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AUDITOR OF THE COMMONWEALTH 

STATE HOUSE. BOSTON 02133 

November 1999 

His Excellency A. Paul Cellucci , Governor 
Honorable Jane M. Swift, 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 Mark C. Montigny, 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 January 1, 1999 through June 
30,1999. 

This twenty-fifth report continues to present audit results organized by recurring find
ings within sectors of government to highlight systemic problems as well as broad areas in 
need of strengthenir:lg. The report also acknowledges within each section corrective actions 
taken by agencies in response to previous OSA audit findings or recommendations. Also 
included are activities of the OSA's Information Technology Audit Division and the ~SA's 
Division of Local Mandates. Finally, proposed and ongoing initiatives are included to inform 
officials and the public of significant audit activity. 

During this report period, my office issued various financial and performance audits 
that may be of particular interest to you. Among these are a report on activities, including 
bond finance procedures, at the Massachusetts Turnpike Authority; an audit, pursuant to 
Chapter 46 of the Acts of 1997, of the South Shore Charter School; and a transition report on 
financial activities of the Office of the State Treasurer. 

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. 





Office of the State Auditor 
A. Joseph DeNucci, Auditor 
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Office of the 
State Auditor: 
Authority and 
Responsibilities 

The Office of the State Auditor (OSA) oper
ates under the direction of the State Auditor, 
A. Joseph DeNucci, an independently elected 
constitutional officer. The OSA provides the 
Governor, the Legislature, auditees, over
sight agencies, and the general public with an 
independent evaluation of the various agen
cies, activities, and programs operated by the 
Commonwealth. As mandated by Chapter 11, 
Section 12, of the Massachusetts General 
Laws (MGLs), the State Auditor conducts au
dit work at least once every two years at all 
departments, offices, commissions, health and 
higher education institutions, and agencies of 
the Commonwealth, including its court sys
tem and Authorities. Not including special 
audit projects, the number of primary entities 
requiring audit coverage totals approxi
mately 600. The Auditor also performs audits 
of vendors and contractors that do business 
with the Commonwealth and its instrumen
talities. Furthermore, under Chapter 7, Sec
tions 52 through 55, MGLs, the Auditor has 
mandated responsibilities relative to 
privatization initiatives. In addition, the Au
ditor is responsible , under Chapter 11, Sec
tion 6B, MGLs, for the Division of Local Man
dates, which is charged primarily with deter
mining the financial impact of legislation and 
regulations on cities and towns. 



The OSA conducts financial , performance, 
and Information Technology audits in accor
dance with "Government Auditing Stan
dards" issued by the Comptroller General of 
the United States. These standards are 
known in the profession both as Generally 
Accepted Government Auditing Standards 
and as the Yellow Book standards. 

OSA audit activities include the following 
objectives: 

• Attesting to the fair presentation, accu
racy, and reliability of an auditee's finan
cial statements; 

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

• Determining whether such resources are 
properly and prudently used; 

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

• Obtainin€? an understanding of an entity's 
internal control structure; 

• Evaluating management's economy and ef
ficiency in its use of resources; 

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

• Ensuring that all audit res'ults are dis
closed to the public and the auditees. 

All OSA audit results and recommenda
tions are intended to assist agency and pro
gram administrators by indicating areas 
where accounting and administrative con
trols, financial operations, program results, 
and efficiency and effectiveness can be im
proved. The OSA also offers technical assis
tance where appropriate . In short, the OSA is 
not simply a critic but is an agent, an advo
cate, and a catalyst for improved manage
ment and delivery of government services. 
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Audit Results, 
Recommendations, 
Initiatives, and 
Corrective Actions: 
Overview 

During the report period January 1, 1999 
through June 30, 1999 the Office of the State 
Auditor issued 127 audit reports covering: 
Authorities, institutions of public higher edu
cation, human service agencies, judiciary/law 
enforcement entities, and various other state 
activities. For a complete listing of audit 
reports, see the Appendix on page 94. In these 
reports the OSA disclosed millions of dollars 
in financial and operational deficiencies and 
provided recommendations intended to safe
guard the Commonwealth's assets and to im
prove the effectiveness and efficiency of gov
ernmentaloperations. 



Each type of entity audited by the OSA is 
governed by particular laws and regulations; 
is required to maintain financial records 
properly; 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 ad
ministration officials and, along with critical 
individual audit results, are the basis of OSA 
legislative and administrative initiatives 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 as
sisted auditees in creating solutions to im
prove their financial and managerial opera
tions. 
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Education Audits 

During the report period, the OSA released 
eight audits pertaining to education. These 
included a report , pursuant to Chapter 46 of 
the .Acts of 1997, on certain activities of the 
South Shore Charter School and an assess
ment of University of Massachusetts
Amherst compliance with admission stan
dards and remedial education enrollment 
policies. One report reviewed data processing 
activities and is detailed in the Information 
Technology Audit section, which begins on 
page 64. 



Audit Results 

Inadequate 
Accounting and 
Administrative 
Controls 

Education Audits 

Adequate accounting and administrative controls assist entities in 
maximizing the efficiency of their operational activities and minimiz
ing vulnerabilities to waste and lost income. They also assist in 
ensuring compliance with applicable laws, rules, and regulations. An 
audit of the South Shore Charter School, conducted in conjunction 
with the OSA's review of charter schools, disclosed several areas 
w here internal control and management procedures needed to be 
strengthened. 

• The South Shore Charter School, in violation of several state stat
utes, did not remit to the Massachusetts Teachers Retirement Sys
tem (MTRS) $112,058 in retirement funds that were withheld from 
the salaries of teachers and other eligible staff. School officials 
instead expended these withholdings on operational activities and, 
as of the close of audit fieldwork, did not have funds available to 
transmit to MTRS as required. As a result, the South Shore Char
ter School deprived MTRS of the ability to invest these funds. The 
School was also in noncompliance with requirements of state laws 
and with its fiduciary responsibilities. 

• The South Shore Charter School could not provide required daily 
attendance information for approximately 59% of the students for 
which it billed the Department of Education (DOE) between Octo
ber 1995 and February 1997. As a result, there was inadequate 
assurance that all of the $1,095,324 reimbursed by DOE for un
documented billings was necessary, proper, and for students who 
actually attended the School. In addition, the South Shore Charter 
School submitted apparently incorrect and inappropriate billings 
for nine students. Although School officials took measures to cor
rect these billing errors, the mistakes indicated general internal 
control weaknesses that still needed to be addressed, 

• The South Shore Charter School had not developed and imple
mented effective internal control systems over many aspects of its 
operations. Specifically, School officials had not developed written 
policies and procedures relative to accounting transactions, did not 
maintain an accurate inventory of furniture and equipment, did not 
perform bank reconciliations in a timely manner, did not utilize 
appropriate budgeting techniques, and did not remit employee
deferred compensation deductions in a timely manner. In addition, 
the duties of employees responsible for authorizing, recording, and 
reporting cash receipts and disbursements were not adequately 
segregated. As a result of these internal control weaknesses, full 
accountability for the School's fixed and financial assets could not 
be assured. 
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Education Audits 

Inadequate 
Accounting and 
Administrative 
Controls 
(continued) 
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• The South Shore Charter School did not have adequate documenta
tion to support $18,539 in expenditures. In addition, $4,376 in 
expenses were not properly approved. Finally, questionable expen
ditures totaling at least $23,834 were disclosed with respect to 
activities, such as home business expenses , of the School's Chief 
Executive Officer. 

• The South Shore Charter School had deficiencies in the mainte
nance of its payroll records . For example, the School reported as 
consultant compensation $114,595 paid to nine staff members who 
appeared to have met the Internal Revenue Service's (IRS) defini
tion of employees. In addition, the School made several errors in 
the issuance of IRS Income Information Form 1099s, including an 
instance of indicating $5,000 less in compensation than what an 
individual had actually been paid; failure to issue a Form 1099 to 
an individual in either of the two calendar years in which services 
had been performed; and the erroneous issuance of a Form 1099 
totaling $17,246 for the purchase of computer equipment. As a 
result of these payroll issues , various taxes may have been under
paid, and the School may be subject to additional payroll taxes as 
well as penalties and interest. 



Noncompliance 
with Federal 
Regulations 
Regarding 

.Student 
Assistance 

Education Audits 

The OSA, in this report period, completed five reviews of student 
financial assistance programs funded through the United States De
partment of Education (DOE) . These reviews were conducted in 
conjunction with the Single Audit of the Commonwealth to determine 
adherence to the Recipient's Guide for the U.S. Department of Educa
tion Payment Management Svstem. Except for the issues noted 
below, the colleges reviewed were in compliance with federal student 
financial assistance laws and regulations . 

• Quinsigamond Community College, while improving its monitor
ing process relative to financial aid eligibility, still needed to repay 
$3,237 to two federal programs for awards to ineligible students . 

• Roxbury Community College still needed to improve its accounting 
and reconciliation of non appropriated funds recorded on the Massa
chusetts Management Accounting and Reporting System 
(MMARS). While the College made some progress in training 
personnel to correctly input data onto MMARS, entries were not 
being made in a timely manner, and required monthly reconcilia
tion between in-house records and MMARS reports were not being 
performed. As a result, the College could not ensure that its 
reporting of nonappropriated fund information for the federally 
mandated year-end Single Audit of the Commonwealth was com
plete and correct. 
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Noncompliance 
with Federal 
Regulations 
Regarding 
Student 
Assistance 
(continued) 
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• Roxbury Community College was still in the process of resolving 
issues relative to a federal DOE review of its English as a Second 
Language (ESL) program. The review, conducted by DOE's Office 
of the Inspector General (OIG), cited the College for improperly 
disbursing $2.2 million in assistance to students who were taking 
only ESL courses. The OIG also identified other more minor Pell 
Grant eligibility issues, such as an improper $1,075 award to an 
underage student. The College disagreed with the findings and 
filed an appeal. The prior OSA report on the status of these issues 
found, in a test of 15 students' admission records, that 8 students 
indicated enrollment in a degree program in addition to taking ESL 
classes. DOE, in its Final Determination Letter, ruled that while 
the College's system of categorizing students created difficulties in 
assessing eligibility for federal financial aid, it would not hold the 
school liable for Pell Grant awards to students who indicated an 
intention to enroll in a liberal arts degree program. However, DOE 
determined that the College must repay the $570,043 that was 
awarded to students who checked only the ESL box on their applica- .• 
tion form. DOE also ruled that the College was liable for refunds 
due for students who withdrew from or did not attend classes be
tween the 1992/1993 and the 1995/1996 school years, and that the 

"$1,075 awarded to the ineligible underage student needed to be 
repaid. Roxbury Community College, in accordance with applicable 
procedures, responded by filing a further appeal to the U.S. Secre
tary of Education, leaving these issues unresolved at the close of the 
audit period. 



