 
State Auditor issued 134 audit reports cov
ering: Authorities, institutions of public 
higher education, human service agencies, 
judiciaryllaw enforcement entities, and vari
ous other state activities. For a complete 
listing of audit reports, see the Appendix on 
page 98. In these reports the OSA disclosed 
millions of dollars in financial and opera
tional deficiencies and provided recommen
dations intended to safeguard the 
Commonwealth's assets and to improve the 
effectiveness and efficiency of governmental 
operations. 



Each type of entity audited by the OSA is 
governed by particular laws and regulations; 
is required to maintain financial records prop
erly; and, of course, is expected to operate 
economically and effectively. OSA audits are 
not intended to sensationalize, but rather to 
present an accurate appraisal of financial 
management, legal compliance, and, where 
appropriate, program effectiveness and effi
ciency. 

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 criti
cal individual audit results, are the basis of 
OSA legislative and administrative initia
tives and recommendations. 

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

5 
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Special Reviews 
underthe 
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. The law, Chapter 7, 
Sections 52 through 55, MGLs, applies to 
contracts that have an aggregate value of 
$100,000 or more. 

Pursuant to this law, the privatization 
process includes preparing a detailed 
statement of services to be used in soliciting 
competitive bids, estimating the most cost
efficient method of providing those services 
with agency employees, and, finally, comparing 
the in-house cost with the cost of contract 
performance. Additionally, the agency is 
responsible for ensuring that the private bids 
and private contract, if ultimately awarded, 
contain all Chapter 296 provisions regarding 
wages, benefits, and personnel. 

It is the responsibility ofthe State Auditor 
to independently determine whether the 
process followed by the agency meets the 
requirements ofthe 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 law also 



Special Reviews under the Privatization Statute 

authorizes the State Auditor to adopt 
regulations and prescribe forms to carry out 
statute provisions. The OSA's Division of 
Contract Review and Privatization 
Determinations, in response, issued a guide 
in March 1994 outlining the process and 
prescribing the forms agencies must use in 
preparing and submitting certification data. 

Since the enactment of Chapter 296, the 
OSA has responded to more than 60 requests 

. from the Legislature and the public to clarify 
or investigate specific agency compliance 
issues. OSA responsibilities have included 
meetings with concerned parties, 
correspondence, document requests and 
reviews, and determinations relative to these 
inqUll'les. 

In addition, during the current report 
period, the OSA issued five formal 
determinations on privatization proposals. 
Results of the State Auditor's review of these 
proposals are detailed below. 

Finally, the OSAhas many responsibilities, 
apart from Chapter 296, relative to contract 
monitoring. In this audit period, the OSA 
completed a follow -up audit on the privatization 
of state skating rinks and issued two audits of 
vendors that performed services under state 
contracts. 

7 



Special Reviews under the Privatization Statute 

Privatization Determination Results 

The 
Massachusetts 
Bay 
Transportation 
Authority (MBTA): 
Proposal to 
Privatize the 
Cleaning and 
Maintenance of 
Bus Shelters 

The 
Massachusetts 
Highway 
Department: 
Proposal to 
Privatize the 
Maintenance of 
State Roads in 

. Worcester County 
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During the report period, the OSA reviewed privatization 
proposals submitted by the Massachusetts Bay Transportation 
Authority, the Massachusetts Highway Department, and Holyoke 
Community College . 

• The MBTA, on July 22, 1996, submitted to the State Auditor a 
proposal to privatize the cleaning and maintenance of its bus 
shelters. OSA staff conducted a review of this submission to 
determine whether it met the core requirements of the privatization 
statute and was accompanied by necessary supporting 
documentation. 

The State Auditor determined on August 15, 1996 that the MBTA 
had not met the requirements ofthe privatization statute in that it 
had not demonstrated that the proposed contract cost would be less 
than the estimated cost of keeping the service in-house. The State 
Auditor cited the unreliability and incompleteness of the contractor's 
projected estimate, which did not include any costs for supplies, 
equipment, repairs, or insurance. In addition, the MBTA did not 
provide sufficient evidence of the contractor's compliance with 
relevant regulatory statutes. 

For these reasons, pursuant to Section 55 of Chapter 7, MGLs, the 
State Auditor notified the MBTA of his objection to the awarding of 
this contract . 

• The Massachusetts Highway Department, on July 23, 1996, 
submitted to the State Auditor five contract proposals relative to 
highway maintenance. OSA staff conducted a review of this 
submission to determine whether it met the core requirements of 
the privatization statute and was accompanied by necessary 
supporting documentation. 

The State Auditor determined on August 15, 1996 that three of the 
proposals did not fall within the jurisdiction of the privatization law. 
In these instances the work was to remain in-house, a management 
decision not defined under statute as a privatization contract. 
Should the agency, at some later point, select a private contractor 
to perform this work, the proposals would then be subject to the 
requirements of the privatization law. 



Holyoke 
Community 
College: Proposal 
to Privatize Food 
Service 
Operations 

Special Reviews under the Privatization Statute 

Regarding the two remammg proposals, the State Auditor 
determined that the Massachusetts Highway Department had not 
met the requirements of the privatization statute. Specifically, 
the Department did not demonstrate that the contracting out of 
these services would result in a cost savings. Furthermore, the 
Department presented none of the required information and 
documentation regarding the quality of services to be provided by 
the designated bidder, and did not certify and demonstrate that 
the designated bidder had historically complied with relevant 
federal and state statutes. 

As a result of these deficiencies, the State Auditor, pursuant to 
Section 55 of Chapter 7, MGLs, notified the Massachsetts Highway 
Department of his objection to the awarding of this contract. 

• Holyoke Community College, on August 23, 1996, notified the State 
Auditor of its intent to award a privatization contract for the 
operation of its cafeteria and catering service. 

The State Auditor determined on September 26, 1996 that Holyoke 
Community College had complied with the provisions of Chapter 
7, Sections 52 through 55, MGLs, in awarding this privatization 
contract. Having food service provided by contract for one year 
would yield net revenues of $29,880, whereas having the services 
perform~d in-house would result in a loss of approximately 
$25,314, thereby generating a projected savings of $55,194 through 
privatization. In addition, the quality of food services to be 
provided by the designated bidder was certified to be equal to or 
greater than that which had been provided by College employees. 
Finally, all wage, benefit, and personnel requirements were 
fulfilled. 

Accordingly, the State Auditor approved the College's award of 
this contract to the designated vendor. 

9 



Special Reviews under the Privatization Statute 

The 
Massachusetts 
Bay 
Transportation 
Authority (MBT A): 
Proposal to 
Privatize the 
Cleaning and 
Maintenance of 
Bus Shelters 

The 
Massachusetts 
Highway 
Department: 
Proposal to 
Privatize the 
Maintenance of 
State Roads in 
Worcester County 
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• The MBTA, on November 12, 1996, resubmitted to the State 
Auditor a proposal to privatize the cleaning and maintenance of 
its bus shelters. 

The State Auditor determined on December 11, 1996 that the 
MBTA had not resolved two major issues necessary for compliance 
under the privatization statute. Specifically, the Authority had not 
demonstrated that the proposed contract cost would be less than the 
estimated cost of keeping the service in-house, taking into account 
all comparable types of costs. In addition, the MBTA did not provide 
certification of the proposed contractor's good standing with state 
and federal tax collection agencies. 

For these reasons, pursuant to section 55 of Chapter 7, MGLs, the 
State Auditor notified the MBTA of his objection to the awarding of 
this contract. 

• The Massachusetts Highway Department, on November 12, 1996, 
resubmitted to the State Auditor two privatization contracts for 
highway maintenance. 

The State Auditor determined on December 12, 1996, that the 
Department had complied with the provisions of Chapter 7, Sections 
52 through 55, MGLs, in awarding these privatization contracts. 
The Department documented that the quality of services to be 
provided by the contractor was at least equal to that which had been 
provided by state employees, that the contractor had no record of 
noncompliance with relevant statutes, and that the cost of having 
the work performed under the contracts would be less than the 
estimated cost of having the work done in-house. Based on the 
DSA's review, the cost of performance for the two-year period of the 
contracts was $6,926,653, or $1,660,385 less than the estimated 
cost of$8,587,038 to perform the work with Department employees. 

Accordingly, the State Auditor approved the Massachusetts Highway 
Department's award of the subject contracts to the designated 
vendor. 
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Authority Audits 
During the report period, the OSA issued 

72 audit reports relative to housing authori
ties and other independent entities, 30 of 
which were federally mandated audits of state
administered federal and state programs. 
Many of these reports identified recurring 
audit results which, ifaddressed, will improve 
financial management of these Authorities 
and, in turn, help to safeguard state and 
federal funds. Two of these audits disclosed 
the results of OSA reviews of Massachusetts 
Bay' Transportation Authority privatization 
proposals and are detailed within "Special 
Reviews under the Privatization Statute," 
which begins on page 6. 



Audit Results 

Delays in Renting 
Apartments 

Inadequate 
Accounting and 
Administrative 
Controls 

Authority Audits 

OSA reports disclosed that certain housing authorities did not 
move expeditiously to fill vacant apartments. Prolonged vacancies 
could result in potential rental income losses and in delays in 
providing needed housing to eligible low-income applicants. 

• Brimfield Housing Authority continued to exceed state guidelines 
of 21 working days for placing new tenants in vacated units. As a 
result, during 1995, the Authority lost approximately $2,369 in 
potential rental income. 

• Gloucester Housing Authority had extended unit vacancies during 
1995, resulting in a loss of $2,947 in potential rental income. In 
addition, the Authority did not document the condition of vacated 
units or the reasons for delays in preparing units for occupancy. 

• North Brookfield Housing Authority had twelve vacant units , ten 
of which were not reoccupied in a timely manner. These units 
were vacant between one and 108 days in excess of state guidelines. 
As a result, the Authority lost $1,978 in potential rental income 
during 1995, plus an additional $2,676 from January 1, 1996 to May 
28,1996. 

• Templeton Housing Authority had vacancies ranging from 30 to 220 
days longer than state guideline requirements. As a result ofthese 
delays, the Authority, in 1995, lost $7,383 in potential rental 
income, $1,293 of which was attributable to one unit that required 
structural repairs. 

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

• Auburn Housing Authority received $100,423 in federal advance 
funds that it did not expend during the fiscal year for which they 
were appropriated. Because the Authority's Executive Director 
could not document that the U.S. Department of Housing and Urban 
Development (HUD) had been notified of this matter as required, 
the OSA recommended that notification, with a planned repayment 
schedule, be resubmitted. This was done, and on July 15, 1996 HUD 
approved the repayment plan. 

13 



Authority Audits 

Inadequate 
Accounting and 
Administrative 
Controls 
(Continued) 
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• Barre Housing Authority had several deficiencies in its financial 
management system. These included inadequate bank reconcilia
tion procedures, which resulted in variances between recorded cash 
balances and actual fund balances; inadequate controls overwasherl 
dryer income; and unexplained variances between amounts recorded 
on tenant ledger cards as outstanding balances and accounts receiv
able amounts recorded on the Authority's financial records. In 
addition, the Authority had not made $15,583 in agreed-upon pay
ments in lieu of taxes to the Town of Barre since 1992. 

• Barre Housing Authority's financial statements incorrectly reported 
an overpayment due to the Department of Housing and Community 
Development. The Authority reported $2,036 in excess funds 
received for its Housing Assistance Payment (HAP) Program. 
However, the OSA's review of the Authority's HAP request and 
revenues received indicated that the Authority had actually been 
underpaid a total of $12,800. 

• Boston Housing Authority lost $322,062 on a $3,045,777 investment 
in Government National Mortgage Association (GNMA) securities. 
'The invested funds had been received from the state for the 
modernization of Authority housing. The loss was due, principally, 
to increases in interest rates, which caused the GNMA securities to 
be devalued, and to penalties assessed for early withdrawals of 
funds. The OSA also noted numerous errors in accounting for the 
GNMAfunds, which may have had an impact on the loss calculations. 
The auditee responded that the intent of those who made the 
investment decisions, none of whom were currently employed by the 
Authority, was to maximize interest on investments. However, the 
risks associated with this type of investment were not fully 
understood. Currently, Authority funds that are not invested in U.S. 
Treasury Bills are kept in interest-bearing money market funds 
where principal is protected and funds are readily available to pay 
Authority bills. 

• Brookfield Housing Authority had not properly closed out the 
development phase of a project that had been in occupancy for over 
ten years, nor had it returned excess funding it had received for 
building costs to the Department of Housing and Community 
Development (DHCD). Instead, the Authority used $45,759 of these 
funds to subsidize operating deficits from 1993 through 1996. The 
OSA recommended that the Authority and DHCD resolve the 
disposition and amount of excess development funds as well as the 
status of the funds borrowed to subsidize deficits. The Authority had 
begun to take the necessary steps to resolve these issues at the close 
of the audit period. 



-

Authority Audits 

• Dracut Housing Authority did not segregate the accounting entries 
for its modernization projects by project or by cost category as 
required by the U.S. Department of Housing and Urban Develop
ment. As a result, the distribution expenditures for individual 
projects could not be verified. The Authority also used a method of 
allocating payroll costs that did not allow for dissimilar state and 
federal salary rates and did not reflect the fact that the number of 
state units had increased relative to federal units over the years. The 
Authority indicated that its new fee accountant was preparing 
budgets in a manner that resulted in a more equitable cost distribu
tion between state and local programs. 

• Gloucester Housing Authority compensated nine employees during 
the fiscal year ended June 30, 1995 in excess of approved payroll 
levels. As a result, payroll expenditures exceeded state-approved 
budgeted payroll amounts by $4,240. 

• Gloucester Housing Authority, while making substantial 
improvements in its tenant accounts receivable system and in 
increasing the accuracy of rent calculations, still had excessive 
accounts receivabl~ balances and incomplete tenant files. 

• Hampden Housing Authority, through an oversight, did not withhold 
Social Security and Medicare taxes from one employee. The OSA 
determined that approximately $4,700 were owed, jointly by the 
employee and the Authority, to the Internal Revenue Service. This 
amount would also be subject to interest and penalties. 

• Littleton Housing Authority did not maintain time sheets for its 
Executive Director. In addition, time sheets for a maintenance 
employee and a part-time administrative clerk lacked evidence of 
supervisory review. As a result, the Authority could not be assured 
that all payroll expenditures were correct and appropriate. In 
addition, although the Authority properly withheld federal taxes, it 
did not have on file required Internal Revenue Service W-4 tax 
withholding forms. 

• Lowell Regional Transit Authority, during the report period, did not 
reconcile daily revenue recorded on automated fare boxes to the 
amount of cash counted manually each day. Without reconciling the 
daily readings of fare box revenue to the amount of cash counted 
daily, the Authority had limited ability to identify variances in a 
timely manner and inadequate assurance that all fare box revenues 
collected were properly deposited and recorded on its books. After a 
private audit corroborated this finding, corrective action was 
instituted by the Authority on May 13, 1996. The OSA reviewed 
subsequent daily activity and found that the recommended 
reconciliations were in fact being performed. 

15 



Authority Audits 

Inadequate 
Accounting and 
Administrative 
Controls 
(Continued) 

Inadequate 
Controls over 
Property and 
Equipment 

16 

• West Boylston Housing Authority had several deficiencies in its 
financial management system. Specifically, procedures concerning 
reconciliation of bank statements were inadequate; funds were 
improperly commingled; and interproject loans were not properly 
recorded. Due to these weaknesses, the Authority's financial 
reports contained errors, and unresolved variances occurred. 

State regulations require that housing authorities conduct annual 
physical inventories of property and equipment, tag equipment, and 
annually update inventory listings . In addition to ensuring 
accountablility for property and equipment, adequate inventory records 
serve as a source of insurance coverage information in the event of a 
casualty loss, as a basis of comparison with the previous year's physical 
inventory, and as financial planning data. Several reports identified 
areas where inventory controls needed improvement in order to 
,adequately safeguard property and equipment and to protect these 
fixed assets from possible loss, theft, or misuse. 

• Barre Housing Authority did not conduct an annual physical 
inventory of its property and equipment. In addition, records of 
fixed assets were in need of updating, and fixed asset valuations 
were not recorded on financial reports. As a result, the Authority 
could not be assured that its property and equipment were adequately 
safeguarded or accurately recorded on its books. 