Education Audits 

Special Audit Section 

University of 
Massachusetts -
Amherst: 
Compliance with 
Board of Higher 
Education 
Admission 
Standards 

At the request of the Massachusetts Board of Higher Education, 
the OSA, over the past year, has reviewed admissions and remedial 
enrollment practices for most of the Commonwealth's state colleges 
and university campuses (see Audit Report No. 99-5068-3) . In the 
current report period, the OSA examined records at the Amherst 
campus of the University of Massachusetts to determine compliance 
with Board of Higher Education admissions standards and remedial 
education policies. 

In December 1995, the Board of Higher Education adopted new, 
higher admissions standards for the Commonwealth's four-year pub
lic colleges and university campuses. These standards, which went 
into effect for students applying for admission for the fall of 1997, 
included higher minimum grade point average requirements for uni-

. versity admission than for state colleges. The Board of Higher Educa
tion also established limitations on remedial course offerings at four
year public institutions of higher education. As of September 1997, 
these schools could enroll no more than 10% of freshmen in remedial 
courses; and by September 1998, the number of enrollees in these 
courses could represent no more than 5% of the freshman class. 

Based on a random sample of 10% of the total freshman class 
admitted to the University of Massachusetts-Amherst for the fall 
semester of 1997, the OSA found .compliance with new admissions 
standards and with remedial education enrollment policies. 

11 
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Education Audits 

Prior Audit Results: Corrective Actions 

Bridgewater 
State College 

Northern Essex 
Community 
College 

Roxbury 
Community 
College 

12 

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 enti
ties have taken corrective actions as recommended by the OSA. 

• The College, in compliance with federal regulations, has developed 
and implemented a process that promptly identifies the status of 
withdrawn financial aid students. 

• The College has improved its administration of student assistance 
programs by strengthening oversight of Pell Grant eligibility and 
establishing a required pro-rata refund policy for first-time federal 
Family Education Loan recipients. 

• The College is reporting its non-appropriated fund activity on the 
Massachusetts Management Accounting and Reporting System 
(MMARS) monthly as required. The College is also properly recon
ciling MMARS reports with its own accounts . 

• 

• The College has improved procedures for returning unclaimed 
funds to appropriate financial assistance programs. The College 
has also returned $17,919, including interest, owed to the Massa

. chusetts Department of Education for unclaimed checks related to 
Massachusetts scholarship awards and $17,329 to the federal De
partment of Education. 

• The College has resolved outstanding issues relative to the admin
istration of its federal Pell Grant awards. 



Initiatives 

Department of 
Education (DOE): 
Early Childhood 
Education 
Program 

Higher Education 
Trust Funds 

Review of 
Charter Schools 

Student Financial 
Aid Programs 

Education Audits 

The following is an update of ongoing initiatives in the area of 
education. 

• The OSA is conducting a performance audit focused on DOE's 
distribution of early childhood education program funds and its 
monitoring of program activities and expenditures. Areas to be 
reviewed include grant awarding procedures, participant eligibil
ity, collection of and accounting for client fees , activities of commu
nity partnership councils, and program expenditures. In addition, 
vendors receiving program funds will be reviewed as part of this 
audit. 

• The OSA is conducting a statewide performance audit of higher 
education trust funds to determine the extent of monitoring and 
oversight by college administrators, boards of trustees, and the 
Board of Higher Education. 

• The OSA is reviewing the Department of Education's monitoring 
and oversight activities relating to charter school operations. Pur
suant to Chapter 46 of the Acts of 1997, the OSA is also examining 
financial activities and compliance issues at individual charter 
schools and has issued a report prescribing accounting and report
ing methods for Massachusetts charter schools, as well as an audit 
of the South Shore Charter School. The South Shore Charter 
School review is detailed in this Semi-Annual Report, and both 
audit reports are available from the Office of the State Auditor at 
(617) 727-2075. 

• The OSA is continuing audits of federal student financial assis
tance programs at the Commonwealth's institutions of public 
higher education. 

13 
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Human Services' 
Audits 

During the report period, the OSA issued 
thirteen reports pertaining to human service 
activities. Two of the audits reviewed Infor
mation Technology (IT) activities and are de
tailed in the IT Audit Section, which begins 
on page 64. 



Audit Results 

Inadequate 
Accounting and 
Administrative 
Controls 

Human Services Audits 

Adequate accounting and administrative controls help to ensure 
that state funds are spent properly and efficiently. Several reports 
disclosed internal control weaknesses that created vulnerabilities to 
waste and mismanagement and, in some cases, resulted in lost rev
enues. 

• The Center for Health and Human Services, Inc., a nonprofit 
agency that provides mental health, substance abuse , and medical 
services , did not maintain client records in accordance with state 
requirements and its own policies and procedures. For example, 
93% of the 40 client files tested did not contain properly completed 
treatment plans. In addition, 53% of these files contained no docu
mentation that a required physical examination had been per
formed , and 83% of files reviewed did not contain correctly pre
pared, signed, and reviewed three-month progress statements. As a 
result of these and other deficiencies in the maintenance of client 
records, there was inadequate assurance that the Center was pro
viding the services required by the terms of its state contracts or 
that individual clients were receiving appropriate primary medical 
and mental health treatment. . 

• The Justice Resource Institute, Inc. , (JRI) , a nonprofit corporation 
that provides services to persons involved with the court system as 
a result of potentially criminal behavior, allowed eight members of 
its administrative staff to accrue more than 40 days each of paid 
vacation leave without obtaining written approval as required by 
its own policies and procedures. As a result, a liability of $178,802 
was created. Furthermore, since these expenses were not incurred 
in a manner consistent with JRI's established policy, they could be 
disallowed as nonreimbursable under the entity's state contracts. 

• New England Residential Services, Inc. , a nonprofit entity orga
nized under the laws of the state of Rhode Island to provide services 
to developmentally disabled clients, did not properly segregate du
ties so that the work of one employee could act as a check on the 
work of another. This deficiency contributed to the creation of 
conditions that allowed the two principal founders of New England 
Residential Services and its affiliated entities to bill Massachu
setts, Rhode Island, and Connecticut for over $1.5 million in im
proper expenditures. For example, inadequate segregation of du
ties over the payroll system allowed these two entity officials to 
inappropriately charge $257,000 in employee salaries to Massachu
setts and Rhode Island contracts. Most of this money was expended 
to pay individuals, including the spouses of the founders , who did 
not perform any services. 

15 



Human Services Audits 

Inadequate 
Accounting and 
Administrative 
Controls 
(continued) 

16 

In addition, an inadequate segregation of duties relative to the 
General Ledger accounting system allowed the two officials to mis
represent interest expenses on a capital loan. This resulted in 
overcharges to the state of Rhode Island totaling $105,135. See 
page 76. 

• New England Residential Services, Inc., had key staff members 
serving on its Board of Directors. The ability of such a board to 
independently and effectively govern the activities of an agency is 
questionable and, in this case, contributed to the conditions under 
which entity officials committed and concealed illegal acts . . See 
page 76. 

• The Office of Child Care Services needed to implement policies and 
procedures to ensure objectivity in the selection of providers by 
Child Care Resource and Referral Agencies. The Child Care Re
source and Referral Agencies , under contract with the Office of 
Child Care Services, determine client eligibility, issue vouchers to 
clients to receive services, and approve providers' bills for reim-. 
bursement. Although a parent-subsidiary relationship exists for 
nine of the resource and referral agencies, the Office had no controls 
in place to ensure that these referral agencies did not give prefer
ence to providers related to their parent corporation. During the 
audit, Office of Child Care Services personnel said that bidding 
requirements for fiscal year 1999 would include safeguards to miti
gate such potential conflicts of interest. 

• The Office of Child Care Services needed to improve its on-site 
monitoring of its subrecipient Child Care Resource and Referral 
Agencies to ensure that funds are spent in accordance with contract 
requirements. Furthermore, the Office needed to document site 
visits. Specifically, Office managers were limiting on-site reviews 
to matters of income eligibility, thereby excluding important issues 
such as compliance with general contract requirements and verifi
cation of internal control procedures for reporting on performance. 
Because subrecipients were not properly monitored, the Office of 
Child Care Services could not ensure that these entities complied 
with all aspects of contract requirements or properly maintained 
their books and records. 



Human Services Audits 

• The Office of Child Care Services did not perform reconcilations 
between in-house records of licensing fees and Massachusetts Man
agement Accounting and Reporting System (MMARS) reports and 
did not compare deposit slips with bank statements. As a result, 
there was inadequate assurance that revenue reported on MMARS 
was accurate or that all deposits were properly credited to the 
Office's bank account. In fact, as of June 30, 1998, unexplained 
variances ranging from $8,207 to $61,860 existed between internal 
records and information reported on MMARS. 

• The Springfield Action Commission, Inc. , a nonprofit community 
action agency that contracts with the state and federal govern
ments to provide assistance to low-income persons, had serious 
deficiencies in its management practices. For example, at a time 
that its own financial condition was deteriorating, administrative 
staff exposed the agency to unnecessary risk by guaranteeing a $1.3 
million debt of another organization. They also failed to effectively 
utilize available daycare program slots, which resulted in a loss of 
$106,869 in potential agency revenue. Other deficiencies relative 
to management of daycare services programs included not main
taining either lists of clients served or accurate records of client fees 
collected, as well as improperly assessing fees for approximately 113 
of its clients. Finally, in using grant funds to lease computer 
equipment, the agency expended $17,518 more than it would have 
incurred to purchase the equipment. 

• The Springfield Action Commission, Inc., had not established an 
adequate system of internal controls. Specifically, the agency did 
not adequately segregate duties in its payroll department where 
one individual performed all payroll functions, from receiving time 
cards to distributing checks, without any documented supervision. 
In addition, the agency did not adequately monitor its accounts 
receivable, cash accounts , or accounts payable, and did not file 
complete and accurate financial reports. As a result, there was 
little assurance that the agency's financial assets were properly 
safeguarded or that its financial transactions were properly autho
rized, recorded, and reported. 