• Boston Housing Authority had several inventory control deficiencies 
at its central stores facility. For example, the duties of stock room 
employees were not adequately segregated; the computer security 
clearance level of stock room clerks was misclassified; and a listing 
of personnel authorized to approve requisitions was not maintained. 
As a result, there was inadequate control over the receipt, 
distribution, and documentation of inventory items. In addition, a 
physical count of inventory items on hand indicated significant 
variances from Authority records, and a review of gasoline distributed 
to the Authority's fleet of vehicles indicated variances between 
gasoline pump readings and the amounts recorded on gasoline 
requisition forms. Finally, the Authority's inventory system was 
not integrated and coordinated with other operations, such as 
purchasing. Therefore, the Authority lacked the ability to track 
inventory items from their arrival to their ultimate destinations, 
and could not be assured that all purchased items were appropriately 
distributed to the proper location. 



-

Potentially Unsafe 
and Unsanitary 
Conditions 

Authority Audits 

• West Boylston Housing Authority had not conducted a physical 
inventory or updated fixed assets records since 1992. In addition, 
some equipment items were not properly tagged, and 
improvements were needed in the recording and reporting of 
fixed asset valuations. As a result of these deficiencies, the 
Authority could not be assured that its property and equipment 
were properly safeguarded or accurately recorded on its books. 

The two Authoritites noted below needed to take further action to 
correct potentially hazardous conditions. 

• East Longmeadow Housing Authority had three elder housing 
projects in need of extensive repairs. An OSA inspection found 
cracked and warped siding, which caused nails to pop out of the 
siding and allowed water to seep behind it. In addition, roofing 
shingles were buckling, which could result in rain damage to 
apartment interiors. Finally, there were areas in the sidewalks and 
parking lots that had either risen or sunk and, as such, presented a 
hazard to elderly tenants. 

• Topsfield Housing Authority constructed and was operating a 
wastewater treatment plant without the proper permits or licenses. 
The OSA, in a prior audit, recommended that all involved parties 
address and resolve this situation in the best interest ofthe public 
and Authority residents. However, although the Authority had 
taken some corrective actions, including initiating communication 
with appropriate oversight agencies and hiring a licensed treatment 
plant operator to monitor plant operations, it continued to operate 
the unauthorized treatment plant outside state environmental code 
regulations. 

17 
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Special Audit Section 

The Executive 
Office of 
Communities and 
Development 
(EOCD): 
Massachusetts 
Rental Voucher , 
Program 

18 

The OSA conducted a statewide audit of the Massachusetts 
RentalVoucher Program (MRVP) , which provides low-income 
families and elderly or handicapped individuals with rental 
assistance services within their local communities. As of June 30 , 
1995, over 160 public and nonprofit entities provided such services 
under contract with the Executive Office of Communities and 
Development (now the Department of Housing and Community 
Development). From its inception on November 1, 1992 to June 30, 
1995, the program received $164 million. 

This review, conducted at 48 housing authorities and 4 nonprofit 
housing agencies, disclosed that the MRVP was functioning as 
intended by the Legislature. The audited entities were generally in 
full compliance with state regulations and had in place adequate 
systems of internal controls to account for the state housing assistance 
funds they received. 

Moreover, the OSA determined that the MRVP had been fair and 
equitable in its treatment of applicants and that state funds had 

'been expended efficiently and properly to achieve MRVP's objective 
of providing housing assistance to some of the state's neediest 
residents. 

The OSA did make two recommendations, which referred to the cost 
allocation and distribution of program administrative funds and the 
need to increase adminlstrative fee allowances at the service delivery 
level. In response, the Department of Housing and Community 
Development indicated that it had secured additional funding in order 
to increase administrative fees . The new fees are intendeq to cover the 
actual costs of providing local housing services. 



Authority Audits 

Prior Audit Results: Corrective Actions 
-

Brookfield 
Housing Authority 

Hampden 
Housing Authority 

Lowell Regional 
TransitAuthority 

Manchester 
Housing Authority 

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 
Authorities have taken corrective actions as recommended by the OSA. 

• The Authority has improved its rent determination procedures by 
performing all rent reviews on an annual basis. 

• The Authority, while still needing to resolve a problem relative to 
the use of excess development funds to subsidize operating deficits, 
has made substantial improvements in its administrative and 
accounting controls. The Authority is now maintaining a general 
ledger and posting all financial activity; preparing budgets and 
forwarding them to the Department of Housing and Community 
Development; and paying its electric, fuel, and other bills in a timely 
manner. 

• The Authority took action to address an investment in mutual funds 
that was not acceptable according to federal regulations and had 
resulted in a substantial loss of principal. The Authority sold the 
mutual funds, resulting in a loss of $151,071. Subsequently, as 
recommended, the Authority joined a class action suit filed by 
investors claiming misrepresentation by the mutual fund company. 
Under the terms of the settlement agreement, the Authority will 
recover $42,950 plus interest. As of March 31,1996, all Authority 
funds were in investments approved by the U.S. Department of 
Housing and Urban Development. 

• The Authority has strengthened its procurement procedures by 
properly rebidding and awarding expired service contracts. 

• The Authority has continued to make progress in reducing the 
number of days needed to rehabilitate and rent vacant apartments. 
During the period July 1, 1995 to June 30, 1996, the Authority 
reduced the total of potential rental income losses to $324, a loss 
reduction of over 71% from the fiscal year ended June 30, 1994. 
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• The Corporation has improved its administrative and accounting 
controls by fully documenting expenditures, including an indication 
of how each payment benefited its operations. In addition, the 
Corporation's policy manual has been updated to include a new 
section specifically delineating expense documentation standards 
for all travel, entertainment, and meals expenses. 

• The Authority has improved its procedures for preparing and filling 
vacant apartments, which has reduced potential rental income 
losses. 

• The Authority, in the current audit period, remitted its 
unemployment contributions on a current basis. 

• The Authority has strengthened controls over its property and 
equipment by conducting a physcial inventory, preparing an 
inventory listing, tagging all equipment items, and assigning and 
recording fixed asset valuations. 

• The Authority has strengthened controls over its fixed assets by 
conducting a physical inventory, tagging equipment items, and 
recording inventory valuations on its books of account. 

• The Authority has improved inventory controls by conducting a 
physical inventory, properly tagging equipment items, and properly 
recording the acquisition or replacement of fixed assets. 



Initiatives 

Massachusetts 
Water Resources 
Authority (MWRA) 

Massachusetts 
Turnpike 

Massachusetts 
Port Authority 
(Massport) 

Authority Audits 

The following is an update of planned and ongoing special OSA 
initiatives in the area of Authority audits: 

• The OSA is continuing its review of the MWRA's activIties 
relative to the administration of the Boston Harbor Cleanup 
Project, which includes, but is not limited to, contract awards and 
amendments, project scheduling, and anticipated costs and 
funding. It also includes an assessment of the system of internal 
controls that the MWRA has established for estimating, 
monitoring, and controlling project costs. This audit will result 
in a series of reports, seven of which had been issued as of 
December 31, 1996. 

• The OSA is continuing its review of the Authority's short-term and 
long-term expansion and capital improvement plans. Specifically, 
the audit is analyzing the Authority's $500 million five-year major 
capital improvement program to reconstruct, improve, and modernize 
the Massachusetts Turnpike. The audit will determine whether 
activities comply with applicable laws and regulations and result in 
effective, economical, and efficient utilization of resources . The 
audit will also examine the costs versus the revenue generated for 
each section of the Turnpike. 

• The OSA is reviewing and analyzing Massport's $1.2 billion 
improvement project known as the "Logan 2000" plan. The audit 
will examine 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 regulations . 
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• The OSA is continuing to review and analyze the MBTA's expansion 
plan, including the Old Colony Rail project, the Commuter Rail to 
Worcester project, and the Blue Line Rehabilitation and Improvement 
project. In addition, the audit is reviewing the MBTA's cost study 
comparing the Old Colony Railroad to a proposed ferry system to 
ensure that all costs of competing 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' environmental concerns relating to the 
Old Colony Commuter Rail project and the MBTA's plan to 
restore lost green space. This audit will result in a series of 
reports, the first of which, pertaining to the construction of a new 
police headquarters at Newmarket Square, has been issued. 



Authority Audits 

-
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Education Audits 
During the report period, the OSA re

leased seventeen audits pertaining to educa
tion, including eight audits of federal finan
cial assistance programs at various institu
tions. One of these audits disclosed the 
results of a review of a Holyoke Community 
College privatization proposal and is de
tailed within "Special Reviews under the 
Privatization Statute," which begins on page 
6. A second report reviewed Electronic Data 
Processing (EDP) activities and is detailed 
in the EDP Audit section on page 64. 



Audit Results 

Inadequate 
Accounting and 
Administrative 
Controls 

Education Audits 

Adequate accounting and administrative controls assist entities 
in maximizing revenue potential and minimizing vulnerabilities to 
waste and lost income. The following colleges needed to strengthen 
their internal control procedures. 

• Salem State College still had not developed and documented an 
internal control system as required under Chapter 647 of the Acts 
of 1989. Furthermore, the OSA review identified several areas of 
serious internal control weaknesses, including inadequate segre
gation of duties, untimely recordings of certain program receipts 
and disbursements, and failure to report certain time sheet 
improprieties to the proper oversight agencies. As a result, the 
College increased the risk of errors in accounting records, as well 
as the potential that such errors would go undetected, and filed 
inaccurate financial statements. 

• Salem State College did not perform monthly reconciliations 
between in-house records of its nonappropriated fund activity 
and Massachusetts ManagementAccounting and Reporting System 
(MMARS) reports. As a result, the College could not verify that 
information appearing on MMARS reports was accurately recorded, 
processed, and in balance with records maintained at the school. In 
addition, the College's reporting of nonappropria ted fund inform a tion 
for the federally mandated year-end Single Audit of the 
Commonwealth was incomplete and incorrect. Proper revenue 
information is essential to accurate reporting by the state to the 
federal government of the Commonwealth's financial position. 

• Salem State College, over an eighteen-month period, procured 
goods and services totaling $674,992 from six vendors without 
using a competitive selection process or approved statewide 
vendor listings. As a result, the College could not be assured that 
it had obtained the best prices possible for services rendered. 
Furthermore, since the College had not established an internal 
control plan in accordance with state law, it could not reasonably 
ensure proper administrative and accounting controls over such 
procurement activities as documenting expenditures, conducting 
transactions through the College Purchasing Department, and 
certifying that services rendered were in accordance with the 
terms of the contract or purchase order. 
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• The University of Lowell Building Authority, during fiscal year 
1995, did not have written, competitive professional service 
contracts for its accountant and its attorney. The powers and 
duties of the Authority were subsequently transferred to the 
University of Massachusetts Building Authority, which adopted 
a policy, effective October 1996, of using a formal, competitive 
selection process when awarding contracts for professional 
serVIces. 

• The University of Lowell Building Authority, during fiscal year 
1995, was owed $62,043 by the City of Lowell for costs associated 
with an environmental investigation of property proposed as a site 
for a new baseball complex. Although the Authority performed 
the agreed-upon testing, as of the close of the audit period, the 
Authority had not requested or received reimbursement for its 
work. Chapter 267 of the Acts of 1995 terminated the University 
of Lowell Building Authority and transferred its powers, duties, 
and properties to the University of Massachusetts Building 
Authority, which was ultimately reimbursed in July 1996. 

• The University of Massachusetts Building Authority, during 
fiscal year 1995, spent $303,475 for accounting and legal services 
without utilizing a competitive bidding process. Although 
Authorities are not required by law to follow a competitive bid 
process when awarding service contracts, it is sound business 
practice to do so. The Authority, as of October 1996, voted to issue 
requests for proposals for all service contracts and to develop 
written service procurement policies and procedures. 

• University of Massachusetts-Dartmouth did not adequately 
segregate duties relative to its Student Emergency Fund 
transactions. This fund, supported by private donations and utilized 
to provide small, emergency studentloans, was essentially controlled, 
except for loan approvals, by a clerk in the office of an Associate 
Dean. This clerk collected funds, posted fund donations and 
repayments, deposited receipts, and performed monthly bank account 
reconciliations. As a result, conditions existed in which irregularities 
could occur and go undetected for a long period of time. The audit 
revealed a variance of$7,080, which may have resulted from theft. 

Pursuant to the requirements of Chapter 647 of the Acts of 1989, 
the Internal Control Statute, the OSA made recommendations 
for strengthening the control environment. Because criminal 
conduct might have been a factor in the shortage offunds that was 
identified, the Bristol County District Attorney's Office was 
conducting a separate investigation. See page 77. 
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Inadequate 
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Inadequate 
Program Oversight 

Education Audits 

All state entities are required to keep complete inventories and 
to tag equipment in order to ensure that property is safeguarded and 
used for its intended purposes. In the report detailed below, 
conditions were noted that, if left uncorrected, could result in the 
loss of equipment items and in errors in the reporting of fixed asset 
holdings and activity. 

• Salem State College was cited in a prior audit for not recording 
any equipment acquired since 1988. This follow-up review dis
closed that an internal memorandum was sent in January 1995 by 
the Fiscal Affairs Office requesting that all College departments 
provide an inventory update of equipment valued at more than 
$15,000. However, as of December 1995 none of these items or 
valuations were reflected on the College's fixed assets records . In 
addition, the College had not entered its fixed assets activity on 
the Massachusetts Management Accounting and Reporting Sys
tem for fiscal year 1995 and still needed to enter information 
regarding College buildings for fiscal years 1993 and 1994. As a 
result of these deficiencies, the College could not ensure that its 
fixed assets were properly safeguarded or accurately recorded on 
its books and on reports made to the Commonwealth. 

The OSA reviewed the Department of Education's (DOE) licensing 
and monitoring of 105 private post-secondary business and trade 
schools for the two year period ended July 31, 1994. The audit 
examined specific functions required of DOE under law and regulation 
and, additionally, attempted to determine whether DOE had adequate 
procedures for detecting those schools operating without proper 
licensure. The OSA review disclosed the following issues, all of which 
relate to an overall finding that funding and staffing levels for licensing 
and monitoring of these schools were inadequate to perform all mandated 
functions. 

• DOE needed to increase its number of site inspections and 
improve its documentation of the results of inspections made. 
During 1993 and 1994, very few schools were visited. The rate of 
inspection subsequently improved, with site visits made to 73% 
of licensed business and trade schools during the two-year period 
ended September .30, 1996. Since inspectional site visits are the 
only means for verifying the veracity and accuracy of materials 
and information submitted by applicants for licensure, the OSA 
recommended that documented monitoring reviews be conducted 
at all licensed facilities. 
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• DOE issued a memorandum eliminating the requirement, 
mandated by state law, that licensed business and trade schools 
submit all promotional materials for approval prior to utilization. 
The memorandum stated that, due to reduced staffing, it had 
become increasingly difficult to carry out the mandatory oversight. 
The OSA recommended that DOE take immediate steps to 
reinstitute departmental review of promotional materials, a 
requirement intended to ensure that schools are not publishing 
advertisements containing untrue, deceptive, or misleading 
information. 

• DOE, while improving its procedures for documenting instructor 
approval, needed further enhancements in order to ensure that 
instructors employed by licensed schools are qualified to teach their 
assigned courses. The OSA recommended, for example, that 
instructors be required to provide documented evidence of recent 
work or teaching experience in their field and that letters of 
recommendation written on their behalf be verified. 

• DOE needed to improve the timeliness of its relicensing of private 
business and trade schools. Although schools are supposed to 
receive reapplication packages three months prior to the expiration 
date of their license, the OSA noted that approximately half of the 
schools reviewed received such notification over three months after 

. their prior license had expired. The OSA recommended that DOE 
institute and adhere to a strict time schedule for renewal notices and 
the reissuance of licenses. 

• DOE had not implemented any formal procedures that would allow 
for the detection of private business and trade schools that were 
operating without a license. The OSA review disclosed 31 schools in 
that category. As a result of DOE's inability to detect these 
nonlicensed facilities, the public was not receiving the level of 
consumer protection intended by the relevant licensing statutes. 



-
Noncompliance 
with Federal 
Regulations 
Regarding Student 
Assistance 

Education Audits 

The OSA, in this six-month period, completed seven reviews of 
federal student financial assistance programs funded by the United 
States Department of Education. These reviews were conducted in 
conjunction with the Single Audit of the Commonwealth. Except for 
the issues noted below, all seven schools were in compliance with 
federal student financial assistance laws and regulations. 