• Tapestry Health Systems, Inc. , (Tapestry), a nonprofit organization 
that provides comprehensive health services, had serious deficien
cies in its management practices. Tapestry officials did not estab
lish an adequate system of internal controls, did not effectively 
manage staff turnover, and did not adequately maintain its person
nel records. Of most concern was the lack of controls over payroll 
and fringe benefit costs, which resulted in hundreds of thousands of 
dollars in questionable expenditures and reimbursements from the 
state. See page 79. 
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Inadequate 
Controls over 
Property and 
Equipment 

18 

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

• The Herbert Lipton Community Mental Health Center, Inc., a 
nonprofit organization that provides services to mentally ill and 
chemically dependent individuals, was not maintaining its inven
tory of fixed assets in accordance with the terms and conditions of 
its state contracts. Specifically, the Center did not have written 
policies or procedures for inventory control and did not conduct an 
annual inventory of its furniture and equipment. In addition, the 
Center did not maintain an inventory record listing a description 
and location for each item of equipment, as well its cost and the 
source of funds used for its purchase . As a result, there was 
inadequate assurance that all state-owned fixed assets were prop
erly safeguarded or accurately reported on the Center's financial 
statements. 

• The Office of Child Care Services did not maintain a complete and 
accurate inventory listing. Specifically, inventory records did not 
include asset values or purchase date and were not up-to-date in 
that several items, including computer equipment valued at 
$24,557, were not listed. Without a complete inventory, the Office 
of Child Care Services could not be assured that its fixed assets 
were adequately protected or accurately recorded on its books of 
account. 

• Tapestry Health Systems, Inc., (Tapestry) did not maintain an 
inventory of its fixed assets as required by state regulations. As a 
result, its state-owned furniture and equipment were vulnerable to 
loss, theft, or misuse. In addition, Tapestry inaccurately calculated 
the depreciation of certain items, which resulted in an overstate
ment of $9,853 in expenses for fiscal year 1997. 



.. 

Inappropriate 
Related-Party 
Transactions 

Human Services Audits 

Related-party transactions are those which take place between 
entities that are owned by persons related to one another or that share 
common ownership or control. Use of state contract money in business 
transactions with immediate family members and with affiliated enti
ties is allowable when certain conditions, defined by regulation, are 
met. Most importantly, the relationships among owners, directors, 
and board members of the entities involved must be fully disclosed, 
and no profit can be made on the transaction. The following inappro
priate related-party transactions were disclosed. 

• New England Residential Services, Inc.'s two founders concealed 
related-party transactions and the profits that resulted from these 
transactions by creating intermediary conduit companies to inflate 
cost reimbursements from various state funding agencies. These 
individuals also had controlling influence over three for-profit com
panies through which they further generated inappropriate profits . 
For example, the two officials billed and received payment from 
Massachusetts for working 40-hour weeks as New England Resi
dential Services' Executive Director and Chief Financial Officer. 
These individuals simultaneously billed the state of Rhode Island 
for working 40-hour weeks at affiliated nonprofit entities. More
over, they also received salaries as President and Vice-President of 
one of the affiliated for-profit companies. As a result of these 
undisclosed and inappropriate related-party transactions, Massa
chusetts was overcharged $371,700 and Rhode Island was over
charged $297,511 in inappropriate salary .payments over a five
year period. See page 76. 

• New England Residential Services, Inc. , manipulated a contract 
with an affiliated for-profit company to avoid returning to the 
Connecticut Department of Mental Retardation funds it received 
above actual program costs. When faced with a projected revenue 
surplus of $45,000, the entity had the principals of the for-profit 
company increase its Management Fee Agreement. Because there 
was no independent board of directors at either company, New 
England Residential Services was able ~o overstate its actual ex
penses and avoid required repayments. 

• Tapestry Health Systems, Inc. , (Tapestry) made payments to a 
related party that were $20,336 in excess of costs allowed by state 
regulations. Specifically, Tapestry paid Health Care Property, Inc., 
the related party, rents that resulted in a net profit for the affiliated 
realty company of $8,756 and $11 ,580 for the fiscal years ended 
March 31 , 1996 and 1997 respectively. Since according to state 
regulations, a related party cannot realize a profit from such trans
actions, Tapestry should reimburse the Commonwealth for these 
unallowable costs. 

19 



Human Services Audits 

Noncompliance 
with State and 
Federal Tax Laws 

20 

OSA reports disclosed that three entities were not in compliance 
with all state and federal tax laws. Such noncompliance could result 
in lost revenues to state and local governments and in assessments of 
interest and penalties. 

• New England Residential Services, Inc.'s affiliated nonprofit com
panies did not issue appropriate Internal Revenue Service income 
information forms to its two principals or to state and federal tax 
authorities. As a result , $196,607 may have been understated on 
income tax returns. As of the close of the audit period, the U .S 
Attorney's Office had indicted one of the officials and his spouse for 
tax fraud and was continuing its investigation. See page 76. 

• Springfield Action Commission, Inc., did not issue federal income 
information Form 1099s for payments of up to $373,541 to land
lords. Agency officials responded that they had not had a procedure 
in place for issuing 1099s, but were in the process of implementing 
one. However, during calendar years 1996 and 1997, a substantial 
amount of rental income funded out of the agency's Home More . 
Program may not have been reported to tax authorities. 

• Tapestry Health Systems, Inc., (Tapestry) did not accurately report 
to the Internal Revenue Service (IRS) and the Massachusetts De
partment of Revenue $9,897 in fringe benefits that it provided to its 
President. This tax understatement resulted primarily from the 
President's reporting of the commute from her home to the regional 
office as business rather than personal mileage use, while IRS 
regulations clearly consider commuting miles as non-business 
travel. As a result of OSA audit work, the President, in December 
1997, instructed the payroll office to consider all her commuting 
mileage as personal. The OSA also recommended that Tapestry 
issue amended W-2 Forms that accurately reflect the President's 
personal use of its corporate vehicle during calendar years 1994 
through 1997. 
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Expenditures 
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The following examples of questionable or unallowable vendor 
charges and reinbursements, which reduce funds available for service 
provision, were noted. 

• The Center for Health and Human Services, Inc., did not maintain 
complete documentation in its client files. In addition, the entity 
did not use the full capabilities of its ac.counting system. As a 
result, conditions were created whereby data relative to billings for 
program services could be inappropriately manipulated. Billing 
problems cited in the audit included a failure to properly report 
$744,572 in program revenue, inadequate documentation of 
$189,270 in program costs, and an apparent alteration of names 
and client numbers on some billings. The audit recommended that 
the Commonwealth initiate action to recover the funds that it 
overpaid. See page 75. 

• The Center for Health and Human Services, Inc., was cited in a 
prior report for providing its President with a fringe benefit pack
age that violated state regulations and cost the Commonwealth 
$35,57l. The entity subsequently agreed to repay this amount to 
the Department of Public Health in monthly payments of $592 
beginning March 23, 1995. However, entity officials did not make 
the first payment until January 17, 1997 and did not disclose this 
liability on its financial statements. In addition, the Center for 
Health and Human Services did not have adequate documentation 
to substantiate that all billings for corporate vehicles provided to 
administrative staff represented business rather than personal use 
of these automobiles. 

• The Center for Health and Human Services, Inc., borrowed funds to 
pay for $459,344 in expenses that were nonreimbursable under its 
state contracts. Although the entity did not directly charge the 
Commonwealth for these expenses, it may have used state funds to 
make principal and interest payments on its loans. These pay
ments could have totaled as much as $239,038 during the audit 
period and $682,962 over the entire repayment period. The audit 
recommended that the Department of Public Health, in conjunction 
with the Division of Purchased Services, further review these loan 
expenses and take measures necessary to recover any funds deter
mined to be nonreimbursable. 
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• The Center for Health and Human Services, Inc ., expended thou
sands of dollars for legal costs associated with a federal investiga
tion of the agency. These costs, which included $147,930 paid to a 
law firm to photocopy agency records, should not have been charged 
to and reimbursed under state contracts. 

• The Herbert Lipton Community Mental Health Center, Inc., billed 
and received payments totaling at least $103,223 for services it did 
not provide in accordance with its state contracts. Specifically, the 
Center was reimbursed $101,717 for services provided by individu
als who did not meet the criteria for the positions for which they 
were being billed. In addition, three individuals who were reim
bursed for ftill-time administrative positions were simultaneously 
reimbursed for providing direct care under the same contract. The 
audit also disclosed an instance where the Center double-billed the 
Commonwealth $1,506 for program services. 

• The Herbert Lipton Community Mental Health Center, Inc., billed 
and was reimbursed for as much as $120,912 in excessive manage-,. 
ment consulting costs. The Center paid two firms a total of 
$347,377 to provide management consulting services. It also paid 
these firms an additional $138,899 in fees and other charges, of 
which $120,912 was billed under its state contracts. According to 
state regulations, although management consulting costs can be a 
reimbursable expense under state contracts, fees and other miscel
laneous costs are considered unreasonable and therefore nonreim
bursable. 

• The Herbert Lipton Community Mental Health Center, Inc., billed 
and received payment for a total of $4,421 expended for commuting 
mileage, lodging, moving expenses, flowers, and meals. These ex
penses were not related to the social service purposes of the 
agency's programs and were, therefore, nonreimbursable under 
state contracts. The Lipton Center also used $12,000 in state funds 
to pay a lobbyist, which is a specifically unallowable expenditure 
under state regulations. 

• The Herbert Lipton Community Mental Health Center, Inc., inap
propriately charged and was reimbursed for at least $16,578 in 
costs that it did not incur. These billings included $7,129 for fringe 
benefits and $9,449 for direct care program expenses. Center offi
cials agreed that the entity had received $16,578 in excess revenues 
that should be repaid either in a cash settlement or in in-kind 
servIces. 



Human Services Audits 

• The Justice Resource Institute , Inc.'s (JRI) allocations to state con
tracts for the salaries of its Chief Executive Officer and its Chief 
Financial Officer exceeded the maximum amount allowed under 
state regulations by $84,050. When informed of this matter, JRI 
officials amended applicable financial reports to disclose these ex
penses as nonreimbursable to the Commonwealth. 