• Mt. Wachusett Community College needed to resolve several 
outstanding issues relating to the school's program for incarcera ted 
students. A federal Department of Education (DOE) program 
review found that tuition and fee computations were incorrect; 
overawards of certain grants had been made; data was misreported; 
incarcerated students were not considered for certain grants for 
which they were eligible; certain reconciliations were not correct; 
attendance and continued enrollment of incarcerated students were 
inadequately monitored; and certain prison programs were not 
approved. Apart from the issue of overawards resulting from 
missing student file data, which the College agreed to refund, Mt. 
Wachusett Community College appealed the federal DOE findings . 
A DOE Administrative Judge subsequently ruled in the College's 
favor on virtually all issues except that of including a room and 
board allowance for incarcerated students when calculating cost of 
attendance (COA) factors. In this instance, the College was directed 
to recalculate its COA and refund any overaward. The College 
complied and agreed to repay the federal government $122,979. 
Even though the College eliminated its prison program as of July 1, 
1995, DOE appealed the rulings that were not in its favor, leaving 
these issues unresolved at the close of this report period. 

• Mt. Wachusett Community College used a blanket policy to classify 
incarcerated students in its prison program as independent. As a 
result, the College might have received federal Pell Grantoverawards. 
In addition, the College awarded Federal Work-Study funds to 
ineligible incarcerated students. These issues were not addressed in 
the rulings of the Administrative Judge discussed in the previous 
finding. However, the College had stopped the practice of awarding 
Federal Work-Study funds to incarcerated students prior to 
eliminating its prison program in July 1995. 

• Salem State College did not have a system to identify students who 
were no longer attending classes, but had not officially withdrawn 
from school. As a result, the College could not be assured that it was 
properly calculating all refunds owed to students and to financial 
aid programs. 
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• Salem State College did not ensure that applicable employer tax 
contributions were made on behalf of three students participating 
in the Federal Work-Study Program. The College responded that 
future written agreements with for-profit organizations employing 
Work-Study students would address this issue. 

• Salem State College needed to improve its cash management 
system to more effectively manage federal drawdowns and their 
disbursement. Because College offficials did not consider their 
balance of federal funds on hand and did not verify all expenses, 
they drew down $44,189 more than the amount to which they 
were entitled under federal regulations. Salem State College 
also drew down federal funds to pay for health insurance 
premiums for employees not associated with the programs for 
which the funds were requested. As a result, the College 
received $7,306 more than federal regulations allowed, and 
needed to adjust premiums charged to programs in the following 
fiscal year. 



Education Audits 

Special Audit Section 

Student 
supplemental 
Health Insurance 
Plans 

The Office of the State Auditor conducted a statewide review of 
Qualifiying Student Health Insurance Plans at the Commonwealth's 
public institutions of higher education. As of September 1, 1989, these 
colleges and universities began offering supplemental health insurance 
plans to their students as required under Chapter 23 of the Acts of 
1988, the Commonwealth's Health Security Act. The audit reviewed 
the process for procuring these plans and compared the contracted 
plans with mandated minimum standards. Results of this review, 
which covered the period September 1, 1989 to August 31, 1995, are 
detailed below. 

• The OSA review indicated that the Qualifying Student Health 
Insurance Plan procurement process was open, competitive, and 
appropriate, and resulted in coverage that complied with or 
exceeded the minimum standards required under the Health 
Security Act. 

Most of the Commonwealth's institutions of higher education formed 
consortiums to gain greater purchasing power by pooling their 
student populations while retaining the ability to separately define 
their desired coverage. Combined with an adequate and effective 
internal control system, the resulting plans provided the intended 
student coverage and complied with the Commonwealth's 
requirements. 
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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 
acknowledge agency compliance with applicable regulations and 
sound business practices. The following entities have taken corrective 
actions as recommended by the OSA. 

• The College has strengthened its accounting controls and is now 
reconciling its nonappropriated fund activity as reported to the 
Massachusetts Management Accounting and Reporting System 
with its own accounts monthly. 

• The College has improved the timeliness of its refund payments to 
federal financial aid programs and students within the prescribed 
3D-day period after a student has withdrawn from school. 

• The College has ensured the independence of its testing of 
students' ability to benefit from programs for which they are 
seeking federal student financial assistance. 

• The College has taken appropriate action to reconcile its in-house 
records of non-appropriated fund activity and balances with 
Massachusetts Management Accounting and Reporting System 
reports. 

• The College has resolved long-standing cash reconciliation differences 
among its accounting records, bank balances, and quarterly and 
annual federal reports. A new Director of Accounting has been 
hired, since which time the College has substantially improved 
reconciliation procedures, resolved reconciliation variances, and 
submitted accurate federal reports on a timely basis. 
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Education Audits 

• The College is now performing monthly reconciliations between 
its records of nonappropriated fund activity and Massachusetts 
Management Accounting and Reporting System reports. During 
the audit period, all funds were reconciled with variances. 

• The College has improved its accounting for federal financial aid 
funds by correctly posting its federal cash receipts and disbursements, 
thereby establishing a clear, well-documented audit trail. 

• The College has improved its reconciliation procedures to ensure 
that Massachusetts Management Accounting and Reporting System 
information accurately reflects the school's nonappropriated fund 
activity and balance. 

• The College has improved the timeliness of its filing of the student 
status confirmation required for recipients offederal student financial 
assistance. 

• The Authority, in the year prior to the transfer of its duties and 
properties to the University of Massachusetts Building Authority, 
was no longer incurring losses due to its inability to negotiate a 
termination option in its five-year lease for temporary dormitory 
space. As of June 30, 1995, the lease expired, resolving this issue . 

• The Authority, in the year prior to the transfer of its duties and 
properties to the University of Massachusetts Building Authority, 
had significantly improved its internal controls over the tracking, 
tagging, and recording of its fixed assets. 

• The Authority has improved its accounting for federal student 
financial assistance funds by implementing procedures to reassess 
student eligibility before disbursement offederal awards, providing 
timely notification to lenders of student status changes, and 
documenting required conferences with students before a first 
loan disbursement. 
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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 the Commonwealth's institutions of public 
higher education. 

• The OSA is reviewing contracts relating to school building assis
tance in order to determine the amount of financial assistance 
provided to comm unities 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 com
m unity 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 intent, 
and whether adequate monitoring procedures are in place to ensure 
the proper expenditure of funds. 



Education Audits 
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Human Services 
Audits 

During the report period, the OSA re
leased eight reports pertaining to human 
service activities, one of which was an audit 
of a vendor who contracted with the Com
monwealth to provide social services. These 
audits disclosed or updated issues relative 
to accounting and administrative controls, 
contract procurement, and inventory con
trols. One of these reports reviewed Elec
tronic Data Processing (EDP) activities and 
is detailed in the EDP Audit section on 
page 64. 



Audit Results 
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Human Services Audits 

The execution of formal contracts, in conjunction with adequate 
contract monitoring, helps to contain contract costs and to ensure 
contract performance. The following entities needed to improve 
contract administration controls. 

• The Department of Mental Health (DMH), Western Massachusetts 
Area Office employed questionable rental practices and did not 
adhere to state law and Division of Capital Planning and Opera
tions' regulations for rental contracts. DMH paid excessive rent, 
leased more space than was needed, and occupied office space in a 
DMH contract provider's affiliated office building. Further, DMH 
supplied space in state-owned buildings to a provider for program 
purposes who then sublet the space to another entity without DMH 
consent, and granted space in state-owned buildings to other provid
ers without leases. 

• The Department of Mental Retardation (DMR), Southeast Region V 
Office, contrary to regulation, did not maintain all records associ
ated with the Request for Proposals (RFP) process, bid documents, 
and the proposals of unsuccessful bidders. As a result, there was 
little assurance that the selection of contractors was always in the 
best interest of Region V, DMR, and the Commonwealth. 

• The Paul A. Dever State School had insufficient documentation for 
the awarding of certain contracts. As a result, the School could not 
demonstrate that it had selected the most economical and efficient 
contractors in these instances. 

Adequate accounting and administrative controls help to ensure 
that state funds are spent properly and efficiently. Several reports 
disclosed internal control weaknesses that create vulnerabilities to 
waste and mismanagement and could result in lost revenues. 

• The Department of Mental Health (DMH), Western Massachusetts 
Area Office did not have adequate written policies and procedures 
for internal controls as required by Chapter 647 of the Acts of 1989. 
Without codified policies, DMH had little assurance that assets 
were protected from loss, theft, or misuse. Also, DMH was in 
possession of bank accounts totaling $28,150 belonging to the 
defunct Northampton State Hospital, which should have been 
transferred to former pa tients or to the Office of the State Treasurer. 

• The Division of Medical Assistance (DMA), which is responsible for 
the purchase of durable medical equipment for the Massachusetts 
Medicaid System, overpaid hospital bed vendors as much as $98,810. 
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Medical consultants managed by DMA forwarded "Prior Ap
proval" forms to DMA for payment, a significant number of which 
did not have complete eligibility, diagnosis, prescription, term, 
and cost information required by state and federal regulations. 
Consequently, the selection of the least expensive option among 
hospital bed rental, purchase, or rental converted to purchase 
was impeded. 

• The Paul A. Dever State School was cited in a previous audit for 
severe internal control deficiencies that had led to the misuse of 
funds, property, and equipment. The current audit disclosed 
that, although officials who had been in charge of areas of greatest 
concern had been transferred or had resigned, the School still had 
insufficient supervisory oversight and accountability and still 
did not have a written internal control plan as required by 
Chapter 647 of the Acts of 1989. Deficiencies existed with regard 
to certain check authorizations and endorsements, controls over 
petty cash, and accountability for client funds advanced to em
ployees to purchase goods for residents. 

All state entities, and private entities that receive public funding 
for the purchase of equipment, are required to keep complete 
inventories of fixed assets to ensure that the property is safe
guarded and used for the purposes intended. The following reports 
identified areas where inventory controls needed improvement. 

• The Department of Mental Retardation (DMR) Southeast Region 
V Office did not update inventory records, properly tag equip
ment, or conduct an annual physical inventory. In addition, 64 of 
87 vendors under contract with Region V did not respond to its 
request to provide an annual physical inventory report of all 
state-owned property at the vendor-owned location. As a result, 
DMR could not be assured that its Region V fixed assets were 
adequately protected against possible loss, theft, or misuse. 

• Integrated Services Associates, Inc., (I SA) , upon termination of 
its contracts with the Department of Mental Retardation (DMR) 
for its role in previously defrauding the Commonwealth under a 
different name, did not conduct a physical inventory of its state
purchased property and equipment for DMR's review as re
quired. Moreover, over $30,000 of state-owned furnishings and 
computer equipment was eventually lost due to DMR's inad
equate oversight of ISA's contractual obligations in this area. 
This audit was referred to the Office of the Attorney General. See 
page 79. 
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• The Paul A. Dever State School was cited in a prior audit for 
severe deficiencies in inventory control policies and procedures 
at its automotive maintenance garage, which resulted in a misap
propriation of state goods and the conduct of a non-state-related 
business on state property. The current audit noted that, al
though the School took the purchasing function away from garage 
personnel and prohibited work on non-state-owned vehicles , 
substantial weaknesses continued to exist. Specifically, no records 
were maintained on current inventories, goods received, and 
goods distributed, and no site inspections by supervisory person
nel were conducted. As a result, inventory items at the School 
remained vulnerable to loss, theft, or misuse. 

The following example of unallowable vendor charges and reim
bursements, which reduce funds available for service provision, was 
noted. 

• Integrated Services Associates, Inc., (ISA) expended $68,000 for 
inadequately documented legal and accounting services after the 
Department of Mental Retardation (DMR) terminated its contracts. 
DMR's master agreement with ISA provided for a rate adjustment 
or recovery of funds if ISA failed to produce documentation 
indicating that the charges were directly related to its social service 
programs. However, since ISA ceased operation, DMR was unable 
to recover the overcharges. In addition, ISA received $44,867 
from DMR for services provided to two clients who were sup
posed to receive care annually worth $100,000 for 10 years 
without charge to the state to offset previous overcharges. Also, 
because advance payments were made, ISA received $63,754 
more than the maximum contracted obligation. DMR will be 
working with law enforcement authorities to recover the over
charges paid to ISA. See page 79. 
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The review of prior audit results is an important part of each OSA 
audit. This review helps to monitor and to acknowledge agency 
compliance with OSA recommendations. Corrective action, based on 
OSA recommendations, was taken by the following entity . 

• The Commission has improved controls over its fixed assets by 
developing written inventory procedures and records, tagging fur
niture and equipment, and conducting annual physical inventories. 



Initiatives 

Department of 
Public Health 
(DPH)-Substance 
Abuse Services 

Health Protection 
Fund-Cigarette 
Tax 

Department of 
Mental Health 
(DMH) and 
Department of 
Mental Retardation 
(DMR)-Inspection 
of Residential 
Facilities 

Department of 
Mental Retardation 
(DMR)-Quality 
Enhancement 
Survey Tool 
(Quest) 

Human Services Audits 

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 Program 
to determine whether program objectives are being met and ex
pected results are being achieved. The audit will review controls 
over the contract management system, with emphasis on contract 
monitoring and oversight. 

• The OSA is completing an audit to determine compliance with 
Chapter 64C, MGLs, the Cigarette Tax Law. Revenues collected 
pursuant to the 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. The 
audit will determine whether said funds are being expended as 
intended. 

• The OSA is reviewing 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
tardedindividuals. The focus of the study will be DMH's andDMR's 
programs for ensuring that mentally ill and mentally retarded 
individuals receive quality care within a clean, healthy, and safe 
environment. 

• The OSA is reviewing 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 of each human service 
provider. 
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Judiciary/Law 
Enforcement Audits 

The OSA released eighteen judiciaryllaw 
enforcement audits during the report pe
riod, ten of which disclosed or updated is
sues relative to accounting controls, bail 
funds accountability, fixed asset manage
ment, and program oversight. 



Audit Results 

Inadequate 
Accounting and 
Administrative 
Controls 

JudiciarylLaw Enforcement Audits 

Adequate accounting and administrative controls help to ensure 
that state appropriations are spent properly and efficiently, and that 
funds raised through assessments, fines, fees , and forfeitures are 
appropriately collected, recorded, and disbursed. The following in
stances of internal control weaknesses were noted. 

• The Boston Municipal Court Department needed to improve cash 
receipt controls, including procedures for bank account reconcilia
tions, maintenance of outstanding check lists, and accounting for 
bad checks. As a result of deficiencies in these areas, the Court could 
not be assured that its bank book balances or its financial records 
were accurate and reliable . In addition, the Court did not ad
equately separate financial transaction responsibilities so that one 
employee's work could serve as a check on another's. In order to 
ensure the safeguarding of assets and the accuracy of accounting 
data, no individual should be in a position to contrc:>l all aspects of a 
transaction. 

• The Boston Municipal Court Department had unclaimed bail funds 
dating back to fiscal year 1989 that should have been remitted to 
the Commonwealth as required in order to ensure control over 
the funds and to maximize interest. In addition, no monthly trial 
balances of bail were prepared for fiscal years 1994 and 1995, and 
sureties during that time were not properly notified of the availabil
ity of cash bail. As a result, the Court, in addition to holding funds 
belonging to sureties, was hindered in accurately determining its 
cash position. 

• The Fitchburg Law Library needed to improve internal controls 
over payroll expenditures, purchasing procedures, and law library 
revenue. For example, the Library had inadequate supporting 
documentation for payroll expenditures totaling $64,730 and ques
tionable payroll expenditures totaling $44,960 for services of five 
nonemployees. In addition, the Library did not submit original 
invoices to the Administrative Office of the Trial Court's law library 
coordinator for payment processing and did not submit adequate 
supporting documentation for $2,800 in reimbursements for out-of
pocket purchases. Finally, the Library did not record its cash 
receipts on a timely basis and allowed one employee to handle all 
cash receipt transactions. As a result of these deficiencies, the 
allow ability and propriety of certain payroll expenditures and 
purchases could not be verified, and insufficient controls existed 
over $4,208 in revenue collected from patrons' use of photocopy 
and fax machines. 
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• The Fitchburg Law Library needed to improve controls over the 
depositing of various funds. More than $432 in refund checks 
mainly due from overpayments to vendors or returns of merchandis~ 
purchased, were cashed but not deposited in the Commonwealth's 
General Fund. In addition, the Library did not regularly submit 
other revenue to the Administrative Office of the Trial Court (AOTC) 
on a timely basis, and cash was kept overnight in an unsecured 
location. The audit further noted that the AOTC took approximately 
two months to deposit Library revenue into the State Treasury. 
Timely revenue deposits are required in order to safeguard funds 
and maximize interest income. 

• Massachusetts Correctional Industries and Farm Services, a divi
sion of the Department of Correction, was unable to provide detailed 
and individual account documentation to support its June 30, 1994 
outstanding accounts receivable balance of $3,505,373. The OSA 
review disclosed that at least $293,621 of this balance had remained 
outstanding for over one year; overdue accounts receivable were not 
routinely pursued; and a separate accounts receivable file consisting 
of 248 accounts totaling $42,473, although considered uncollectible, 
was not written off. As a result of these inadequate recordkeeping 
and collection procedures, the division's financial statements were 
inaccurate and its retained revenue accounts, which are dependent 
on income from collections, were not properly funded. 

• The Plymouth County District Attorney's Office had an $850 cash 
shortage in forfeiture funds held in the Office's custody. Specifically, 
in December 1994 the Plymouth Superior Court ordered $2,041 
forfeited, only $1,191 of which was subsequently remitted to the 
State Treasurer. Although certain office staff were aware of the 
shortage, neither the District Attorney nor the Office of the State 
Auditor was informed; a formal inquiry was not conducted; and, 
although internal control procedures were subsequently strength
ened, the shortage remained unexplained. 

• Salem District Court's Clerk-Magistrate's Office did not properly 
notify sureties at the completion of cases that bail could be picked up, 
which resulted in the Court's retention offunds belonging to sureties 
and in a potential distortion of the Court's financial position. In 
addition, a total of $85,300 in bail was held by the Court for over 
three years. These bail funds needed to be remitted to the State 
Treasurer as required in order to safeguard the funds and maxi
mize interest income. 



Inadequate 
Controls over 
Property and 
Equipment 

JudiciarylLaw Enforcement Audits 

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 
areas where inventory controls needed improvement. 

• The Boston Municipal Court Department did not record the valua
tion of approximately 39% of its inventory items. As a result, the 
court could not ensure that the total value of its fixed assets, as 
recorded on its books and reported on financial statements, was 
accurate. 

• The Fitchburg Law Library did not conduct annual physical inven
tories of books and publications, did not maintain a record of books 
that were sent to other libraries for cataloging, and did not keep a 
record of books that were missing. As a result, the Library's 
holdings were vulnerable to possible loss, theft, or misuse. 

• Massachusetts Correctional Industries and Farm Services did not 
properly report dairy produce inventories to its accounting office. As 
a result, the division's books of account did not accurately reflect the 
value of certain raw materials, property, and equipment or the 
profit or loss from dairy farm operations. 

• Salem District Court did not perform an annual physical inventory 
and did not add to its inventory listing purchases totaling $3,649 
that were made during the audit period. In addition, some furniture 
and equipment were not tagged, and certain items noted on the 
inventory listing could not be located. Finally, the Court did not 
record the valuation of equipment items. As a result, the Court 
could not be assured that its fixed assets were adequately protected 
or accurately recorded on its books of account. 
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During the audit period, the OSA conducted a review of the 
Bureau of Special Investigations, the office charged with investigating 
potentially fraudulent claims or receipt of payments or services from 
Commonwealth assistance programs. This review reported on 
several issues involving programmatic implementation, monitoring, 
and effectiveness. Both financial and service-related results are 
detailed below. 

• The Bureau of Special Investigations had not established 
management controls for monitoring, accounting for, and 
contr~lling its Front-End Detection Program, Ongoing Public 
Assistance Investigation Program, and Welfare Fraud Hotline. 
Specifically, the Bureau lacked written policies and procedures, 
utilized an outdated investigator manual, and had not implemented 
a monthly case tracking system to record the number of cases 
opened and closed per month and to report the number of cases 
resolved. As a result, the Bureau could not adequately track the 
progress of referrals and could not monitor caseloads, which in 
turn contributed to severe caseload backlogs . 

• The Bureau of Special Investigations had more than 21,000 cases 
that had been open without a finding for at least 4 years. Of these 
cases, more than 5,000 were opened prior to January 1985. In 
addition, over 6,000 of the ongoing 60,000 investigations were 
unassigned; the number of cases resolved decreased by 31% 
between fiscal years 1991 and 1994; and investigator caseloads 
ranged from 42 to 1,788 cases and averaged 545 cases per 
investigator. Finally, of the cases closed without a finding of 
fraud, 76% were so resolved due to age and administrative 
necessity. These issues indicated that, as of the audit report 
perIod, the Bureau of Special Investigations was not meeting its 
own goals or state expectations for reducing the potential for 
public assistance fraud. 



JudiciarylLaw Enforcement Audits 

Prior Audit Results: Corrective Actions 

Essex County 
District Attorney's 
Office 

Fall River District 
Court 

Massachusetts 
Correctional 
Industries and 
Farm Services 

Norfolk County 
DistrictAttorney's 
Office 

Palmer District 
Court 

Plymouth County 
District Attorney's 
Office 

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 OSArecommendations. The following entities 
have taken corrective actions as recommended by the OSA. 

• The Office has strengthened the monitoring of forfeiture funds by 
properly allocating federal and state funds into separate accounts. 

• The Court has improved its internal controls and accountability 
procedures for bail funds by processing forfeited bail, returned 
bail, and abandoned bail on a timely basis. 

• The entity, a division of the Department of Correction, has improved 
controls over expenditures from appropriated and restricted revenue 
and over inventory procedures at its meat plant. 

• The Office was processing and accounting for forfeited bonds in 
accordance with prescribed procedures and had assigned a sec
ond individual to share duties so that one employee would not 
have control over the complete cycle of forfeited funds transac
tions. 

• The Court is now depositing its cash receipts daily as required in 
order to safeguard the funds and maximize interest. 

• The Office has corrected an overdraft of$147, 734.29 in its forfeited 
funds advance account and implemented control procedures to 
ensure adequate recordkeeping. 
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Listed below are planned and ongoing initiatives in the areas of 
the judiciary and law enforcement. 

• The OSA, in compliance with Chapter 203 of the Acts of 1988, is 
conducting its mandated audit of court facility rental accounts and 
related accounts of any county, city, or town that receives payments 
for the provision of court facilities. 

• The OSA, based on results of recent audits of selected District 
Courts, plans to conduct a statewide review of bail funds. The audit 
will examine and assess financial and management controls over 
bail funds within the Trial Court System, as well as court compli
ance with laws, rules, and regulations regarding the maintenance 
of, accounting for, and depositing of bail funds. The audit will also 
focus on identifying outstanding bail funds that are owed to the 
Commonwealth. 
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Other Audit Reports 
During the report period, the OSA re

leased 19 other reports pertaining to various 
agencies, commissions, funds, and contracts. 
Two of these reports reviewed Electronic 
Data Processing (EDP) activities and are 
detailed in the EDP Audit section on page 64. 
Two of the reports disclosed results of OSA 
reviews of Massachusetts Highway Depart
ment privatization proposals and are de
tailed within "Special Reviews under the 
Privatization Statute," which begins on 
page 6. 



Audit Results 

Deficiencies in 
Contract 
Procurement and 
Oversight 

Inadequate 
Accounting and 
Administrative 
Controls 

Other Audit Reports 

The execution of formal contracts that specify the scope of work 
to be done and the financial documentation to be submitted helps to 
ensure that contract costs are properly controlled, that contract 
performance meets expectations, and that the state's interests are 
protected. The following entity needed to strengthen its contract 
administration controls. 

• The Division of Capital Planning and Operations' (DCPO) contract 
with R.M. Bradley and Theater District Limited Partnership to 
manage the retail store and parking garage in the State Transpor
tation Building did not require audited financial statements from 
the contractor. As a result, DCPO was hindered in completing its 
own financial statements and in assessing the contractor's perfor
mance. In addition, DCPO allowed the contractor to hold rental 
income collected on DCPO's behalf, rather than forwarding the 
receipts to the Commonwealth as required in order to safeguard the 
funds and maximize interest income. During the course of the a udi t, 
in response to this finding, the contractor transferred $1.9 million 
to DCPO and entered into an agreement that requires all Transpor
tation Building rents collected to be immediately deposited with the 
State Treasurer. 

• The Division of Capital Planning and Operations' contract with 
R.M. Bradley and Theater District Limited Partnership for man
agement of the State Transportation Building parking garage 
allowed payments to be collected based primarily on expenses 
incurred in operating the facility. Since greater costs resulted in 
higher management fees, the contractor had a disincentive to 
control costs, and the Commonwealth could not be assured that the 
parking garage was efficiently managed. 

Adequate accounting and administrative controls help to ensure 
that state appropriations are spent properly and efficiently, and that 
funds raised through assessments, fines, and fees are appropriately 
collected, recorded, and disbursed. The following instances of internal 
control weaknesses were noted. 

• The Division of Capital Planning and Operations, while taking 
steps to appropriately segregate funds earmarked for expenses of 
the Transportation Building Management Fund, still did not estab
lish with the State Comptroller's Office required specific reserve 
accounts. As a result, DCPO could not ensure that adequate 
controls existed over the receipt and recording of Fund revenues, 
expenses, and balances. 
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• The Division of Banks and Loan Agencies, which receives rev
enues through the sale of publications, lacked an updated inter
nal control plan; did not adequately supervise the processing of 
cash receipts; and did not utilize a cash register to record, control, 
and secure cash or checks. In addition, employees were allowed 
to deposit cash collected into personal checking accounts and 
then write a check payable to the Commonwealth. As a result, the 
Division risked potential loss, theft, or misuse of this revenue, 
which totaled $27,000 in fiscal years 1994 and 1995. 

• The Division of Banks and Loan Agencies did not use the State 
Comptroller's Travel Voucher Input Form when processing and 
paying employee travel vouchers. This contributed to certain 
employees being inappropriately paid for miles they traveled while 
comm uting to and from the Division's Boston Office and their homes. 
In response to audit findings, the Division replaced its travel 
reimbursement form with the State Comptroller's approved form . 
Furthermore, the Division identified three additional employees 
who had been improperly paid for commuting and required all six 
employees identified as having been so compensated to repay the 
Commonwealth a total of $6,585. 

• The Division of Banks and Loan Agencies conducted mandated 
annual examinations of only four of the 32 small loan companies 
licensed in the Commonwealth. Because the Division did not 
conduct required examinations of most of these companies, it could 
not ensure that they were financially stable, secure, and in compli
ance with consumer protection laws governing the industry. In 
addition, although the Division is required to assess these compa
nies a fee of $220 per examiner day, two of the four companies 
examined were not billed and did not pay a total of$39,050 owed to 
the Commonwealth. A third company, which was not billed in a 
timely manner, paid $10,780 eight months after the examination 
report was finalized. In order to maximize the state's nontax 
revenue collections, agencies must properly bill for services as 
required and in a timely manner. 

• The Division of Banks and Loan Agencies did not file with the 
Legislature two required annual reports, one detailing the costs and 
expenses that the Division incurs to license and regulate Automatic 
Teller Machines (ATMs) and the other assessing the impact of 
ATMs on the financial industry and on consumers. 



Other Audit Reports 

• The Fiscal Affairs Division within the Executive Office for Admin
istration and Finance needed to improve internal accounting con
trols over advance funds, payroll, and purchases. Specifically, not 
all travel advances were properly accounted for and supported with 
travel receipts; payroll procedures and personnel policies were not 
adequately documented; and certain purchases over $500 were 
approved verbally rather than in writing. 

• The Massachusetts Cultural Council misclassified consultant ex
penses as grantee expenses on certain payment vouchers . As a 
result, the Commonwealth lost the opportunity to earn $4,206 in 
indirect-cost reimbursements from the federal government. 

• The Massachusetts Emergency Management Agency (MEMA) did 
not have adequate documentation to support six of twenty pay
ments made to vendors. As a result, questionable payments of at 
least $3,150 were made. In addition, MEMA did not document the 
selection process used in awarding fiscal year 1995 service con
tracts. As result, MEMA could not be assured that it received the 
highest quality service at the lowest possible price for these service 
contracts. 

• The Massachusetts Emergency Management Agency (MEMA) im
properly reimbursed its Director $1,585 for travel between his 
residence and the Agency during fiscal year 1995 and $151 for 
parking and tolls. In addition, MEMA did not properly report 
employee vehicle benefits on Internal Revenue Service W-2 Forms. 

• The Massachusetts Emergency Management Agency (MEMA) did 
not reconcile its consultants' time sheets to actual payments made. 
As a result, two consultants may have been overpaid a combined 
total of $1,352. In addition, MEMA inappropriately absorbed 
$18,730 in contract payments for a consultant who worked full time 
at another agency_ 

• Northshore Employment Training, a Lynn city agency with re
gional responsibilities for implementing various federaljob training 
programs, had severe deficiencies in its accounting system. Specifi
cally, the entity improperly allocated funds, did not maintain 
invoices or other documentation in support of expenditures, did not 
perform monthly bank account reconciliations, and did not produce 
a balance sheet and income and expense statement throughout 
fiscal year 1996. As a result, the entity was considered by an 
independent private accountant to be essentially inauditable. As 
described below, its operations were eventually terminated. 
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• Northshore Employment Training's expenses exceeded its in
come, resulting in unpaid invoices and other claims of an esti
mated $1,418,200 in excess of available cash on hand. The most 
significant of these obligations related to unpaid Social Security 
and Medicare taxes for fiscal years 1991 through 1996 totaling 
approximately $692,000. The next largest liability, a rental 
charge in excess of $317,587 claimed by the Economic Develop
ment Industrial Corporation of Lynn, was, however, found to be 
questionable and might not be payable, thus potentially reducing 
indebtedness by this amount, but not preventing the entity's 
insolvency. Northshore Employment Training was dissolved by 
the Department of Economic Development in June 1996, and its 
functions were transferred to a Service Delivery Area headquar
tered in Lowell. See page 80. 

• The Registry of Motor Vehicles had internal control deficiencies 
relative to the depositing of receipts at its Reading branch office. 
Specifically, the Registry did not require branch offices to deposit 
daily receipts at the end of each business day. In addition, the 
Reading branch office did not have a security camera system and did 
not sufficiently restrict access to its safe combination or the key to 
its alarm box. As a result of these deficiencies, conditions were 
created that allowed a theft of $123,041 in cash receipts and five 
Registrar stamps to occur. 

Pursuant to the requirements of Chapter 647 of the Acts of 1989, the 
OSA investigated the control environment and made recommenda
tions for its improvement. See page 77. 

• The Registry of Motor Vehicles had internal control deficiencies at 
its Ruggles Headquarters, which allowed nine thefts to occur during 
fiscal year 1995. A total of 5,052 certificate of inspection stickers 
were taken over the course of the year. In addition to potentially 
costing the Commonwealth $12,630, the potential for fraudulent 
sale and use of these stickers on unsafe vehicles directly impacted 
public safety. Furthermore, these thefts, although reported to the 
State Police, were not reported to the OSA as required under the 
Internal Control Statute. See page 78. 

• The Registry of Motor Vehicles' Vehicle Inspection Service section 
made overpayments of $87,830 and underpayments of $98,608 to 
inspection stations seeking rebates for unused certificate ofinspec
tion stickers. In addition, the accounting procedures utilized in 
determining amounts in overpayments to be recouped were inaccu
rate and resulted in discrepancies in the recording and receipt of 
deposits, as well as the monitoring of outstanding balances of 
payments owed to the Registry. 
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• The Department of Environmental Protection and the Department 
of Revenue did not ensure sufficient internal controls over un
claimed deposits that beverage wholesalers are required, under the 
Bottle Bill Statute, to turn over to the Commonwealth's Clean 
Environment Fund. The OSA, at the request of and in conjunction 
with law enforcement authorities, reviewed transactions between a 
distributor of soda products and a driver of a redemption center 
truck who was suspected of defrauding both the Commonwealth 
and the distributor. The audit disclosed that the Commonwealth 
had been defrauded of at least $22,000 and the distributor of 
approximately $10,000. In addition, the audit revealed that no 
on-site reviews of redemption centers were performed, and 
controls at distributors' loading docks consisted solely of the 
integrity of individual loading dock employees. As a result of 
deficiencies in controls and monitoring, at least one theft of funds 
took place, and the Commonwealth's Clean Environment Fund 
was inadequately protected. See page 79. 

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 areas where 
inventory controls needed improvement. 