• The Justice Resource Institute, Inc., (JRI) did not utilize an allow
able cost allocation methodology when billing the Commonwealth 
for costs incurred under its state contracts. Specifically, contrary to 
state regulations, JRI billed the Commonwealth for indirect costs 
based on budgeted rather than actual expenses and, further, did not 
reconcile any differences at the end of the fiscal year between 
budgeted and actual expenses. As a result, during fiscal years 1996 
and 1997, JRI overbilled the Commonwealth a total of $60,649 and 
misreported $406,914 in expenses. During the audit, JRI officials 
took measures to address this matter by amending the entity's 
fiscal year 1996 Uniform Financial Report and by repaying the 
Commonwealth $40,568. However, in order to fully resolve this 
issue, the additional $20,081 needed to be remitted to the appropri
ate state agencies . 

• The Justice Resource Institute, Inc., (JRI) charged at least $41,592 
under state contracts for non-program-related and therefore nonre
imbursable items. These expenditures included $16,200 for staff 
parking; $9,850 for food for staff meetings; $6,687 in out-of-state 
travel expenses; $1,454 for flowers; and $468 for parking tickets . 
The audit recommended that JRI develop and implement better 
controls over the authorization of administrative expenses. 

• The Justice Resource Institute, Inc., (JRI) charged the state at least 
$27,582 during fiscal years 1996 and 1997 for consultant services 
that were unallowable in that they were unrelated to services 
provided under state contracts. JRI responded by amending its 
Uniform Financial Reports for fiscal years 1996 and 1997 to reclas
sify these expenses as nonreimbursable under its state contracts. 
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• The Justice Resource Institute , Inc., (JRI), during fiscal years 1996 
and 1997, billed the state at least $41,743 for credit card expenses 
which had either inadequate supporting documentation to substan
tiate the business nature of the charges or were not related to 
services provided under state contracts. In addition, JRI billed to 
its Massachusetts state contracts an additional $907 in credit card 
charges for travel to non-Massachusetts programs. JRI officials 
agreed that there should be better controls over the use of corporate 
credit cards. In addition, JRI's Vice-President for Administration 
agreed that the aforementioned expenses were nonreimbursable 
under state contracts and stated that JRI would amend its fiscal 
years 1996 and 1997 financial reports, reclassifying all the ques
tionable credit card expenses as nonreimbursable . 

• New England Residential Services, Inc.'s two principal officials 
used company vehicles for personal usage and charged the vehicle 
costs to Massachusetts. These officials also had the personal use of 
vehicles that they charged to the state of Rhode Island. Moreover, 
the entity provided the Department of Mental Health with false . 
information regarding the leasing of a corporate vehicle used by the 
spouse of its President. In total, the entity billed and was reim
bursed for $75,631 in inappropriate and unallowable motor vehicle 
expenses. In addition, the transportation officer of one of the 
entity's affiliated companies submitted false invoices from a ficti- . 
tious company to the subsidiary's bookkeeper, who approved them 
for payment and misrepresented them on Rhode Island cost reports. 
These unallowable expenses resulted in overpayments by the state 
of Rhode Island of$18,000. See page 76. 

• New England Residential Services, Inc.'s board, which consisted of 
the entity's two principal officers and their spouses, spent $60,000 
of surplus entity funds for a condominium in Florida. During the 
next thirteen months, the entity incurred expenses of $14,168 to 
operate the condominium, after which it was sold for $54,000 to an 
individual who subsequently loaned one of the board members 
$150,000. The purchase of the condominium was in itself a misuse 
of state funds since it did not benefit clients. Moreover, the sale of 
the condominium at a loss represented a further misuse of $20, 168 
in entity surplus revenues. See page 76. 
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• New England Residential Services, Inc.'s two principal officials 
concealed personal trips and various purchases by utilizing an 
affiliated company's corporate credit card and then misrepresent
ing these expenses on cost reports filed with the state of Rhode 
Island. The inappropriate charges, which included airline tickets, 
hotel bookings, and car rentals associated with trips to Florida, 
were misrepresented on invoices as expenditures for such allowable 
items as educational materials and administrative costs. As a 
result, over $6,000 in Rhode Island funds appropriated for services 
were used for nonprogrammatic and nonreimbursable personal 
charges. See page 76. 

• Springfield Action Commission, Inc., inappropriately charged at 
least $360,070 in agency costs against its federally funded Home 
More Program, which provides housing assistance and related ser
vices to homeless individuals. These billings were either undocu
mented and therefore unallowable or not part of the budget for this 
contract. In addition, the audit noted other deficiencies in the 
administration of this contract. These included improper recording 
and accounting for tenant security deposits totaling approximately 
$19,687 and questionable program results since only 47 of the 72 
individuals funded and anticipated to receive program services did 
so. 

• Tapestry Health Systems, Inc., (Tapestry) had several deficiencies 
in its maintenance of attendance records and its billings against 
state contracts for staff time. For example, during fiscal year 1995, 
Tapestry billed and received payments totaling $49,085 for direct 
care services supposedly provided by members of its administrative 
staff. However, the entity could not provide documentation, such as 
attendance records, to indicate that these individuals worked di
rectly in the programs where they were charged. Tapestry also 
billed its state contracts for $199,766 for what it classified as "vari
ous" direct care staff costs . These charges were questionable in 
that there were no internal schedules, time sheets, or other docu
mentation to support reimbursement. The audit also found that 
during fiscal years 1996 and 1998, Tapestry had inadequate docu
mentation to substantiate $101,637 in payroll costs that it billed 
against state contracts. As a result of these deficiencies, the state 
had little assurance that Tapestry's billings for payroll costs were 
reasonable and appropriate. 
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• Tapestry Health Systems, Inc. , (Tapestry), during fiscal years 1994, 
1996, and 1997, billed and received payments totaling $96,359 for 
payroll taxes and fringe benefit expenses that it did not incur. The 
audit recommended that these funds be returned to the Common
wealth and that Tapestry should, on a monthly basis, reconcile its 
billings of payrolls taxes and fringe benefits under state contracts 
to its financial records to ensure that all its billings for these 
expenses are appropriate. 

• Tapestry Health Systems, Inc. , (Tapestry)'s President received 
unauthorized and highly questionable compensation and fringe 
benefits totaling $89,971. This included $10,760 for accrued vaca
tion time and an additional $22,251 in paid leave to which she was 
not entitled. She also authorized the transfer of ownership of a 
corporate vehicle to herself at a reduced cost and was subsequently 
provided with a corporate vehicle for which the agency paid 
$38,063, including operating expenses, for two years. See page 79. 

• Tapestry Health Systems, Inc., (Tapestry) had numerous deficien
cies in the administration of its consultant contracts, including a 
lack of competitive bids, a lack of written contracts, and a lack of 
documentation to substantiate that all of the consultant expenses 
that were billed to state programs were actually provided. As a 
result, neither Tapestry nor the Commonwealth could be assured 
that all of the $474,873 in consultant costs that Tapestry expensed 
to its state-funded programs during the audit period were necessary 
and appropriate. 

• Tapestry Health Systems, Inc. , (Tapestry) charged $75,049 in sal
ary costs against its state-funded contracts for individuals who 

. were doing fundraising for the agency. According to state regula
tions, fundraising costs are unallowable and nonreimbursable ex
penses. The Commonwealth should, therefore , take steps to re
cover these funds. Similarly, Tapestry should repay $97,621 
charged against state contracts for lobbying activities, which are 
unallowable both under state regulations and the entity's own 
Articles of Organization. 

• Tapestry Health Systems, Inc., (Tapestry) had undocumented and 
inadequately documented nonpayroll expenditures well in excess of 
$220,000. These included charges for facility operations, mainte
nance expenses, rent, and gift certificates. The audit recommended 
that the Department of Public Health, in conjunction with appro
priate oversight agencies, further review Tgpestry's nonpayroll ex
penditures and take action to recover costs that were inadequately 
documented, non-program-related, or for other reasons unallow
able . See page 79. 
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Special Audit Section 

Department of 
Mental Health 
(DMH): 
Controls over 
Property and 
Equipment 

The Seven Hills 
Foundation 

The OSA performed an audit of controls over property and equip
ment at DMH's Central Office and selected area offices and sites 
throughout the Commonwealth for the period July 1, 1996 through 
October 30, 1998. Also included was a limited review of fixed asset 
control practices at six case management offices and three private 
service providers. Results of this audit indicated that, in general, 
DMH was providing reasonable assurance that its property and equip
ment, including computer equipment, software , and office furniture, 
were safeguarded and appropriately accounted for and reported on 
financial statements. However, certain facilities still needed to im
prove inventory controls as noted below. 

• The Solomon Carter Fuller Mental Health Center did not maintain 
current and complete inventory records , including value and loca
tion of all inventory items. As a result, the Center was hindered in 
its ability both to properly monitor the use of its fixed assets and to 
file accurate financial reports . 

• The Solomon Carter Fuller, Erich Lindemann, and Massachusetts 
Mental Health Centers needed to improve their record-keeping 
procedures for inventories of software in order to assure that soft
ware assets were adequately protected and that only authorized 
copies of software were installed on their computers. 

The OSA, at the request of the Commissioner of the Department of 
Mental Retardation (DMR), conducted a review of programs that have 

. recently come under the control of the Seven Hills Foundation 
through its affilation with New England Residential Services, Inc. 
This special-scope review was performed in order to assist DMR in 
making certain funding decisions. Results of the review are summa
rized below. 

• The Seven Hills Foundation, except for controls over fixed assets, 
had sufficient internal accounting systems as determined by tests 
agreed upon by' DMR and the OSA. With respect to fixed assets, 
Seven Hills Foundation could not provide documentation to support 
that a physical inventory had been conducted during the fiscal year 
ended June 30, 1997. In addition, the entity's inventory records did 
not identify the source of funding for each item, as required, or 
accurately list fixed-asset location. As a result of these deficiencies, 
there was indequate assurance that property and equipment in 
Seven Hills Foundation's care were properly safeguarded against 
loss, theft, or misuse. This condition took on added significance in 
light of the entity's affiliation with New England Residential Ser
vices, Inc. 
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• Seven Hills Foundation needed to develop a formal written plan, 
approved by its Board of Directors, identifying what organizational 
changes were made as a result of its affiliation with New England 
Residential Services, Inc. The plan should address, in detail, all 
operational areas, including program, staffing, service delivery, 
and management. It should also be made available, upon request, 
to the entity's state purchasing agencies . 