• The Fiscal Affairs Division within the Executive Office for Admin
istration and Finance did not conduct an annual physicalinventory, 
did not record the location and valuation of all inventory items, and 
did not disclose the total value of its fixed assets on required 
financial submissions. In addition, the Division did not report to the 
OSA the theft of a computer as required by the Internal Control 
Statute. As a result of these deficiencies, the Division could not be 
assured that its fixed assets were adequately protected or accu
rately recorded on its books. 

• The Massachusetts Emergency Management Agency (MEMA) did 
not perform annual inventory verifications, did not properly tag 
property and equipment, and did not properly record inventory 
items on its listings. In addition, MEMA made payments for 
computer items that it never received and did not report all unac
counted-for losses and thefts of property to the OSA as required 
under the Internal Control Statute. As a result, MEMA could not 
be assured that its fixed assets were adequately protected or 
accurately recorded on its books. 
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During the report period, the OSA released the following audits 
on revenue-related and programmatic issues. 

Pursuant to Chapter 555 of the Acts of 1986, the State Auditor is 
charged with annually determining whether the net state tax revenues 
of a particular year exceeded allowable state tax revenues for that 
year. The most recent review determined that the net state tax 
revenues of $12,057,064,452.46 were below the allowable state tax 
revenues of $12,683,638,184.76 by the amount of $626,573,732.30. 
Therefore, no excess tax revenues existed for the fiscal year ended June 
30, 1996. 

The OSA is mandated under Chapter 58, Section 18C, MGLs to 
publish an audit of the Local Aid Fund. Results of this review are 
summarized below. 

• The Local Aid Fund had a balance of$400,425,000 at the beginning 
of fiscal year 1995 and was credited with $4,272,146,000 in rev
enues derived from 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 operation. In addition, $873,000 from 
other revenue sources was credited to the Local Aid Fund during 
fiscal year 1995, for a total of $4,273,019,000. The amount of 
revenue from the Local Aid Fund that was appropriated to the cities 
and towns as Direct Local Aid was $2,942,272,315. The amount of 
revenue actually distributed to the cities and towns from the Local 
Aid Fund was $2,932,767,523. 

In addition to the distribution defined as Direct Local Aid, other 
allowable expenditures totaled $1,817,436,000. Allowing for 
rounding of figures, the total amount expended from the Local 
Aid Fund for fiscal year 1995 was $4,750,204,000. Disbursements 
from the Local Aid Fund exceeded revenues by $477,185,000. This 
caused a corresponding reduction in the Local Aid Fund's bal
ance, which was a $76,760,000 deficit for the fiscal year ended 
June 30, 1995. 
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The OSA reviewed interest credited to public retirement sys
tems members' annuity savings accounts for calendar year 1994 in 
order to determine whether the interest rates were calculated in 
compliance with applicable laws and regulations and whether the 
calculated amount was properly credited to members' accounts . 
Results of this review follow. 

• The interest rate of 2.5% was determined by the Commissioner of 
Banks based on an average of rates paid on regular passbook 
savings accounts at 23 banks. This rate and the amount of interest 
credited to members' annuity savings accounts were found to be 
calculated in accordance with Chapter 32, Section 22, MGLs. 

• The audit also noted that some retirement systems earned a higher 
return on investment than was credited to members' accounts , 
while other systems earned less. Excess earnings were transferred 
to the Pension Reserve Fund. In those cases where investment 
earnings were insufficient to provide for credits to annuity savings 
accounts, systems were required to transfer funds from their pen
sion reserves. 

The OSA conducted a review of controls in place within the Com
monwealth for the purchase, lease, and acquisition of supplies and 
services for copying machines and reprographic equipment. The 
Department of Procurement and General Services (DPGS), now the 
Operational Services Division, is responsible for instituting and regu
lating these controls. 

• The audit found that agencies were complying with the procure
ment process instituted by DPGS. The terms and conditions 
governing the procurement of copiers were consistent with the state 
photocopying contract and DPGS regulations. Except for a very few 
cases where used copiers appeared to have been leased as new, the 
process implemented by DPGS to institute and regulate purchasing 
controls was found to be complete and effective. 
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Beginning in fiscal year 1992, the Department of Environmental 
Management (DEM) awarded the first of a series of three-year 
contracts to private vendors for the management and operation of 
sixteen ice skating rinks. These sixteen rinks were the focus of a 
prior OSA audit report issued February 23, 1995. Effective October 
1, 1993, DEM awarded contracts to operate its two remaining 
skating rinks, located in Greenfield and North Adams. The current 
OSA review examined DEM's activities in awarding these two 
contracts, as well as the financial effects of these contracts for both 
the rink operators and the Commonwealth. The review also fol
lowed up the prior report's recommendations for improvements in 
DEM's contract compliance monitoring of skating rink operators. 
Results of this review are summarized below . 

• DEM, while substantially improving its procedures for verifying 
monthly fee payments, financial and statistical reports, and atten
dance data, still did not ensure that all skating rink operators 
submitted annual financial statements that had been verified by 
private accountants. Such verification is necessary to ensure that 
data submitted by operators is reliable, accurate, and complete, and 
that revenue amounts reported to and collected by the Common
wealth are proper . 

• DEM's transfer of the operation of skating rinks to a private 
contractor in Greenfield and to North Adams State College resulted 
in reduced costs to the Commonwealth of over $28,000 for fiscal 
year 1994. 



-

Other Audit Reports 

Prior Audit Results: Corrective Actions 

The Division of 
Capital Planning 
and Operations 
(DC PO) 

The 
Massachusetts 
Cultural Council 

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

• DCPO, during the audit period, ensured that all contracts for 
cleaning, security, and maintenance services at the State Transpor
tation Building were awarded to the lowest-priced qualified bidder. 

• . The Council has strengthened its controls over trust fund expendi
tures by maintaining complete and accurate records of trust fund 
receipt and disbursement activities. 

• The Council has received notification from the State Comptroller's 
Office regarding the correct procedures for writing off a $200,000 
loan made in 1988, which the Attorney General's Office has deemed 
uncollectible. 

• The Council is conducting, within limitations of staff constraints, 
desk audits of grantees. 
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The following are among the planned and ongoing initiatives 
relative to various state agencies and programs: 

• The OSA is reviewing the policies and procedures utilized by state 
agencies and Authorities for issuing bonds. The audit's objective is 
to determine the cost and expenses related to bond financing. 
Additionally, the OSA is examining whether contracts with under
writers and financial consultants are competitively bid and is 
reviewing the process for determining bond consultant fees . This 
audit will result in a series of reports, one of which has been issued. 

• The OSA is reviewing and assessing the system of internal controls 
that the Massachusetts Highway Department has established for 
estimating, monitoring, and controlling project costs in order to 
identify system weaknesses and opportunities for savings; cost 
avoidance; and adherence to timing, scheduling, and performance 
requirements. This audit will result in a series of reports, six of 
which were issued as of December 31, 1996. 

• The OSA is reviewing expenditures under Information Technology 
Bond Authorizations, which provide capital outlays for the acquisi
tion and upgrade of major information technology systems. 

• 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 the fund. This review will show 
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; the amount of revenue that was actu
ally credited to the Local Aid Fund; the amount of revenue from the 
Local Aid Fund that was appropriated to the cities and towns; and 
the amount of reven ue that was actually distributed to each city and 
town. 
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• The OSA is conducting an audit of the Massachusetts Highway 
Department's bridge management programs, which will assess the 
adequacy of controls for constructing, maintaining, inspecting, and 
operating the Commonwealth's bridges. 

• During fiscal year 1998, the OSA will once again be a full partner 
in performing the "Single Audit ofthe Commonwealth." This audit 
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 Determi
nation), (2) reporting on agency compliance with the Office of the 
Comptroller's Official Year-End Closing Instructions for Cash Rev
enue Management, and (3) reporting on agency compliance with the 
Office of the Comptroller's Year-End Closing Instructions for En
cumbrance and Advance-Fund Management. 

As a partner in the "Single Audit," the OSA will also provide staff 
resources for the audit of federal programs to determine whether 
state agencies are in compliance with applicable federal rules, 
regulations, and laws. The OSA 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 
financial transactions to determine their accuracy. 

The OSA will also participate substantively in the "Single Audit of 
the MBTA" by testing certain capital and operating expenditures to 
determine the MBTA's compliance with various federal and inter
nal control requirements. In addition to conducting a variety of 
Single Audits, the OSA will also continue to assist housing authori
ties and other entities in meeting their responsibilities under the 
Federal Single Audit Act. 
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• The OSA is conducting a review of selected redemption centers, 
bottlers, and distributors throughout the Commonwealth to deter
mine their compliance with Chapter 94 of the MGLs (The Bottle 
Bill Statute). The review will include an examination of internal 
controls, financial records, and other applicable data, as well as 
oversight by the Department of Revenue and the Department of 
Environmental Protection to determine whether the 
Commonwealth's Clean Environment Fund is receiving all amounts 
due from unclaimed bottle deposits. 
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Electronic Data 
Processing Audits 

During the report period, the DSA issued 
seven electronic data processing (EDP) audit 
reports and management letters detailing 
strengths and weaknesses of internal controls 
within computer-related areas. In addition, 
because of the changing data processing 
environment throughout the Commonwealth, 
the DSA's EDP Audit Division has continued 
to update survey information pertaining to 
computer-related operations. Results from 
this survey allow the EDP Audit Division to 
schedule audit engagements based upon levels 
of risk to agency data centers or automated 
systems. 

By electronically accessing the state's 
primary financial system, the Massachusetts 
Management Accounting and Reporting 
System (MMARS), the Division generated data 
extracts to support DSA auditors in performing 
financial audits. Data extracts provide detailed 
information on financial transactions and can 
significantly reduce the hours of manual 
research. Additionally, the Division generated 
random number reports to assist OSA field 
auditors in meeting statistical sampling 
objectives. 
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The ~SA's EDP Audit Division provides expertise to evaluate 
internal controls relating to computer systems. The primary audit 
responsibility of the Division is to conduct internal control examinations 
of the Commonwealth's automated systems and processing 
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 systems, systems 
under development, and data processing facilities. The audits may 
include examinations of computer operations, access security, data 
integrity, program -change control, environmental protection, physical 
security, contracts and procurement, inventory control, disaster recovery 
and business continuity planning, and backup of computer media. 

Data and software residing on state-owned computers and backup 
copies of data and software should be properly accounted for and 
recorded on a detailed inventory list. Further, the software inventory 
should be controlled to help prevent theft, unnecessary expenditures, 
and software copyright infringements. In the following instance, data 
management controls needed improvement to ensure that data and 
software assets were properly accounted for and protected against loss 
or theft. 

• The Executive Office of Environmental Affairs (EOEA) was not 
using an on-line tape management system to track computer media 
and was not maintaining a record of backup media at its off-site 
storage area. Computer magnetic media backups, which were being 
performed on a daily, weekly, and monthly basis, were being 
recorded and tracked manually. In order to help ensure greater 
accuracy, the OSA recommended that EOEA consider using an 
automated system to record backups and to provide an inventory of 
its computer media. The OSA further recommended that a record 
of the off-site inventory of backup and archival media also be 
maintained at the off-site storage area. 
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The overall objective of disaster recovery and business continuity 
planning is to ensure that computer operations that are critical and 
important can be promptly regained in the event of system disruption 
or failure . Other contingency planning objectives are to safeguard 
data, programmed software, and critical documentation; to ensure 
employee safety; and to minimize security exposures and system 
damage . 

• The Department of Public Utilities (DPU) had not developed a 
formal, written, and tested business continuity plan for critical and 
important applications and business functions processed through 
its local area network. In addition, no provisions had been made to 
store backup copies of computer media off site. Without a continuity 
plan or off-site back-ups in place, DPUs ability to regain lost data 
processing operations was at risk, and important information 
regarding public utility rates; consumer complaints; and permits 
and licenses issued to movers, tow truck drivers, and hazardous 
waste haulers was vulnerable to loss. The OSA recommended 
that DPU develop a written business continuity plan containing 
all pertinent information needed to effectively and efficiently 
recover critical op~rations within necessary time frames; that 
DPU develop user area plans for its administrative offices to 
continue the agency's operations should the file server or 
microcomputer systems become unavailable; that the business 
continuity plan be tested, then periodically reviewed, and updated 
as needed; that DPU staff be trained in the execution of the plan 
under emergency conditions; and that the completed plan be 
distributed to all appropriate staff members. In addition, the 
OSA recommended that DPU management develop a plan to 
ensure that up-to-date backup copies are stored off site, and that 
on-site storage for computer-related media is secure and has 
adequate environmental protection controls . 

• The Executive Office of Environmental Affairs (EOEA) had not 
approved its draft business continuity objectives and had not 
implemented recovery policies, procedures, or plans. As a result, 
EOEA might not be able to recover business operations should 
automated processing be rendered inoperable . The OSA 
recommended that management assess the relative criticality of its 
automated systems and data files , establish business continuity 
plans for all mission-critical systems, consider an alternate 
processing site, and develop appropriate recovery procedures. 
EOEA also had not performed an analysis to determine whether 
backup copies needed to be transferred off site on a more frequent 
basis and was not maintaining an inventory listing of backup and 
archival media. 
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• Western Massachusetts Hospital did not have disaster recovery 
procedures or a business continuity plan to help ensure that critical 
data processing operations could be regained should they be rendered 
inoperable due to a disaster. In addition, criticality assessments of 
applications and data files had not been completed; an alternate 
processing site had not been designated for recovery of operations; 
and user area plans had not 'been developed to address the loss of 
processing external to the Hospital. The audit also determined that 
backup copies of data files for systems operating at the Hospital 
were not being stored off site as required. In the absence of a 
business continuity plan for Hospital-based systems and user area 
plans to address the possible loss of certain microcomputer-based 
functions, the Hospital might be unable to regain critical processing 
within an acceptable period of time. The OSA recommended that 
the Hospital arrange for the storage of backup media in a secure off
site location. The OSA further recommended that the Hospital 
develop appropriate disaster recovery and business continuity plans 
for in-house processing, as well as user area plans for external
based processing, and that senior management review recovery and 
user area plans and distribute a copy of approved plans to 
appropriate personnel. 

• Westfield State College still did not have a sufficiently detailed 
recovery and contingency plan. The absence of such a plan could 
leave the College unable to regain lost essential processing 
capabilities within an acceptable period of time. The OSA 
recommended that the College ensure that its disaster recovery 
and business continuity plans sufficiently address the overall 
information technology environment and all critical processing. 
The need for a comprehensive plan was recommended in a prior 
OSA EDP audit report issued in June 1992. 
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Proper environmental controls for a data center and an on-site or 
off-site media storage room serve to minimize significant risks 
regarding the safety of staff, and damage or destruction of equipment, 
data, and software. In addition, significant risk of damage to the 
data center itself, as well as to other areas of the agency's physical 
plant, could exist without adequate environmental protection. 

• The Department of Public Utilities (DPU) housed its file servers 
in rooms that were generally poorly ventilated, crowded with 
office equipment and supplies, and in need of housekeeping. As 
a result, DPU risked unintentional damage or accidental loss to 
its automated system. The OSA recommended that the local area 
network file server located in the Transportation Division be 
relocated to an area with better air quality controls; that 
housekeeping be improved in the areas housing DPUs four file 
servers; and that controls be implemented to prevent consumption 
of food and drink in areas housing computer equipment. In 
addition, the OSA recommended that DPU senior management 
consult with the Bureau of State Office Buildings to address 
issues such as proper temperature control and improvements to 
the air quality in DPU offices. 

• The Executive Office of Environmental Affairs' (EOEA) 
environmental protection controls needed to be strengthened to 
safeguard data processing assets located in EOEA's data center and 
off-site backup media storage location. There were no documented 
environmental protection policies and procedures for the computer 
room and the off-site magnetic media storage area. Also, EOEA 
needed to eliminate old or unused wiring and cabling, and to 
organize and label existing cabling, as well as to improve general 
housekeeping. Further, both the computer room and the off-site 
storage area lacked fire and water detection devices and fire 
extinguishers. 

• Westfield State College administrators had not installed an 
automatic fire suppression system, an uninterrupted power 
supply, emergency lighting, and an alternate power source in 
their data center as had been recommended in the OSA's prior 
EDP audit report, issued in June 1992. The OSA recommended 
that water detectors and emergency lighting be installed in the 
data center's computer room; that environmental protection be 
periodically reviewed; and that the College assess the need for an 
alternate power supply and power conditioning equipment. The 
OSA also recommended that the College solicit input from the 
State Fire Marshal and/or the local fire prevention officer to 
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assess additional needs, with emphasis placed on prevention, 
detection, safety of personnel, and contingency planning. Further, 
emergency procedures addressing personnel safety, computer 
shutdown procedures, and the protection of critical files should 
be posted in the data center, and MIS Department staff should be 
adequately trained in carrying out emergency procedures. The 
OSA further recommended that environmental protection be 
periodically reviewed to ensure that adequate controls are in effect. 

Adequate physical security for a data center serves to minimize the 
risk of unauthorized persons breaching the security regarding the area 
housing valuable computer-related equipment and information. Proper 
security also. minimizes the risk of loss, damage, or destruction of 
computer equipment. 

• The Department of Public Utilities' (DPU) security procedures 
needed to be strengthened over the area housing one of its four file 
servers. This particular file server was located in an offi~e assigned 
to its Transportation Division that was accessible to office staff 
during working hours and was also used as a lunchroom. As a result, 
DPU risked unintentional damage or accidental loss to its automated 
system. The OSA recommended that this file server be relocated to 
a more secure area. 

• The Executive Office of Environmental Affairs' (EOEA) physical 
access security controls needed to be strengthened to safeguard 
data processing assets and resources located at EOEA's data 
center and off-site storage location. There were no written 
policies and procedures regarding physical access security for 
EOEA's computer room and off-site magnetic media storage area , 

. and the off-site storage area lacked an intrusion detection system. 
In addition, EOEA Was not maintaining a list of employees who 
were authorized to access the off-site storage area, and a log was 
not being maintained of individuals who had accessed the off-site 
storage location. Until appropriate corrective action is taken, 
EOEA's automated system is vulnerable to damage, loss, or 
misuse. 
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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 
access. Access to automated systems should be granted on a need to 
know and/or perform basis. Written policy and procedures for access 
security administration should be in place to provide operational rules 
and guidelines for the security of informational assets, and to ensure 
that appropriate and prompt actions are taken to review unauthorized 
access attempts. Without system access restrictions, 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. 

• The Department of Public Utilities (DPU) needed to strengthen 
certain system access security controls. Written policies did not 
include rules regarding password formation and use, such as 
prohibitions against the use of familiar words, the minim um length 
of passwords, or requirements for periodic changes of passwords. Of 
137 authorized users, 54 (40%) had not changed their passwords in 
over two years. Moreover, it could not be shown that 51 users (37%) 
had changed their passwords since being authorized to access the 
automated system; and only 32 users (23%) had changed their 
passwords within the prior twelve-month period. Further, there 
was no formal mechanism in place to ensure that logon IDs and 
passwords would be revoked for individuals no longer authorized or 
needing access to automated systems. The OSA recommended that 
the DPU develop formal, written, and approved policies and 
procedures regarding authorization to access the local area network's 
file servers and microcomputer systems, and ensure that the 
documented controls are in place and operating as intended. 

• The Executive Office of Environmental Affairs (EOEA) had not 
documented policies and procedures regarding system access 
security, or established rules on system access activation and 
deactivation, password composition, frequency ofpassword changes, 
and actions to be taken regarding access violations and/or violation 
attempts. As a result, EOEA's computer programs were potentially 
vulnerable to unauthorized access, damage, loss, and misuse. 
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Integrated Audits 

Deficiencies in 
Contract 
Procurement and 
Oversight 

The EDP Audit Division is now performing integrated EDP, 
financial, and performance audits. Additional OSA staff have been 
assigned to the Division from the Financial and Compliance Audit 
Division to assist in this effort and to receive training in information 
systems auditing. The following is a review of current integrated 
audit issues. 

Adequate contract monitoring and the execution offormal contracts 
that specify the scope of work to be done help to control contract costs 
and to ensure contract performance. The following entity needed to 
improve controls over the administration of contracts. 

• The Department of Public Utilities (DPU) did not have authorized 
management signatures for 17 (27%) of the 64 contracts for fiscal 
year 1995. Nevertheless, all 17 contracts were approved for 
payment rather than returned for signatures by the Office of the 
State Comptroller. Furthermore, where DPU signatures were 
present, they were the signatures of employees who did not 
possess the required signatory authority. Under these 
circumstances, certain DPU contracts might be deemed invalid, 
and the Commonwealth's liability in any legal action resulting 
from contractual default might be increased. The OSA 
recommended that DPU, which had aggregate expenditures of 
$1,047,767 for contractual services in fiscal year 1995, ensure that 
all consultant contracts are appropriately signed. 
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Adequate accounting and administrative controls help to ensure 
that state appropriations are spent properly and efficiently, and 
that funds raised through assessments, fines, and fees are 
appropriately collected, recorded, and disbursed. The following 
instances of administrative and internal control weaknesses were 
noted: 

• The Executive Office of Consumer Affairs (EOCA), now the 
Department of Consumer Affairs, had not properly classified certain 
expenditure categories recorded on payment vouchers for fiscal 
year 1994. Specifically, EOCA had used the code "H16," the 
designation for research expense, to classify equipment repair 
expense on three vouchers. Moreover, the code "E01," the 
designation for office supplies, had been used to classify the 
purchase of two fax machines in the amount of $3,090 on one 
voucher. The OSA reviewed vouchers in the amount of $117,506 
supporting expenditures for EDP-related equipment, repair, and 
maintenance. Of the 36 vouchers reviewed, 30 (83%) did not 
indicate an object code, 4 (11%) had an incorrect object code 
entered, and only two vouchers (5%) had the proper object codes 
entered on the document. The OSA was unable to review vouchers 
for fiscal year 1995 because EOCA could not provide sufficient 
documentation regarding EDP-related purchases made during 
that period. Without the proper object codes recorded on the 
vouchers, incorrectly classified expenditures entered into MMARS 
could go undetected. As · a result, expenditure reports used by 
management might be inaccurate, and decisions based on these 
reports might be erroneous. In addition, without sufficient 
voucher documentation, EOCA could not be assured that all 
payments were appropriate and for goods received. Furthermore, 
EOCA did not properly segregate duties related to the processing 
of vouchers. Specifically, one person was allowed to prepare the 
vouchers, approve them for payment, and enter them into the 
automated system. As a result, an important check-and-balance 
control was missing, and the vulnerability of certain financial 
assets was increased. 

• Western Massachusetts Hospital's check deposits were not made on 
a sufficiently timely basis. Based on the sample drawn, there were 
delays of two to thirteen business days from date of receipt to the 
date of deposit. Although controls were in place over the recording 
of checks received, delays in their deposit increased the risk of loss 
or theft of a check and lost interest revenue due the Commonwealth. 
The OSA recommended that the Hospital review the timeliness of 
check deposits and that efforts be made to implement appropriate 
controls to ensure that checks are deposited on a daily basis. 



Inadequate 
Controls over 
Property and 
Equipment 

Electronic Data Processing Audits 

All state entities and private entities that receive public funding 
for the purchase of equipment are required to keep complete 
inventory records of fixed assets in order to ensure that property is 
safeguarded and used for its intended purposes. The following 
reports identified areas where inventory controls needed 
improvement . 

• The Department . of Public Utilities (DPU) could not provide 
reasonable assurance that its inventory records of furniture, office 
and computer equipment, and software were current, accurate, 
complete, and valid. In addition, DPU had not designated a fixed 
asset manager; a significant number of pieces of computer equipment 
and office furniture were not tagged; and cost figures were not listed 
on the inventory record for furniture and office equipment. 
Moreover, there was little evidence that an annual physical 
inventory had been performed, nor were items listed on the 
inventory record periodically confirmed to the physical inventory. 
Furthermore, the cost figures listed on the hardware and software 
inventory records were inaccurate and could not be reconciled to 
expenditures for EDP-related purchases reported on 
Massachusetts Management Accounting and Reporting System 
(MMARS) documents for fiscal year 1995. As a result, DPU could 
not be assured that its fixed assets were adequately protected or 
accurately recorded on various required financial statements. 

• The Executive Office of Consumer Mfairs (EOCA), now the 
Department of Consumer Affairs, had not filed its annual asset 
management report with the then Department of Procurement and 
General Services (DPGS), now the Operational Services Division, 
for fiscal years 1994 and 1995 as required. In addition, although 
EOCA had filed its GAAP Report with the Office of the State 
Comptroller, the report did not include cost figures for fixed 
assets. As a result, EOCA's financial statements were incomplete 
and inaccurate. 
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A review of prior audit results is an important component of GSA 
audits. A follow-up review helps to monitor and recognize agency 
compliance with GSA recommendations. The following entity has 
taken corrective actions based on GSA recommendations: 

• The College has implemented written backup procedures, and 
backup tapes are now being properly accounted for and safeguarded. 
In addition, an access log is maintained at the off-site storage area, 
and policies and procedures have been developed for performing 
periodic backups of departmental microcomputer-based systems. 

• The College has improved inventory controls by developing policies 
and procedures for the purchase, receipt, and deployment of computer
related hardware and software. In addition to fully identifying and 
tagging computer property, an up-to-date inventory record has been 
established for all College-owned hardware and software. 

• The College's administrators have issued new policies and procedures 
that deal with all areas of microcomputer applications. A policy 
advisory statement has been issued stating that microcomputer 
users must abide by licensing agreements, which prohibit 
unauthorized copying of software, and by the College's definition of 
what constitutes unauthorized software. Furthermore, users have 
been advised to remove any unauthorized software from their 
microcomputer hard drives. The College has addressed computer 
virus detection on microcomputers through its "General Software 
Policy" which states that all state-owned microcomputers must 
have a virus detection program installed. 

• The College has made improvements in physical security over the 
data center and computer labs, including maintenance of a log to 
record data center visitors. 

• The College has implemented effective system access security 
procedures and a formal program change control process whereby 
requests for changes are documented, reviewed, and approved. 
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The following ongoing initative of the EDP Audit Division is 
intended to assist state agencies in adapting their computers and 
computer software for the Year 2000. 

• The EDP Audit Division, in conjunction with the Information 
Technology Division of the Executive Office for Administration and 
Finance, is conducting a statewide survey of Year 2000 awareness 
and activity at state audited agencies. The purpose of the survey 
is to gain an understanding of the nature and extent of the state's 
Year 2000 problem and associated corrective action planning and 
implementation efforts. The information compiled from this survey 
will be used as part of a comprehensive strategy for addressing this 
problem and for providing advice and assistance. 
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Enforcement 
Assurance 

In carrying out its responsibility to help 
ensure compliance with state and federal law , 
the OSA refers audits that disclose serious 
possible violations of law to enforcement au
thorities, including the Office of the Attorney 
General and District Attorney's Offices. In 
addition, the OSA responds to specific re
quests, including requests for technical assis
tance from agencies reporting missing funds, 
as mandated by Chapter 647 of the Acts of 
1989, the Internal Control Statute. Enforce
ment activities during this report period are 
detailed below. 
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Investigations Pursuant to the Internal Control Statute 

University of 
Massachusetts
Dartmouth 

The Registry of 
Motor Vehicles 

• Pursuant to the requirements of Chapter 647 of the Acts of 1989, 
University officials notified the OSA of an unexplained variance 
between its bank account statements and its accounting records for 
its Student Emergency Fund. The OSA determined that $7,080 in 
receipts from students who were repaying loans were not deposited 
in the University's bank account. The OSA also identified a major 
internal control weakness that allowed the irregularities to occur. 

The OSA review determined that a lack of segregation of duties, 
wherein one employee collected funds, posted fund donations and 
repayments, deposited receipts, and performed monthly bank ac
count reconciliations, created an environment vulnerable to abuse . 

The University, in response to the audit's recommendations, 
transferred all financial functions related to the Student Emer-

. gency Fund to the University Bursar's Office. The Bursar's 
Office, in addition to segregating transaction responsibilities , is 
performing timely bank reconciliations and preparing monthly 
financial statements. The missing receipts, at the close of the 
audit period, remained under investigation by the Office of the 
District Attorney of Bristol County. 

• Pursuant to the requirements of Chapter 647 of the Acts of 1989, the 
Registry notified the OSA of a theft a t its Reading branch office. The 
Registry report noted that on the day the theft was discovered its 
employees found a back door unlocked, safe doors open, the alarm 
system turned off, and eleven cash bags missing from the safe. The 
OSA review confirmed that $123,041 in receipts and five Registrar 
signature stamps were stolen. It also identified significant internal 
control and security weaknesses at the Reading branch office. 

The OSA review noted that branch offices were not required to 
deposit daily receipts at the end of each business day, thus increasing 
their vulnerability to theft. In addition, the Reading branch office 
did not have a security camera system and did not sufficiently 
restrict access to its safe combination or the key to its alarm box. 

As of May 8, 1996, the Registry had recouped $109,700, leaving an 
unrecovered loss balance of $13,341 plus $1,072 in bank stop
payment charges that the Registry reimbursed its customers. In 
addition, the Commonwealth incurred the cost of numerous hours 
of Registry staff time for conducting the recoupment process, as well 
as an undetermined potential revenue loss as a result ofthe theft of 
the Registrar signature stamps. 
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The Registry has initiated corrective actions, including security 
enhancements. An internal audit team has been created; the 
timeliness of depositing receipts has been improved; and security 
systems have been reviewed and upgraded. At the close of the audit 
period, the theft remained the subject of criminal investigation . 

• At the request of the Director of the Registry's Vehicle Inspection 
Service section, the OSA conducted a review of the Registry's 
accounting controls over unused, outdated certificate of inspection 
stickers scheduled for disposal. During this review, the OSA found 
that a total of nine different thefts of certificate of inspection stickers 
had occurred during fiscal year 1995. These thefts, although 
reported to the State Police, had not been reported to the OSA as 
required. However, in accordance with the Internal Control Statute, 
the OSA examined internal controls over the safeguarding of 
certificate of inspection stickers and made recommendations for 
their improvement. 

The OSA review determined that, although the inspection stickers 
were kept in a locked room, they were openly displayed with no other 
security measure, such as a security camera, in place. In addition, 
access was not sufficiently restricted, and supervisory oversight 
was insufficient. 

The Registry has taken corrective action by installing surveillance 
cameras in its new location and properly restricting access to the 
room in which the certificates are secured. At the close ofthe audit 
period, these thefts remained under criminal investigation. 
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• At the request of law enforcement authorities, the OSA initiated 
an audit of a bottle redemption center's transactions with a 
distributor of soda products. An employee of the distributor 
reported to the State Police that he had been offered $100 by a 
truck driver from the redemption center to participate in a 
scheme to falsify records of containers that were never returned, 
deposits for which belong to the state's Clean Environment Fund. 
As a result of the police investigation, the truck driver was 
arrested and charged with larceny, bribing a business, falsifying 
redemption records, and defrauding the Commonwealth of at 
least $22,000. 

The OSA audit disclosed that both internal controls and supervision 
by the Department of Revenue and the Department of Environmental 
Protection over the activities of the state's 175 redemption centers 
and 51 distributors were seriously deficient. In addition to insufficient 
controls at distributors' loading docks, on-site reviews ofredemption 
centers were not performed, and filings provided by bottlers and 
distributors were not based on uniform accounting, recordkeeping, 
and reporting systems. As a result, the Commonwealth's Clean 
Environment Fund was vulnerable to waste, theft, and misuse. 

• At the request of the Department of Mental Retardation (DMR), the 
OSA initiated an audit of Integrated Services Associates, Inc., 
(ISA), a nonprofit vendor previously known as Southeastern 
Regional Vendor Education and Support Services, Inc ., 
(SERVESS). SERVESS was the subject of a prior audit that was 
referred for further investigation to the Internal Revenue Service, 
the Attorney General's Office, and the United States Attorney's 
Office . These investigations resulted in indictments and 
convictions of three individuals for their roles in defrauding the 
Commonwealth. On February 23, 1993 the governor directed 
DMR to terminate its contracts with ISA. ISA responded by 
discontinuing its operations without notifying its employees or 
DMR. 

The OSA review disclosed that DMR overpaid ISA $108,621, allowed 
$30,000 in furnishings and equipment to be lost due to inadequate 
oversight oflSA's contractual obligations, and reimbursed ISA for 
$68,000 in unallowable expenditures. Because of the difficulties 
this case presented in securing restitution for the state, it was 
referred to the Attorney General's Office for further review. 
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• The OSA performed a special-scope review of the income received 
and expenditures made by Northshore Employment Training for 
fiscal years 1995 and 1996, after which time its operations were 
terminated. 