• Seven Hills Foundation and New England Residential Services, 
Inc. , were both solvent at the time of the OSA review. However, 
New England Residential Services, Inc., was negotiating with law 
enforcement agencies (see page 76) as a result of questionable 
activities conducted by entity officials prior to it's affiliation with 
Seven Hills Foundation. These negotiations could result in the 
assessment of penalties and the repayment of misappropriated 
funds, and any agreement that involves restitutions will have an 
impact on Seven Hills Foundation's financial condition. Even more 
troubling, Seven Hills Foundation entered into a Non-Competition 
Agreement with the two former officials of New England Residen
tial Services referred to above. This agreement involved $150,000 
in payments to these individuals. Although the agreement states 
that these payments must be made with private rather than Com
monwealth funds, the decision to provide compensation was impru
dent given the seriousness of the charges pending against these 
officials. 

• Seven Hills Foundation, at the time of this review, had a certifica
tion "with conditions" from DMR. The OSA recommended that 
DMR take measures to ensure that Seven Hills Foundation ad
equately addresses all of the deficiencies disclosed in its 1997 Qual
ity Enchancement Survey Summary Tool review. These deficien
cies, related to the quality of life of individuals residing in Seven 
Hills Foundation's residential programs, and their resolution is 
pertinent to the agency's capacity to assume operation of additional 
DMR programs. 
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Prior Audit Results: Corrective Actions 

The Office of 
Child Care 
Services 

A review of prior audit results is an important component of OSA 
audits . This follow-up review helps to monitor and to recognize 
agency compliance with OSA recommendations. The following entity 
has taken corrective action as recommended by the OSA. 

• The Office is in compliance with federal earmarking requirements 
that state that 75% of federal child care grants be expended for 
direct services and 25% for activities to improve the quality and 
increase the availability of programs and services. The lack of 
compliance that had been previously noted was due to reporting 
and not to the actual spending of grant funds, and a revised report 
has been submitted to reflect the correct expenditures by category. 
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The following is an update of planned and ongoing initiatives in 
the area of human services. 

• The OSA is allocating increased resources to the audit of providers 
that contract with state agencies to provide social, health, and 
rehabilitative services. These audits review and analyze financial 
and management controls within the purchase-of-service system, as 
well as contract compliance and internal controls at vendor agen
cies. The audits also examine selected transactions to determine if 
provider expenditures are reasonable , allowable , and applicable to 
contracted program services. 

• The OSA has initiated a performance audit focusing on certain 
activities and functions of the Department of Transitional Assis
tance . The audit is reviewing the efficiency and effectiveness of the 
Department's employment services and job training programs, as 
well as its mental health managed care program. The OSA is also 
reviewing the Department's implementation of its new computer
tracking program, known as BEACON. 

• The OSA has initiated a review of the Division of Health Care 
Finance and Policy's (DHCFP) management of the Uncompensated 
Care Pool. The audit is reviewing financial and management 
controls over payments and expenditures as well as ensuring that 
DHCFP is complying with applicable laws and regulations. In 
addition. the audit is reviewing assessments and surcharges on 
hospitals, community health centers, municipalities, and other en
tities that fund the Uncompensated Care Pool. The audit is also 
reviewing reports and other data relating to patient levels, costs, 
and medical services provided. 
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• The OSA has initiated an audit of the child support collection 
system within the Department of Revenue (DOR). The audit is 
reviewing DOR's systems, policies, and procedures for managing 
child support collections; the controls over and accuracy of input 
data from court orders; payment records and balances of accounts ; 
and the adequacy of the payment accounting system . . 

• The OSA has completed an audit of the Massachusetts Senior Phar
macy Program, which is jointly administered by the Executive 
Office of Elder Affairs and the Division of Medical Assistance. The 
audit, which examined compliance and programmatic issues, in
cluding outreach, will be detailed in the next Semi-Annual Report. 
It is available from the Office of the State Auditor at (617) 727-
2075. 

• The OSA is reviewing the Medication Assistance Program to deter
mine whether it is operating in accordance with applicable laws, 
rules, and regulations. The audit will also assess the effectiveness 
of the program and the adequacy of the management control system 
for measuring, reporting, and monitoring the program's effective
ness. Finally, this review is also examining the responsibilities of 
state agencies, group homes, and other vendors involved in imple
menting the Medication Assistance Program. 
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Independent and 
Housing Authority 
Audits 

During the report period, the OSA issued 
85 audit reports relative to independent enti
ties, including housing authorities, 48 of 
which were federally mandated audits of 
state-administered federal and state pro
grams. Many of these reports identified re
curring audit results which, if addressed, will 
improve financial management of these Au
thorities and, in turn, help to safeguard state 
and federal funds . 



Audit Results 

Inadequate 
Accounting and 
Administrative 
Controls 

Independent and Housing Authority Audits 

Adequate accounting and administrative controls help to ensure 
that public funds are spent properly and efficiently. Several reports 
disclosed internal control weaknesses, which created vulnerabilities 
to waste and mismanagement and, in one case, resulted in lost rev
enue. 

• The Bourne Recreation Authority had inadequate controls over 
cash collections for certain ice rink rentals and for admission and 
skate rental fees . As a result , the Authority could not determine 
whether the amount of funds collected and deposited was correct. 
After the Authority's ice rink manager resigned, the OSA was · 
asked to conduct an analysis of relevant cash receipts for the year 
that the manager left and the year subsequent to his resignation. 
The OSA identified a potential shortfall of over $40,000 as well as 
an inadequate segregation of cash receipt duties. The Authority 
has, in response , taken action to improve cash management prac
tices. 

• The Bourne Recreation Authority had not established a Manage
ment Plan that encompassed policies and procedures, personnel 
policies, job descriptions, and grievance procedures. Consequently, 
its board made decisions on a case-by-case basis, creating the poten
tial for inconsistency in decision-making that could result in litiga
tion. 

• The Massachusetts Turnpike Authority understated its operating 
revenues and, to a greater extent, the operating expenses of its 
roads and tunnels, which resulted in net understatements totaling 
over $12.9 million in 1995 and $10.9 million in 1994. These condi
tions occurred because certain revenues were improperly reported 
as a reduction of expenditures ; operating expenses in the 
Authority' s Revenue Fund Account were transferred to other fund 
accounts; and operating expenses that should have been charged to 
the Revenue Fund Account were improperly charged to other ac
counts. 

• The Massachusetts Turnpike Authority had two cash reserve ac
counts, totaling over $19 million, that were not included in its 
financial accounts and, therefore, were not reflected on its financial 
statements. Sound business practices advocate that all cash be 
disclosed, even funds considered to be escrow cash in an "off-book" 
account. 
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Complete inventories of property and equipment help to ensure 
that fixed assets are safeguarded and used for their intended purpose. 
The following report identified areas where property controls needed 
to be strengthened. 

• The Massachusetts Turnpike Authority did not maintain compre
hensive property listings or record the value of its land and build
ings as a separate item on its financial statements. These condi
tions existed because the Authority recorded the acquisition costs of 
its land and buildings as 'costs of construction, with no subsidiary 
records that identified each parcel of land and each building, how 
such property was acquired, acquisition costs, and site locations. As 
a result, the Authority lacked efficient access to information needed 
for property disposals, leasing arrangements, and possible declara
tiqns of surplus property. The Authority also could not be assured 
that its fixed assets, estimated to be worth over $200 million, were 
adequately safeguarded or properly recorded on its books of ac
count. Subsequent to the completion of audit field work, the Au
thority initiated actions to improve property controls . 

• The Massachusetts Turnpike Authority owned at least seven par
cels of land in the Boston area that were not related to the 
Authority's operations and did not appear to be necessary for future 
operations. Six of these parcels were leased to private entities for 
use as parking lots, and the other parcel, estimated to be worth $5.6 
million, was leased to a state agency at an annual rent of one dollar. 
The OSA recommended that, given the Authority's debt problems, 
management should consider undertaking procedures to declare 
such property surplus and proper for disposal. 



Noncompliance 
with State Law 
and Federal 
Program Policies 

Independent and Housing Authority Audits 

One entity did not comply with the Massachusetts Open Meeting 
Law and certain federal policies , as noted below. 

• The Bourne Recreation Authority, during certain executive session 
meetings, did not properly record deliberations between members, 
did not record roll call votes, and did not make available to the 
public the minutes of executive sessions. As a result, the Authority 
was in noncompliance with the Massachusetts Open Meeting Law. 
The Authority was also in noncompliance with National Park Ser
vice standards for campsite occupancy and campsite density and, in 
providing free ice time to the Bourne High School hockey team, 
may have not complied with the U.S. Army Corps of Engineers' 
policy of equal availability offacilities situated on federal property. 
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The following instances of questionable expenditures, which may 
reduce funds available for operations or increase the need for public 
subsidies, were noted. 

• The Cape Ann Transportation Authority lacked adequate records 
and supporting documentation for payroll expenses totaling 
$38,338 paid to its former Administrator. The inclusion of these 
questionable costs increased the Commonwealth's portion of obli
gated contract assistance and the local assessment share of cities 
and towns served by the Authority by $27,989 and $10,349, respec
tively. 

• The Massachusetts Turnpike Authority, as part of the financing 
arrangement for bonds issued in 1993 and 1997, deposited over 
$499.6 million in restricted use accounts to prefund a portion of 
interest payments. These deposits were unwarranted and resulted 
in substantial unnecessary expenditures for bond discounts , bond 
issuance costs, and interest payments. In addition, the Turnpike 

.Authority chose the most expensive alternative available when 
using new borrowings to payoff outstanding debts from earlier 
bond issues. The sum total of unnecessary financing costs was over 
$38 million. 

• The Massachusetts Turnpike Authority made a questionable and 
imprudent investment with a newly formed private company, 
which placed at risk $227 million of proceeds from the Authority's 
1993 bond issue. The terms of investment did not protect the public 
interest in that the Authority transferred legal ownership of the 
funds without requiring the investment company to obtain insur
ance or provide any other security to guarantee repayment of what 
was, essentially, a loan. -In addition, the Turnpike Authority did 
not require segregation of its funds and waived its legal right to sue 
the company. Finally, the interest rate of 4.57% obtained by the 
Turnpike Authority could have been matched or exceeded through 
a safe investment in U.S. government securities. Current Turnpike 
Authority management could not provide a rationale for this in
vestment decision, but did document repayment of all funds as of 
July 1997. 

• The Massachusetts Turnpike Authority, during calendar years 
1994 and 1995, donated $78,925 and $151,225, respectively, to 
various civic, cultural, and other charitable organizations. Al
though these donations served a presumed public good, they repre
sented a questionable expenditure of tolls and other income gener
ated from the operation of Authority roads and tunnels . In its _ 
response , Authority officials stated that such donations are no 
longer authorized. 



Housing 
Authorities 
and the Federal 
Single Audit Act 

Independent and Housing Authority Audits 

The federal Single Audit Act of 1984 created many opportunities 
for state governments to reduce duplication by using one audit to 
satisfy both federal and state requirements. The Commonwealth, for 
example, closes its books on June 30 each year through a Single Audit 
done jointly by the Office of the State Auditor and a private account
ing firm . 

Procedures developed by the OSA and authorized by Chapter 138 of 
the Acts of 1991 for the procurement and conduct of housing authority 
audits provide ~mother example of the way in which the Common
wealth is improving the coordination and efficiency of the audit pro
cess. Chapter 138 gives the OSA the authority to prescribe standards, 
in addition to any federal requirements, for audits of all housing 
authorities that receive federal financial assistance, whether con
ducted by the OSA or a private firm. Housing authorities that choose 
private firms to conduct audits of their federal programs are required 
to submit these audits to the OSA for review and approval. As a result 
of the implementation of these Single Audit procedures, accountabil
ity is strengthened, duplication is prevented, and costs are reduced. 
During the report period, the OSA released 48 Single Audits of hous
ing authorities and reviewed an additional .31 Single Audits com
pleted by private accounting firms. 
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Adequate accounting and administrative controls assist entities 
in maximizing revenue potential and avoiding unnecessary deficits, 
thereby helping to maximize funds available for operations and ser
vices. The following reports identified areas where oversight, ac
counting, and other internal controls needed improvement. 

• Amherst Housing Authority reimbursed its Executive Director for 
expenses incurred in pursuit of a Masters in Business Administra
tion degree. Although the $10,512 reimbursement was approved by 
the Authority's board, the expenditure was not properly disclosed in 
budgets submitted to the Department of Housing and Community 
Development (DHCD) . The Authority, in response to this finding, 
submitted a revised fiscal year 1999 budget to DHCD containing 
specific data relating to the tuition costs. DHCD, while acknowl
edging that reimbursements of this nature and magnitude were 
unusual, approved the expenditure. DHCD officials also recognized 
the need for including an educational reimbursement policy within 
DHCD budget guidelines. 

• Framingham Housing Authority did not prepare and submit re
quired financial statements for two of its grants totaling $2,109,100 
for the fiscal year ended December 31, 1997. As a result, the 
Authority was in noncompliance with Department of Housing and 
Community Development regulations. In addition, the Authority 
did not pay the town of Framingham $177,068 for Payments in Lieu 
of Taxes (PILOT). This amount represents' in excess of two years of 
PILOT expenses. 

• Framingham Housing Authority, under the terms of a management 
agreement entered into with a related-party corporation, was owed 
monthly management fees in the amount of 12% of the rental 
income of the corporation. However, during the fiscal year ended 
December 31, 1997, the corporation had not paid any fees to the 
Authority. Furthermore, Authority administrative employees were 
paid a total of $8,000 for work related to the corporation, and 
maintenance staff incurred $6,138 in labor and material costs on 
the corporation's dwelling units. These costs, totaling $14,138, 
were paid with state and federal program fees. The Authority 
agreed to request payment of management fees due and to charge to 
the corporation maintenance services performed for this entity. 
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• Hingham Housing Authority needed to improve its cash manage
ment procedures. Specifically, because the Authority's cash journal 
did not include receipts and certain other transactions, running 
cash balances could not be calculated. In addition, cash functions 
were not handled according to a set routine, which resulted in 
certain inadequate business practices. These included a lack of 
coordination between the draw down and subsequent expenditure of 
funds , inadequate maintenance of passbook accounts, untimely de
posits, and former employees still being listed by the bank as 
authorized signatories. 

• Hingham Housing Authority did not have a personnel policy that 
adequately addressed the issues of employee overtime, severance 
pay, and industrial accident leave. As a result, conditions were 
created that allowed the Authority to pay overtime rates to some 
employees who worked less than 40 hours per week, to award 
severance pay to a part-time employee, and to negotiate an indus
trial accident settlement that was not supported by leave records 
and may have violated state law. 

• Hingham Housing Authority did not have a reliable process for 
monitoring all expenditures. This resulted in unbudgeted, unal
lowable, and inadequately supported disbursements for such items 
as food, flowers, supplies for a cookout, employee compensation, and 
travel. 

• Hopedale Housing Authority expended $16,684 to replace windows 
and siding without seeking competitive bids. As a result, there was 
inadequate assurance that the Authority received the highest qual
ity goods and services at the lowest price. 

• Leicester Housing Authority expended $10,550 for consultant engi
neering services for the replacement and removal of underground 
fuel tanks without seeking competitive bids. The Authority se
lected the engineering firm that the Town of Leicester employed for 
the same type of service. However, the Authority could have better 
assured that it was receiving the best price available by seeking 
competitive bids or quotes. 

• Quincy Housing Authority's accounting system did not effectively 
identify and track cash activity for one federal program. As a 
result, the Authority credited interest income to this program that 
should have been allocated to other programs. The Authority 
corrected this condition for the fiscal year ended June 30, 1999. 
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• South Hadley Housing Authority's unapproved expenditure of cer
tain development funds indicated a need for improved internal 
control procedures. The Contract for Financial Assistance under 
which the Authority received $320,000 for the purpose of develop
ing elderly housing prohibited other uses of the funds without 
Department of Housing and Community Development approval. 
However, the Authority expended $36,360 of these funds, without 
required approval, on an unrelated management program. In addi
tion, the Authority recorded these expenditures on the development 
program's financial statements rather than on those of the manage
ment program, thus distorting the true cost of both programs. 

• South Hadley Housing Authority needed to strengthen certain 
management practices. Specifically, the Authority did not make 
cqrrect Payments in Lieu of Taxes to the Town of South Hadley and 
did not issue all required Form 1099 federal income information 
forms. In addition, the Authority did not conduct yearly inspections 
of its housing units, a requirement intended to ensure that these 
units meet state standards for safe, decent, and sanitary housing. 

• Stoneham Housing Authority did not conduct inspections of its 
elderly housing units during the audit period. As a result, there 
was inadequate assurance that these units met state standards for 
safe, decent, and sanitary housing. 

• Waltham Housing Authority's fee accountant used an outdated 
subsidy calculation form to determine the operating subsidy due to 
the Authority from the Department of Housing and Community 
Development (DHCD). As a result, the subsidy was miscalculated, 
the Authority's 1998 financial statements were not correct, and 

. DHCD was owed $103,152. 

• Warren Housing Authority was still working to resolve an issue of 
needed repairs in its state-aided elderly housing program. Specifi
cally, the areas in need of attention included wood siding, roofing 
shingles, and a concrete patio. The Authority's preliminary esti
mates indicated that $165,000 was needed to complete the most 
important repairs, while its surplus operating reserves totaled only 
$41,000. As of the dose of the audit period, the Authority had 
submitted applications for necessary capital improvement funding 
to the Department of Housing and Community Development. 
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• Woburn Housing Authority needed to improve certain accounting 
and administrative procedures. Specifically, the Authority did not 
maintain a separate general ledger for its Transitional Housing 
Program and could not provide documentation to support $102,681 
in expenditures for the program listed on the financial report sub
mitted to the Department of Housing and Community Develop
ment. In addition, the Authority's cost allocation plan did not have 
required time reports and other documentation to support adminis
trative costs charged to various programs. Consequently, there was 
inadequate assurance that all administrative salaries and other 
expenditures billed to housing programs were reasonable, allow
able, and allocable. Finally, the Authority may not have been in 
compliance with its cooperation agreement with the City of 
WClburn. This agreement allows the Authority to retain Payment 
in Lieu of Taxes (PILOT) funds that are expended on city-related 
services. However, the Authority did not provide any documenta
tion that would establish the extent to which PILOT funds were 
used for such services. 

• Woburn Housing Authority did not establish rules and regulations 
governing the administration of four units donated by a developer 
and did not make available any documentation concerning the 
eligibility of the units' tenants. In addition, the Authority's cost 
allocation schedule did not include any time and effort charge for 
administration, by Authority employees, of these units. 

• Worcester Housing Authority needed to improve the monitoring of 
certain contract costs. Specifically, the Authority's procedures did 
not provide for verification of monthly invoices to time records for 
contract employees under a comprehensive drug prevention pro
gram. Based on tests of contractual hours billed over a one-month 
period, the audit noted a variance of 455.5 hours between payment 
invoices and time records submitted by employees. These variances 
represented possible overpayments of as much as $8,740 for the 
month tested. The audit recommended that the Authority review 
and reconcile all fiscal year 1998 payments to determine the extent 
to which other variances may have occurred. Authority officials 
responded by initiating the recommended review and indicating 
that recovery of all overpayments will be pursued. 
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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 account
ability for fixed assets, adequate inventory records serve as a source of 
insurance coverage information in the event of a casualty loss, as a 
comparison with the previous year's physical inventory, and as finan
cial planning data. The following reports identified areas where 
inventory controls needed improvement . 

• Hingham Housing Authority did not tag its furniture and equip
ment and did not conduct an annual physical inventory of its fixed 
assets. As a result, the Authority could not be assured that its 
property and equipment were adequately safeguarded from possible 
loss, theft, or misuse. 

• South Hadley Housing Authority was unable to locate an inventory 
listing for one of its programs. In addition, not all furniture and 
equipment items were properly tagged, and two pick-up trucks 
valued at $38,820 were not listed on inventory records. By not 
maintaining adequate inventory records, the Authority exposed its 
property and equipment to possible loss, theft, and misuse. 
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OSA reports disclosed that certain housing authorities did not 
adhere to state regulations regarding rent determinations, rent col
lections, and tenant selection, or were not able to move expeditiously 
to fill vacant apartments. These conditions could result in over
charges to tenants or lost rental income to Authorities . Delays in 
renting apartments and improper tenant selection procedures could 
also deprive eligible low-income persons, at least temporarily, of 
needed housing. 

• Amherst Housing Authority was experiencing vacancy problems in 
its congregate housing progam. The Authority, since 1995, has had 
an average of 13 of 23 (56%) of these housing units vacant. The 
Executive Director has tried several measures, including advertis
ing, to attract tenants. However, with alternative assisted living 
facilities increasingly available, it has been difficult to attract 
elderly persons to a shared living arrangement. As of the close of 
the audit period, however, the Authority had received a $25,000 
planning grant as part of an initiative to increase the number of 
congregate housing bathrooms and to expand certain services. The 
audit commended these efforts, noting that continued vacancies in 
the congregate housing program could adversely affect the finan
cial condition of the Authority. 