The OSA review disclosed severe internal control deficiencies, 
which resulted in the inaccurate accounting for and reporting of 
revenues and expenses, and the running oflarge operating deficits. 
Among major outstanding issues at the time Northshore Employment 
Training became insolvent and ceased operations was a liability for 
$692,000 in unpaid Social Security and Medicare taxes. This and 
other matters remained under law enforcement review. 
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Division of Local 
Mandates 

The Division of Local Mandates (DLM) was es
tablished by Proposition 2 1/2 to determine the 
financial impact on cities and towns of proposed or 
existing state laws and regulations. Chapter 29, 
Section 27C, MGLs, generally provides that any 
post-1980 law or regulation imposing service or cost 
obligations on cities, towns, regional school districts, 
or educational collaboratives shall be effective only 
if locally accepted or fully funded by the Common
wealth. Any protected party aggrieved by such a law 
or regulation may petition superior court to be ex
empted from compliance until the necessary state 
funding is provided. DLM's determination of the 
cost imposed may be offered as prima facie evidence 
of the state funding necessary to sustain the man
date. 

DLM maintains a Legislative Review Program to 
analyze pending legislation on mandate-related is
sues. To ensure that the local cost impact oflegisla
tion is considered by the General Court, DLM re
views 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 requests for 
opinions and cost studies from individual legislators, 
legislative committees, municipalities, and govern
mental associations. 

Chapter 126 ofthe 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 deter
mination. Chapter 126 reviews include cost-benefit 
analyses and recommendations to the General 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 au
tonomy in setting municipal budget priorities. 
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Legislative Studies and Mandate Determinations 

Chapter 306 
Acts of 1996 

Disability Retirement Systems 

DLM responded to requests from Representatives Lida Harkins and 
Nancy Flavin, and the retirement boards ofthe Town of Easthampton 
and the City of Malden, as to whether the Local Mandate Law 
applies to recent amendments to law governing the Commonwealth's 
public retirement systems. The provisions of these amendments 
that raise the most immediate financial concern for retirement 
boards are the requirements to re-examine all current disability 
retirees and to establish early intervention programs for the 
rehabilitation of injured employees. Another longer-term concern is 
that resultant increased costs and the changes to procedures for 
funding retirement board budgets may eventually deplete assets of 
the retirement system, thereby increasing municipal funding 
obligations to the pension fund. While the intent of these amendments 
is to control liability for disability benefits, they will clearly result 
in at least short-term increased costs for county and local retirement 
systems. Due to technical court rulings, however, DLM's opinion is 
that the Local Mandate Law does not apply to additional costs 
resulting from Chapter 306. 

DLM determined that G. L. c. 29 does not apply to state mandates 
on other governmental entities, such as counties, regional water or 
sewer districts, municipal light departments, or local retirement 
systems. This is because these governmental entities are not municipal 
departments; they are independent of the cities and towns that they 
may serve. See Everett Retirement Board v. Board of Assessors of 
Everett, 19 Mass. App. Ct. 305 (1985). In short, the Chapter 306 
mandates are mandates on retirement systems, not cities and towns. 
Therefore, the Local Mandate Law does not apply. 

Since county and local retirement systems are financed mostly 
through municipal appropriations, and any increased costs due to 
Chapter 306 will be passed on to cities and towns, this conclusion may 
seem a bit contradictory. Nonetheless, the Everett case indicated that 
retirement systems are fully "insulated" from Proposition 2 112. This 
and other relevant court decisions determine the scope and application 
of the Local Mandate Law. 

Due to concerns for the local financial impact of Chapter 306, the 
Legislature enacted technical corrections to Chapter 306 (Chapter 427 
of the Acts of 1996). Section 14 of this Act requires the Public Em ployee 
Retirement Administration Commission (PERAC) , along with all 
retirement boards, to submit to the Legislature system-wide cost 
projections to implement early intervention programs by March 19, 
1997. This requirement is in clear recognition of the potential for 
significant new costs concerning early intervention programs, and is 
intended to help deal with this funding issue. 
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Sexual Harassment, Education, and Training in the 
Workplace 

On behalf of the Town of Dedham's town administrator, DLM 
issued an opinion concerning applicability of the Local Mandate Law 
to Chapter 278 of the Acts of 1996, An Act Relative to Sexual 
Harassment, Education, and Training in the Workplace . 

. Upon review of relevant state laws and information provided by 
local officials on this issue, DLM determined that G. L. c. 29, s. 27C 
does not apply to c. 278. Generally, the Local Mandate Law provides 
that post-1980 laws, rules, or regulations imposing additional costs 
on cities and towns must be either funded by the Commonwealth or 
subject to local acceptance. However, there are exceptions to this 
general rule, and two apply in this case. 

First, G. L. c. 29, s. 27C does not apply to the imposition of incidental 
local administration expenses. The Supreme Judicial Court has 
defined this term as "relatively minor expenses related to management 
of municipal services .. . subordinate consequences of a municipality's 
fulfillment of primary obligations." See City of Worcester v. the 
Governor, 416 Mass. 751 (1994). Chapter 278 added a new section 3A 
to G. L. c. 151B, that requires employers, including cities and towns, 
to adopt a policy which promotes a workplace free of sexual 
harassment. Under the purview of the Massachusetts Commission 
Against Discrimination (MCAD), G. L. c. 151B prohibits employers 
from discriminating against employees because of race, color, 
religious creed, national origin, ancestry, or sex. Specifically, 
section 3A now mandates employers to annually provide to all 
employees an "individual written copy of the employer's policy 
against sexual harassment." This policy must include a statement 
that sexual harassment in the workplace is unlawful; a description 
and examples of sexual harassment; and the identity of the 
appropriate state and federal employment discrimination 
enforcement agencies. However, as required by c. 278, MCAD has 
provided to employers a model policy and poster consistent with the 
provisions of c. 278 and applicable federal requirements . 
Consequently, it appears that resultant municipal costs are incidental 
expenses limited to. the copying and modifying of MCAD's model 
policy. 

Another exception to the G. L. c. 29, s. 27C general rule is that it 
does not apply to state laws or regulations which allow for optional 
compliance by cities and towns. The c. 278 provision concerning the 
employee sexual harassment education and training program is not 
mandated, but encouraged. Therefore, resultant expenses are not 
imposed on cities and towns within the meaning of the Local 
Mandate Law. 
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The Rivers Protection Act 

In response to a request by former Senator Robert Wetmore, 
DLM reviewed Chapter 258 of the Acts of 1996 for a determination 
of the estimated local fiscal impact of the Rivers Protection Act on 
conservation commissions. 

The Act took effect on August 7, 1996, adding a new protected 
resource area to the Wetlands Protection Law, called the "riverfront 
area." Any property owner proposing a project within a riverfron t area 
is required to demonstrate to the local issuing authority (usually 
conservation commissions) that there is no economically viable 
alternative to the proposed development and that there are no 
significant adverse environmental impacts, as defined by the 
Wetlands Protection Law and regulations 310 CMR 10.00. Although 
Chapter 258 increases the scope of conservation commissions' duties, 
a number of projects will be exempted or grandfathered, while other 
proposed development will in part fall under the provisions of the 
pre-existing Wetlands Protection regulations and accompanying fee 
schedule. For those projects within scope of the Rivers Protection 
Act, the Legislature has provided for a separate fee schedule with 
the apparent intent of providing a source of revenue to cover local 
expenses. 

The Department of Environmental Protection (DEP) has issued an 
interim guidance document which interprets Chapter 258 for local 
issuing authorities and applicants proposing development projects. 
The Department advises these parties to follow the interim guidelines 
until regulations and an application fee schedule are promulgated in 
August 1997, as required by the Statute. According to DEP's Division 
of Wetlands and Waterways Regulation, local conservation commissions 
or other city or town issuing authorities should not assess fees to review 
and approve proposed projects in riverfront areas until DEP establishes 
the Chapter 258 fee schedule. 

Understanding that there will be an increased workload on local 
conservation commissions, DLM will review the Chapter 258 regulations 
when they are promulgated to ensure that the fee schedule is reasonable 
and sufficient to administer the requirements of the Statute. DLM 
stands ready to work with any community currently experiencing 
problems with Chapter 258 implementation. 
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Chapter 151 
Acts of 1996 

Vetoed Section 568 Proposal for Special Elections to Fill 
Vacancies in Certain County Offices 

The Board of Selectmen of the Town of Raynham requested DLM 
to review Section 568 (subsequently vetoed by the Governor) of the 
fiscal year 1997 state budget, Chapter 151 of the Acts of 1996. 

Section 568 would have amended G. L. c. 54, s. 142, in effect since 
before Proposition 2 112, by removing the Governor's authority to 
appoint a designee to fill a vacancy, resulting from removal or otherwis e, 
in the offices of district attorney, county register of probate, or county 
sheriff. Under the current s. 142, an appointee maintains the office 
until an election is held for the vacancy at the next biennial state 
election. Anyone subsequently elected would remain in the position 
until a candidate is chosen at the next regularly scheduled election for 
that office. Pursuant to G. L. c. 54, ss. 154, 156, and 159, district 
attorneys are elected every fourth year beginning in 1922; registers of 
probate, every sixth year beginning in 1924; and sheriff, every sixth 

, year beginning in 1926. 
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Instead, s. 568 would have required the Governor to call for a special 
election within 120 days of such a vacancy. The Town's concern was 
that it would incur additional costs to operate polling places for the 
special election. In response, DLM informed the Board of Selectmen 
that the legislation would be monitored, and that, should s. 568 be 
enacted, the Auditor would ensure that the General Court provides 
for assumption of special election costs imposed on cities and .towns. 

Subsequently, an attempt for a legislative override of the 
Governor's veto was defeated, thus resulting in the deletion of this 
requirement from the fiscal year 1997 state budget. 
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Fiscal Impact Reviews 

A Review of the 
Clean 
Environment Fund 
and Its Impact on 
State and Local 
Government 

DLM's mission was expanded with the passage of Chapter 126 of 
the Acts of 1984. This law authorizes DLM to conduct periodic 
reviews of any state law or regulation that has a significant financial 
impact on cities and towns, regardless of whether it satisfies the 
more technical standards for a mandate determination. Chapter 126 
reviews include cost benefit analyses and recommendations to the 
General Court for amendments to ease the local fiscal impact. DLM's 
major fiscal impact review of this reporting period is summarized 
below. 

This report was issued under the State Auditor's authority to review 
any state law having a significant impact on cities and towns, and as 
a follow-up to reports that DLM issued under the Local Mandate Law 
in 1992 and 1993 concerning the cost impact of recycling on 
Massachusetts cities and towns. 

The report evaluates state implementation of 1989 amendments to 
the Massachusetts Bottle Bill Statute. Its focus is the Clean Environment 
Fund (CEF), a state special revenue fund, which under the amended 
law holds unclaimed bottle bill deposits, and CEF's impact on state and 
local government. The report summarizes CEF revenues and 
expenditures over the period January 1990 through June 1996 and 
includes recommendations to the General Court concerning CEF 
administration. 

The bottle deposit-redemption cycle begins when beverage 
wholesalers charge retailers a five-cent deposit on each full bottle bill 
container. At the end of the cycle, wholesalers pay retailers and 
redemption centers five cents for each empty container. However, only 
about four out of five bottle bill containers are returned for deposit 
redemption. Consequently, for every dollar in bottle bill deposits they 
collect, beverage wholesalers on an average payout only 80 cents in 
deposit redemptions. The 1983 bottle bill allowed beverage wholesalers 
to keep unredeemed or "abandoned" deposits. This revenue helped to 
offset wholesalers' bottle bill costs. 

However, effective January 1990, the Bottle Bill Statute was amended 
by the Budget Control and Reform Act of 1989, so that all unclaimed 
bottle bill deposits would escheat to, or become the property of, the 
state. The terms "escheat" and "escheatage" refer to the principle 
that property reverts to the state if no person is able to make a claim 
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A Review of the 
Clean 
Environment Fund 
and Its Impact on 
State and Local 
Government 
(Continued) 
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. . . 

of ownership. The Department of Revenue (DOR) was charged with 
administration of abandoned deposit collections from wholesalers 
of beer and other malt beverages, wine coolers, carbonated soft 
drinks, and carbonated water. 

The amendments that made abandoned deposits the property of 
the state also established CEF as a state special revenue fund to be 
supported exclusively by abandoned bottle bill deposits. CEF 
revenue would be dedicated to recycling, composting, solid waste, 
and bottle bill-related projects and programs. The amendments also 
contained a formula for apportioning overall abandoned deposits 
between CEF and the state's General Fund during the first five 
years of escheatage. In fiscal year 1990 the General Fund received 
90% of the revenue collected, and CEF received a 10% share. The 
CEF share increased each year until fiscal year 1995, when 100% of 
abandoned deposit collections was credited to CEF. The Executive 
Office of Environmental Affairs (EOEA), which already had 
administrative and regulatory duties under the original Bottle Bill 
Statute, was given oversight authority of CEF expenditures. 

Summary Findings 

• Between January 1990 and June 1996, the state collected a total 
of $107.3 million in abandoned deposits from wholesalers of 
beverages subject to the Massachusetts Bottle Bill Statute. 
Abandoned deposit revenue over the period indicates that 2.1 
billion bottles and cans, 19% of all bottle bill containers sold since 
1990, were not returned for deposit redemption. 

• A total of $62.5 million of the $107.3 million in abandoned deposits 
collected has been deposited in CEF. The balance of $44.8 million 
was deposited in the state's General Fund according to the formula 
provided by the amendments. 

• Seventy-two percent of CEF expenditures has supported employee 
compensation and other administrative costs of the Department of 
Environmental Protection's hazardous waste and solid waste offices. 
Only 28% has provided support to municipal recycling programs. 

• The statute specifies that CEF abandoned deposit revenue is to be 
dedicated solely to recycling, composting, solid waste, and bottle 
bill-related purposes. However, the largest of three CEF spending 
categories, 42% of expenditures, supported the hazardous waste 
cleanup oversight program at the Department of Environmental 
Protection (DEP). Another 30% supported DEP's solid waste 
responsibilities. The smallest category of CEF spending, 28% of 
expenditures, provided support to municipal recycling programs. 
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• Over the review period, beverage wholesaler reports to DOR 
indicate that the Bottle Bill Statute generates approximately 
$87.5 million in annual deposits, $ 71 million in annual redem ptions, 
and $16.5 million in annual abandoned deposits. However, 
inadequate controls over the deposit system has prevented DOR 
from verifying the accuracy of abandoned deposit receipts to the 
Commonwealth. 

Recommendations 

• One principal recommendation is that consideration be given to 
legislative proposals that earmark a greater proportion of CEF 
revenue to the direct benefit of municipal recycling and composting 
programs. 

• A second recommendation is that DOR and EOEA strengthen Bottle 
Bill Statute oversight through on-site reviews and implementation 
of uniform accounting, recordkeeping, and reporting controls over 
deposits . 

• Because all other "Bottle Bill" states allow wholesalers to retain 
at least a portion of abandoned deposits, the report recommends 
a review of the escheatage amendment's impact on the beverage 
industry and on wholesale beverage prices. A review of the 
adequacy of handling fees paid to retailers and redemption cen
ters is also recommended. 
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Office of the State 
Auditor Legislative 
Agenda 

This section contains a summary ofinitia
tives developed and filed by the OSA for the 
1997 legislative session. Also included is a 
summary of a new law that was part of the 
OSA's 1995/96 legislative package. OSA bills 
either directly affect the OSA or address sig
nificant audit results and therefore comple
ment audit recommendations by suggesting 
systemic improvements. 
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Enacted Legislation 

Chapter 151 
Outside Section 

Budget Amendment Correcting a Reference in the Debar
ment Law 

Legislation filed by the OSA relative to correcting a reference in the 
Debarment Law was enacted as Outside Section 381 to the fiscal 
year 1997 budget. This budget amendment changed an erroneous 
reference in Section 44C of Chapter 149, the statute governing the 
process by which state agencies can exclude from public contracting 
certain providers who are found guilty of criminal or repeated 
contractual violations. The section now properly reads, "The com
missioner may suspend or debar contractors in accordance with the 
provisions of section twenty-nine F of chapter twenty-nine." Com
prehensive legislation strengthening the debarment process was 
initiated earlier by the State Auditor and enacted into law as 
Chapter 550 of the Acts of 1991. 
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Pending Legislation 

House 8 

House 9 

92 

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 that imposes any additional costs upon a city or 
town will be effective only if fully funded by the Commonwealth or if 
locally accepted. In addition, it provides that any post-1980 adminis
trative regulation or law granting or increasing exemption from local 
taxation is not to be effective unless fully funded by the Common
wealth. 

Certain court decisions over the past few years have both narrowed 
the scope of the Local Mandate Law's protections and created confu
sion. Consistent with the original intent of the law, House 8 would 
define "local mandate" to include post-1980 state laws and regulations 
that require a municipality to make additional expenditures to main
tain any new or existing local activity, to undertake a service previ
,ously performed by the Commonwealth or a county, or to initiate or 
expand a contracted service. 

The bill also contains provisions that would 'allow for the reimburse
ment oflegal costs incurred by a municipality in a successful mandate 
challenge; authorize courts to grant an interim exemption from compli
ance; require state agencies to notify DLM of regulatory actions 
affecting local spending; and direct DLM to review agency statements 
of local effect for adequacy. This bill would establish a more. useful 
standard for responding to local mandate issues and would enhance 
state agencies' awareness of the fiscal impact that regulations can have 
on local budgets. 

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 offederal 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 ensure that agencies 
contract for and obtain audits that meet the requirements of all federal 
and state statutes and regulations and that audit duplication and 
expenses are reduced. 
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House 11 
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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 10 
would clarify this matter. 

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

This legislation would repeal Sections 4 and 5 of Chapter 268 ofthe 
Acts of 1990, as amended by Chapter 138 ofthe Acts of 1991. Chapter 
268 of the Acts of 1990 established a formula by which 49% 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 annual 
audit, the primary function ofw hich was to verify that the form ula was 
correctly applied and the revenues were properly distributed. As the 
formula was rescinded in 1991 and the fund is currently audited 
annually as part ofthe Single Audit of the Commonwealth, House l1's 
repeal of the audit requirement for this fund would update the statute 
and minimize unnecessary expense and duplication. 
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An Act Clarifying and Amending Notification Procedures 
Relative to the Purchase of Certain State Services 

This legislation would clarify the definition of the time period 
allowed to the State Auditor to make a privatization determination 
under Section 54 of Chapter 7, MGLs. Specifically, this review period 
would be "thirty business days," defined as thirty days exclusive of 
Saturdays, Sundays, and public holidays. The legislation would also 
authorize the State Auditor to make one extension of up to thirty 
business days in the review period. The purpose ofthls bill is to ensure 
that the OSA has sufficient time to review all necessary supporting 
documentation submitted with privatization proposals before deter
mining whether the process followed by the submitting agency meets 
the requirements of the law. Additionally, the provision of a process 
to reasonably extend the privatization review period would allow 
agencies to submit any necessary missing information before the 
review period expires. 
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Private 
Occupational 
Schools: Financial 
Evaluations 

Chapters 75C, 75D, and 93 of the Massa
chusetts General Laws require the Office of 
the State Auditor (OSA) and the Department 
of Education to annually evaluate the finan
cial 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 correspon
dence schools are required to submit finan
cial statements to the OSA. This information 
is evaluated to determine the solvency of 
each applicant. Those schools determined to 
be financially qualified for licensure or regis
tration must then secure tuition protection 
in the amount recommended 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 irrevocable 
letter of credit, or a term deposit account 
payable to the Commonwealth. This con
sumer protection is intended to cover poten
tial tuition refunds to students resulting 
from fraud, deceptive student recruitment 
practices, or a breach of contract by the 
school. 

At calendar year-end, 151 applicants were 
actively listed as financially eligible to operate 
private occupational schools within Massa
chusetts. During the six-month period ended 
December 31, 1996, the OSA evaluated the 
financial condition of64 prospective licensees: 
seven schools represented first-time applicants 
and 57 reviews were renewal applications. In 
addition, 10 previously approved schools were 
reclassified as inactive. 

Private occupational school course offer
ings include: acupuncture, appliance repair, 
art, bartending, broadcasting, business ad
ministration, computer programming and tech
nology, dog grooming, floral design, industrial 
technology, massage therapy, modeling, pho
tography, plumbing, secretarial skills, tractor 
trailer operation, and travel agent training. 
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Audit Reports Issued 

Authority Audits 

AUDIT 

l. Barre Housing Authority 
2. Boston Housing Authority 

3. Bourne Recreation Authority 

4. Brimfield Housing Authority 

5. Brookfield Housing Authority 
6. Canton Housing Authority 
7. Community Development Finance 

Corporation 
8. Dudley Housing Authority 
9. East Bridgewater Housing Authority 
10. Longmeadow Housing Authority 
11. Fall River Line Pier, Inc. 
12. Foxborough Housing Authority 
13. Franklin Housing Authority 
14. Gloucester Housing Authority 
15. Hamilton Housing Authority 
16. Hampden Housing Authority 
17. Holden Housing Authority 
18. Kingston Housing Authority 
19. Littleton Housing Authority 
20. Lowell Regional Transit Authority 
2l. Manchester Housing Authority 
22. Massachusetts Bay Transportation 

Authority· Proposal to Privatize 
Bus Shelter Maintenance 

23. Massachusetts Bay Transportation 
Authority· Proposal to Privatize 
the Cleaning and Maintenance of 
Bus Shelters 

24. Massachusetts Rental Voucher Program 
25. Nantucket Regional Transit Authority 
26. Newburyport Housing Authority 
27. North Brookfield Housing Authority 
28. Plymouth Housing Authority 
29. Randolph Housing Authority 
30. Sandwich Housing Authority 
3l. Sharon Housing Authority 
32. Somerset Housing Authority 

33. Somerville Housing Authority 

34. Stoneham Housing Authority 

» 

AUDIT 
NUMBER 

96·0607·3 

96·0616·3 

96·0844·2 
96·0858·2 

96·1075·3 
· 96·0628·3 

96· 1022·7 
96·0970·3 
97·0645·3 
96·647·2 

96·0504·5 
97·0657·3 
96·0660·3 

96·0665·2 
96·0671·3 
96·0842·3 
96·0676·3 
97·0686·3 
96-0833·3 

96·0882·7 

97·0703·3 

97·2508·9 

97·2509·9 

95·5037·3 
96·883·2 

97·0734·3 

96·090 1·3 
97·0760·3 
97·0763·3 

97·0771·3 
97·0775·3 
97·0777·3 

97·0778·3 
96·0788·3 

ISSUE 
DATE 

12/26/96 

12/09/96 

10/04/96 

07/17/96 

12/26/96 

08/26/96 

09/19/96 

08/02/96 

11121196 
07/17/96 

07/15/96 

10/29/96 

08/26/96 

07/17/96 

08/02/96 

11125/96 

08/26/96 

10/25/96 

11/27/96 

12/11/96 

10/29/96 

08/15/96 

12/11/96 

11/21196 

07/15/96 

11/27/96 

09/23/96 

10/25/96 

08/26/96 

11/21196 

10/25/96 

10/29/96 

09/18/96 

11121196 
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AUDIT 

35. Swampscott Housing Authority 

36. Templeton Housing Authority 

37. Topsfield Housing Authority . 

38. Wenham Housing Authority 

39. West Boylston Housing Authority 

40. Westport Housing Authority 
41. Whitman Housing Authority 
42. Wrentham Housing Authority 
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Audit Reports Issued 

AUDIT 
NUMBER 

96-0792-3 
96-0872-3 
96-0859-2 

96-0832-3 

96-1278-2 
97-0813-3 
97-0817-3 
97-0827-3 

ISSUE 
DATE 

07/15/96 
09/23/96 
08/15/96 
08/15/96 

08/15/96 

12/23/96 
11121196 
10/29/96 



Audit Reports Issued 

federally Mandated Audits of State-Administered 
federal and State Programs 

I. 
2. 

3. 

4. 

5. 

6. 
7. 

8 . 
9. 

10. 

II. 
12. 

13. 

14. 

15. 
16. 
17. 

18. 
19. 

20. 

2I. 

22. 

23. 

24. 
25. 

26. 
27. 

28. 

29. 

AUDIT 

Abington Housing Authority 

Arlington Housing Authority 

Auburn Housing Authority 

Billerica Housing Authority 

Bridgewater Housing Authority 

Brockton Redevelopment Authority 
Burlington Housing Authority 

Dracut Housing Authority 
Gardner Housing Authority 

Greenfield Housing Authority 

Halifax Housing Authority 

Hanson Housing Authority 

Hudson Housing Authority 

Ipswich Housing Authority 
Maynard Housing Authority 

Melrose Housing Authority 
Middleborough Housing Authority 

Milton Housing Authority 
Natick Housing Authority 

Quincy Housing Authority 

Salem Housing Authority 

Salisbury Housing Authority 

Stow Housing Authority 

Taunton Housing Authority 
Tewksbury Housing Authority 

Wellesley Housing Authority 
West Springfield Housing Authority 

Westfield Housing Authority 

Winchendon Housing Authority 

AUDIT 
NUMBER 

96-3076-8 

96-3061-8 

96-3065-8 

96-3034-8 

96-3013-8 
97-3039-8 ' 

97-3007-8 

96-3075-8 
96-3020-8 

97-3002-8 

96-3070-8 

96-3064-8 

96-3045-8 

96-3072-8 
97-3008-8 

96-3062-8 
97-3014-8 

97-3011-8 
96-3063-8 

96-3077-8 

96-3056-8 

96-3074-8 

96-3046-8 

96-3067-8 
96-3066-8 

96-3073-8 

96-3069-8 
96-3068-8 

97-3009-8 

ISSUE 
DATE 

10/04/96 

08/23/96 

10/04/96 

07/15/96 

10/24/96 

12/23/96 

12/23/96 

11120/96 

10/23/96 

12/23/96 

07/15/96 

08/15/96 

09/17/96 

08/23/96 

10/24/96 

08/29/96 

12/04/96 

10/04/96 

10/24/96 

10/23/96 

08/15/96 

12/31196 

07/15/96 

09/17/96 

07/25/96 

08/29/96 

10/23/96 

08/15/96 

11120/96 
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Education Audits 

AUDIT 

I. Berkshire Community College·Federal 
Student Financial Assistance Programs 

2. Department of Education's Monitoring 
of Private Business & Trade Schools 

3. Greenfield Community College·Federal 
Student Financial Assistance Programs 

4. Greenfield Community College·Federal 
Student Financial Assistance Programs 

5. Holyoke Community College· Federal 
Student Financial Assistance Programs 

6. Holyoke Community College. Proposal 
to Privatize Food Service Operations 

7. Mount Wachusett Community College· 
Federal Student Financial Assistance 
Programs 

8. North Adams State College·Federal 
Student Financial Assistance Programs 

9. Salem State College· Federal Student 
Financial Assistance Programs 

10. Salem State College · Procurement Practices 
II. Student Supplemental Health Insurance 

Plans at State Institutions of 
Higher Education 

12. University of Lowell Building Authority 
13. University of Massachusetts 

Building Authority 
14. University of Massachusettsl 

Dartmouth · Student Emergency 
Fund·Chapter 647 Review 

15. University ofMassachusettslLowell· 
Procurement Practices 

16. Westfield State College · 
Data Processing Operations 

17. Westfield State College . Federal 
Student Financial Assistance Programs 
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Audit Reports Issued 

AUDIT 
NUMBER 

97·0190·7 

96·0157·2 

97·0194·7 

96·0194·7 

96·0195·7 

97·2506·9 

96·0200·7 

97·0183·7 

96·0184·2 
96·0184·3 

95·5039·3 
96·0207·5 

96·0215·3 

96.'2017·2 

97·0206·2 

96·0185·4F 

96·0185·7 

ISSUE 
DATE 

11125/96 

12/31196 

11/27/96 

07/18/96 

07/18/96 

09/26/96 

07/18/96 

11127/96 

07/18/96 

12/31196 

09/23/96 

12/17/96 

11125/96 

12/05/96 

11/25/96 

12/04/96 

07/18/96 



Audit Reports Issued 

Human Services Audits 

AUDIT 

1. Department of Mental Health - Western 
Massachusetts Area Office 

2. Department of Mental Retardation 
-Southeast Region V Office 

3. Integrated Services Associates, Inc. 

4. Massachusetts Commission for the Blind 

5. Division of Medical Assistance -
Medicaid Expenditures Related to the 
Rental or Purchase of Certain Durable 
Medical Equipment 

6. Monson Developmental Center 
7. Paul A. Dever Developmental Center 
8. Western Massachusetts Hospital -

Billing and Controls over Data 
Processing Operations 

AUDIT 
NUMBER 

95-0237-2 

95-1405-2 

94-6001-9 
96-0051-5 

94-5025-2 
96-0262-2 
95-264-2 

96-0305-4C 

ISSUE 
DATE 

10/15/96 

07/16/96 

12/23/96 

10/04/96 

07/25/96 

09/18/96 

07/16/96 

12/18 /96 
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Judiciary flaw Enforcement Audits 

AUDIT 

l. Barnstable District Court 
2. Boston Municipal Court 
3. Bureau of Special Investigations 
4. Cape and Islands District Attorney's 

Office 
5. Essex County District Attorney's 

Office 
6. Fall River District Court 
7. Fitchburg Law Library 
8. Massachusetts Correctional Industries and 

Farm Services 
9. Nantucket District Court 
10. Nantucket Probate and Family Court 

, 11. Nantucket Superior Court 
12. Norfolk County District Attorney's 

Office 
13. Palmer District Court 
14. Plymouth County District Attorney's 

Office 
15. Plymouth District Court 
16. Salem District Court 
17. Suffolk County District Attorney's 

Office 
18. Wareham District Court 
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Audit Reports Issued 

AUDIT 
NUMBER 

96·1189·2 
95·1131·2 

95·0031·3 

96·1263·2 

96· 1257·2 

96·1194·2 
95·1106·2 

95·1002·2 
96·1196·2 
96·1233·2 

96·1121·2 

96·1258·2 
96·1169·2 

96·1265·2 
96·1197·2 
96·1151·2 

96·1255·2 
96·1200·2 

ISSUE 
DATE 

08/01196 
10/28/96 

12/18/96 

08/02/96 

12/23/96 

10/28/96 

08/15/96 

09/06/96 

08/01196 

08/01196 
08/01196 

12/23/96 

09/20/96 

12/23/96 

08/01196 
12/26/96 

08/02/96 

08/01196 



Audit Reports Issued 

other Audits 

AUDIT 

I. Chapter 555 Determination of Whether 
FY1996 Net State Tax Revenues Exceeded 
Allowable State Tax Revenues 

2. Department of Environmental Management-
Privatization of Greenfield 
and North Adams Ice Skating Rinks 

3. Department of Public Utilities 
(DPU) - General Controls over the Data 
Processing Environment and Financial-
Related Controls 

4. Division of Banks & Loan Agencies 
5. Division of Capital Planning and 

Operations' Administration of the 
Transportation Building Management 
Fund(TBMF) 

6. Division of Registration - Revenue 
Collection & General Controls over Data 
Processing Operations 

7. Fiscal Affairs Division 
8. Group Insurance Commission 
9. Inadequate Internal Controls over 

Unclaimed Bottle Bill Deposits 
10. Interest Income Credited to Employees' 

Savings Accounts in the Commonwealth's 
Retirement Systems 

II. Local Aid Fund - Fiscal Year 1995 
12. Massachusetts Cultural Council 
13. Mass. Emergency Management Agency 
14. Massachusetts Highway Department-Proposal 

to Privatize Highway Maintenance Contracts 
15. Massachusetts Highway Department -

Proposal to Privatize the 
Maintenance of State Roads in 
Worcester County 

16. Northshore Employment Training 
17. Purchasing Controls and Procedures for 

Photocopying Equipment and Services 

18. Registry of Motor Vehicles - Internal 
Controls over Daily Receipts 

19. Registry of Motor Vehicles - Internal 
Controls over Inspection Stickers 

AUDIT 
NUMBER 

97-5555-2 

95-5033-3 

96-0307-4C 
95-0100-2 

95-4041-7 

96-0105-4C 
96-0030-5 
96-0040-2 

97-5045-9 

96-5100-3 
96-5006-2 
95-1328-2 
96-0016-5 

97-2507-9 

97-2510-9 
96-6011-9 

95-5036-2 

96-2013-2 

96-2019-2 

ISSUE 
DATE 

09/17/96 

07111196 

12/23/96 

07117/96 

07/18/96 

12/23/96 

1112796 
09/18/96 

10/21196 

07/24/96 

09/20/96 

09/23/96 

12/19/96 

08/15/96 

12/12/96 

09/11/96 

09/06/96 

11119/96 

11119/96 
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