• Hingham Housing Authority's records of tenants' accounts receiv
able did not agree with amounts recorded in its quarterly financial 
reports. In addition, payment postings were not dated, which im
peded efforts to trace payments in order to detect errors and account 
for cash receipts. Finally, delinquent accounts were not listed 
according to the amount of time they were overdue, and collections 
were not aggressively pursued. 

• Hingham Housing Authority had several deficiencies in its tenant 
selection procedures.· Specifically, the Authority did not time
stamp applications, notify applicants of their eligibility, or use 
updated income limits when determining eligibility. The Authority 
also had not developed an Emergency Case Plan and was instead 
using "local preference" when establishing the priority of emer
gency case applicants, a procedure that had not been approved by 
the Department of Housing and Community Development. As a 
result, the Authority could not be assured that applicants were 
housed in the proper order of application. 
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• New Bedford Housing Authority was still working to resolve an 
issue of tenant placements in units that were larger than what was 
allowable for their family size. The Authority had submitted its 
Occupancy Standards Policy, which addresses this issue, to both the 
U.S. Department of Housing and Urban Development and the De
partment of Housing and Comm unity Development. As of the close 
of the audit period, the Authority was still awaiting a response 
regarding approval of its policy. 

• Revere Housing Authority incurred a possible conflict of interest in 
that its Section 8 manager's wife was a landlord under the program. 
Furthermore, the building used for assisted housing was jointly 
owned by the manager and his wife. The audit recommended that a 
waiver be sought from the U.S. Department of Housing and Urban 
Development (HUD) along with an inquiry as to whether any other 
resolutions are necessary. HUD could possibly request the reim
bursement of the subsidized certificate's funds as well as other 
possible actions if it determines that the Authority was not in 
compliance with its rules and regulations . 

• South Hadley Housing Authority wrote off four tenants' accounts 
receivable totaling $3,539 during the fiscal year ended December 
31, 1997. The write-off was treated as a reduction oftenants' rents 
rather than as an increase in collection losses. As a result, the 
Authority's operating subsidy earned was overstated and its collec
tion losses were understated. Furthermore, the Authority did not 
have a written collection policy and was unable to substantiate any 
collection efforts prior to writing off the accounts . 

• Taunton Housing Authority's congregate housing units had va
cancy delays totaling 3,976 days beyond Department of Housing 
and Community Development guidelines. This problem resulted in 
large part from a reluctance of elderly applicants to accept a shared 
living arrangement. The audit recommended that the Authority 
increase outreach efforts and take other steps, with the Department 
of Housing and Community Development, to minimize vacancy 
losses that could adversely affect the financial condition of the 
Authority. 

• Westborough Housing Authority needed to improve its procedures 
for annual rent redeterminations. Specifically, the audit noted 
incomplete information and computational errors in some tenant 
files. In addition, a rent redetermination had not been done for one 
tenant reviewed and, in another instance, supporting documenta
tion was missing for a deduction used in calculating rent. 
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Andover 
Housing Authority 

Barnstable 
Housing Authority 

Belchertown 
Housing Authority 

Cohasset 
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 Au
thorities have taken corrective actions as recommended by the OSA. 

• The Authority has improved the monitoring of its expenses, thereby 
eliminating cost overruns in program accounts . 

• The Authority has implemented required annual site inspections 
for all elderly and family housing units. 

• The Authority has ensured that all funds on deposit are collateral
ized by its bank, which has agreed to supplement the existing FDIC 
insurance of $100,000 by $200,000. As a result, the Authority's 
account balance will be fully insured up to $300,000. 

• The Authority has made appropriate back payments of Medicare 
taxes that had not been withheld from its Executive Director's 
salary, and is currently properly withholding these taxes. 

• The Authority has improved its procedures for renting vacant 
apartments by preparing these units for occupancy in a more timely 
manner. 

• The At.: thority has substantially reduced potential rental income 
loss by more promptly filling vacant apartments. 

• The Authority has made necessary corrections in its General Led
ger, which, as of the audit date, accurately reflected the total value 
ofthe Authority's inventory. 

• The Authority has improved its tenant selection procedures by 
properly processing tenant applications and by maintaining accu
rate master control records and waiting lists. 
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• The Authority has improved controls over its fixed assets by updat
ing its property records to reflect all purchases, by performing a 
physical inventory, and by properly tagging all equipment items. 

• The Authority has put proper procedures in place for safeguarding 
farebox revenues . 

• The Authority has improved its tenant selection process by properly 
maintaining documentation and waiting list ledgers to support 
placements. In addition, during the audit period, rent charges were 
properly calculated and income verification documentation was 
retained in tenant files in accordance with Department of Housing 
and Community Development regulations. 

• The Authority has implemented required annual unit inspections. 

• The Authority has strengthened its inventory controls by conduct
ing a physical inventory of its fixed assets and updating its furni
ture and equipment record cards to reflect previous and current 
fiscal year purchases. 

• The Authority has improved payroll controls by maintaining up-to
date attendance calendars, which disclose sick, vacation, and com
pensatory time balances and are signed by both employees and 
authorizing personnel. 

• The Authority strengthened its accounting and administrative pro
cedures by improving check signature controls, adequately docu
menting travel expenditures, and properly maintaining board 
meeting minutes . 

• The Authority has improved its tenant selection procedures by 
documenting its verfication of emergencies that allow certain appli
cants to be housed out of turn and ahead of others. The Authority 
has also improved procedures for pursuing and writing off delin
quent accounts. 

• The Authority has improved controls over its fixed assets by posting 
new equipment purchases to its inventory list and by performing 
annual physical inventories. 
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Housing Authority 

Saugus 
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Waltham 
Housing Authority 
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• The Authority has reduced potential rental income loss by more 
promptly filling vacant apartments . 

• The Authority has resolved issues relative to questionable reim
bursements to its former Executive Director. This individual has 
repaid the Authority $500 for personal telephone calls and for 
certain travel expenses. The prior audit report also questioned over 
$4,000 in compensatory time payments. However, the Authority's 
board chose not to request the return of the compensatory salary, a 
decision that was accepted by the U.S. Department of Housing and 
Urban Development. 

• The Authority has improved the safeguarding of its furniture and 
equipment by recording all new purchases on its inventory listing. 
All equipment items purchased during the audit period could be 
located. 

• The Authority has implemented required annual site inspections 
for all elderly and family housing units. 

• The Authority has improved its procedures for renting vacant 
apartments by filling its units in a more timely manner. 
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The following is an update of planned and ongoing OSA initiatives 
in the area of Authority audits . 

• The OSA is continuing to review and analyze the MBTA's capital 
improvement and expansion plan. This audit will result in a series 
of reports, four of which have been issued. Currently, the OSA is 
examining contract procedures and costs associated with the South 
Station People Mover Project; the construction costs relating to the 
Newburyport commuter line extension; and the lease and sale of 
trains by the Cape Cod and Hyannis Railroad. The four issued 
reports pertain to the construction of a new police headquarters at 
Newmarket Square, the Blue Line Rehabilitation and Improve
ment Project, Commuter Rail Activities, and Elevator and Escala
tor Maintenance. 

• The OSA has completed a follow-up audit of the MBTA's 
privatization of its real estate functions and activities that re
viewed the selected firm's progress in meeting the provisions of its 
contract, examined contract costs, and assessed MBTA oversight of 
the firm's activities. This audit, which will be detailed in the next 
Semi-Annual Report, is available from the Office of the State Audi
tor at (617) 727-2075 . 

• The OSA is continuing a review of Massport's implementation of its 
Logan 2000 plan. The audit will include a review of consultant 
contracts for Logan 2000, a review and analysis of change orders 
and contract amendments to determine their accuracy, necessity, 
and affect on total costs ; and a review and analysis of property 
management, with emphasis on utilization and revenue genera
tion. It will also review and analyze Massport's decisions regarding 
the construction of the Harborside Hyatt Convention Center and 
Hotel to determine whether this construction complies with appli
cable laws, rules, and regulations, and whether it is beneficial to 
Massport and Logan 2000. 
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• 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 in
cludes an assessment of the system of internal controls that the 
MWRA has established for estimating, monitoring, and controlling 
project costs. This ongoing audit is resulting in a series of reports, 
thirteen of which have been issued as of June 30,1999. 

• The OSA is reviewing the policies and procedures utilized by inde
pendent authorities for issuing bonds. The audit's objective is to 
determine the costs and expenses related to bond financing and to 
examine whether contracts with underwriters and financial advi
sors (i.e., consultants) are competitively bid. It will also review the 
process for determining bond counsel and consultant fees. This 
audit will result in a series of reports, one of which has been issued. 
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Other Audit Reports 

During the report period, the OSA re
leased 21 other audits pertaining to various 
agencies, boards, activities, and funds. Five 
of these audits reviewed Information Tech
nology (IT) activities and are detailed in the 
IT Audit Section, which begins on page 64. 
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Other Audits 

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 reports identified 
areas where management and accounting controls needed improve
ment . 

• The Department of Environmental Protection (DEP) lacked com
plete, uniformly implemented internal control procedures. As a 
result, DEP was in noncompliance with Chapter 647 of the Acts of 
1989, the Internal Control Statute, and had substantial deficiencies 
in the collection, reporting, and control of funds. Specifically, 
accounts receivable balances for one DEP fund were overstated by 
at least $16.6 million due to the duplicate reporting of certain 
information. The audit also noted that DEP lacked necessary 
supporting accounts receivable documentation for this fund and did 
not properly reconcile in-house fund records and accounts receiv
able recorded on the Commonwealth's automated Billing and Ac
counts Receivable Subsystem. Regarding its overall revenues, DEP 
did not reconcile its in-house receipt records with information re
corded on the Massachusetts Management Accounting and Report
ing System (MMARS) reports. As a result, DEP could not verify 
that information appearing on MMARS reports was accurately 
recorded and, in fact, incorrect postings of receipts to proper rev
enue funds occurred. A variance of $1 million, which was subse
quently reduced to $91,000, was identified. DEP subsequently 
improved its staff training and implemented more effective proce
dures for the collection, reconciliation, and reporting of its accounts 
receivable . 

• The Department of Environmental Protection's (DEP) methods for 
awarding compensatory time were not in compliance with Com
monwealth policies that prohibit the use of this time by members of 
management and in place of overtime payments. In addition, 
certain employee time sheets were inaccurate or incomplete. 
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• The Department of Environmental Protection (DEP) had not 
promptly and effectively billed responsible parties to recover haz
ardous waste cleanup costs incurred by the Commonwealth as re
quired under the provisions of Chapter 21E, MGLs. Specifically, 
responsible parties were not billed for DEP payments to indepen
dent contractors for the 18-month period January 1995 through 
June 1996. Further, the $9 .. 1 million billed for cleanup services did 
not represent a full recovery of the costs to DEP for contracted 
cleanup services and other expenses. Finally, DEP did not follow 
proper documenting and reporting procedures when billing and 
collecting from responsible parties. DEP responded that it has 
implemented a new in-house cost tracking system to help ensure 
that all appropriate cleanup costs are promptly billed to responsible 
parties as required. 

• The Department of Fisheries, Wildlife and Environmental Law 
Enforcement's Division of Marine Fisheries did not properly moni
tor the salary reimbursements paid to marina employees under the 
Clean Vessels Act Pump-Out Program. Because the Division did 
not require that services performed be identified, funds were dis
bursed without any evidence that the appropriate services had been 
performed. In addition, the Division did not establish standardized 
or allowable hourly rates, and significant disparities existed in 
rates paid to employees among various marinas as well as within · 
marinas. Finally, the Division did not require that marinas iden
tify the number of gallons of septage pumped. As a result, the 
Division did not have adequate information to evaluate the effec
tiveness of the Pump-Out Program either at individual marinas or 
on a statewide basis. 

• The Department of Fisheries, Wildlife and Environmental Law 
Enforcement was late in making payments for overtime assign
ments to certain environmental police officers. Under the terms of 
these officers' collective bargaining agreement, overtime compen
sation was to be paid not more than two weeks after an assignment 
was completed. However, for 23 of 99 assignments reviewed, pay
ments were not made to officers for periods of four or m·ore weeks 
after the overtime was performed. Moreover, for ten of these as
signments, payments occurred from eleven to 24 weeks after the 
assignment. The Department's Division of Environmental Law 
Enforcement responded that it was aware of the need for more 
timely processing of overtime documents and, accordingly, was 
adopting procedural changes intended to reduce delays. 
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• The Massachusetts Emergency Management Agency, while im
proving procedures for reporting fixed asset activity and fees due 
from the federal government on required financial reports, still had 
not properly recorded certain lease expenses projected for the year 
2000. 

• The Massachusetts Emergency Management Agency (MEMA) had 
not fully resolved an issue involving $1,893 in overpayments and I! 
$9,059 in underpayments made to cities and towns for flood relief. 
MEMA responded that, since the $9,059 underpayment fell outside 
of the 60-day period during which municipalities could have ap-
pealed, the Federal Emergency Management Agency (FEMA) con-
sidered the matter closed. MEMA officials also indicated that 
neither they nor FEMA officials believed further action needed to 
be taken on the overpayment. The OSA recommended that MEMA, 
which had received only verbal directions from FEMA, should ob-
tain a written decision, as required. 

• The Quincy District Court Probation Department did not follow 
procedures required under Chapter 276, Section 87A, MGLs, for 
either supervised probation or drug-testing. Specifically, Quincy 
District court routinely waived the first month's probation fee of 
$45 for every individual on supervised probation. This resulted in 
the loss of a significant amount of probation fee revenue due to the 
Commonwealth. In addition, drug-testing fees were diverted· to a 
private corporation under the control of the Chief Probation Officer 
and the First Assistant Chief Probation Officer. This activity was 
reported to the OSA by the Administrative Office of the Trial Court 
under Chapter 647 of the Acts of 1989, the Internal Control Statute, 
and also to the Norfolk District Attorney's Office. 

Pursuant to the requirements of Chapter 647, the OSA investigated 
the specifics of the diversion, determining that during a four-year 
period, $99,159 due to the Commonwealth went to the private 
corporation. The OSA also investigated the control environment 
and made recommendations for its improvement. As of the close of 
the audit period, the District Attorney's.investigation was still in 
progress. See page 78. 
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• The Quincy District Court 's Chief Probation Officer was paid ap
proximately $8,800 in sala.ty for time periods in which he was out
of-state on unauthorized b\.\siness. For the 32 days in question, this 
individual was listed on attendance records as present at the 
Quincy District Court. In addition, in at least one instance, the 
Chief Probation Officer acc~pted a $300 honorarium, a practice that 
is prohibited under state law. The OSA recommended that the 
Court strengthen its internal controls to ensure the proper mainte
nance and supervisory review of attendance records. Steps should 
also be taken to recover the $8,800 in inappropriate wage pay
ments. See page 78. 

• Roxbury District Court needed to improve its controls over payroll. 
Specifically, employees were allowed to take sick and vacation time 
they had not yet earned. In addition, the Court did not maintain 
adequate supporting dOCUIllentation and supervisory approvals for 
compensatory time earned, The Court responded that employees 
would no longer be permitted to accumulate "negative" leave time 
and supervision over attend.ance records would be increased. 

• The Office of the State Tr~asurer, at the time of this transition 
report, did not have a clearly documented internal control plan as 
required by Chapter 647 Of the Acts of 1989. The lack of such a 
plan, along with various administrative deficiencies, resulted in a 
weakened control environment, the specifics of which are described 
below . 

• The Office of the State Treasurer had inadequate controls over 
abandoned property. In ad<tition, certain Abandoned Property Di
vision operating procedures did not fully comply with statutory 
requirements. Specifically, receipts of abandoned property were 
not accurately documented Clr thoroughly inventoried and secured. 
In addition, abandoned fund.s were not deposited in a timely man
ner, and reconciliations between in-house records and bank state
ments were not routinely Performed. With respect to statutory 
noncompliance, the Abandoned Property Division did not include 
the names of owners of tangible property received from banking 
institutions and hospitals or the names of payees of state unclaimed 
checks as part of the annUal publication of abandoned-property 
owners. The Division also <tid not adhere to required publication 
time lines, did not properly title the abandoned property listing, 
and did not publish the liSting in all counties of the Common
wealth. As a result, individ.ual owners were not adequately pro
tected against property loss Or misappropri~ti~n or sufficiently as
sisted in recovering their prOperty. 
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• The Office of the State Treasurer needed to improve fiduciary 
controls over dividends, stocks, bonds, and other tangible aban
doned property. Specifically, the bank that acted as portfolio custo
dian for this category of abandoned property was not selected by a 
competitive bidding process, did not provide services under a writ
ten contract, and, at one point, had not remitted cash dividends 
totaling in excess of $3.4 million for up to six years after receipt. In 
addition, the Treasurer's Office could not provide an accounting of 
fees paid to the custodian and did not adequately review monthly 
reports issued by the custodian or reconcile them with internal 
documents. The audit also noted that if the Office had liquidated 
stock in the most timely manner. allowed by statute, the Common
wealth could have received use of more than $129 million with no 
potential of an unfunded liability resulting from successful aban
doned property claims. Finally, abandoned stocks and bonds held 
in mutual funds, which are not manag:ed by the custodian bank but, 
rather, remain with the mutual fund manager, also received lax 
Office oversight. The Office could neither identify all mutual fund 
companies serving as custodians of abandoned property nor deter
mine the total value of abandoned mutual funds . 

• The Office of the State Treasurer had serious deficiencies in man
agement of its in-house checking accounts. Specifically, duties 
relative to check preparation and issuance were not adequately 
segregated; check stock was not adequately safeguarded; access to 
check preparation hardware and software was not limited to autho
rized individuals; and signature stamps were not properly con
trolled. In addition, responsible parties could not provide informa
tion as to the reconciliation process for the accounts they adminis
tered. As a result, Treasurer-controlled cash funds were vulnerable 
to theft and misuse. Furthermore, control weaknesses specific to 
the Unclaimed Check Fund allowed for the issuance of checks to 
heir finders and other private citizens without the Office's indepen
dent verification of the validity of the documents they presented. A 
proper control environment would require , at minimum, that the 
Office contact the party who executed the power of attorney or 
agency declaration to verify the document's authenticity. More
over, transfers from the Unclaimed Check Fund to the Abandoned 
Property Fund were not made in a timely manner and were not 
accompanied by complete information regarding the identity of the 
rightful payees of the checks. Delays in transfers of funds in and 
out of the Unclaimed Check Fund and delays in the transfer of 
supporting information increased the likelihood that intended pay
ees would not receive payment and that individuals who were not 
proper payees could wrongfully access these funds . See page 77. 
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• The Office of the State Treasurer had inadequate internal controls 
over a cashier function that was discontinued in 1997. Specifically, 
the prior administration employed one teller to maintain a cashier's 
window during regular business hours at One Ashburton Place, 
Boston. This individual did not submit a daily report of activites or 
maintain a ledger or other documentation of daily cash activity and 
balances. In addition, checks were not deposited in a timely man
ner, which increased their vulnerability to loss or theft and also 
resulted in lost interest income. The OSA recommended that if the 
Office were to reinstate a cash teller function, management should 
ensure that written policies and procedures govern its operation, 
that proper cash activity records are maintained, that duties are 
adequately segregated, and that checks are promptly deposited as 
required . 

• The State Board of Retirement, which is operated under the direc
tion of the Office ofthe State Treasurer, had accumulated accounts 
recievable in excess of $900,000 as a result of payments to retirees 
subsequent to their death. Moreover, the Board had not reconciled • 
its in-house accounts receivable records with the state's Billing and 
Accounts Receivable Subsystem, did not pursue an aggressive col
lection policy, did not have written guidelines for writing off ac
counts deemed uncollectible, and had not established procedures 
with the Commonwealth's Group Insurance Commission for the 
timely communication of retiree death notifications. 



Inadequate 
Controls over 
Property and 
Equipment 

Other Audits 

All state entities are required to keep complete inventories, tag 
equipment, and take other reasonable steps to ensure that property is 
safeguarded and used for its intended purposes. The following reports 
identified areas where inventory controls needed improvement. 

• The Massachusetts Emergency Management Agency (MEMA) , in 
accordance with provisions of Chapter 647 of the Acts of 1989, the 
Internal Control Statute, reported to the OSA the theft of a radio 
valued at approximately $2,600. The radio was apparently stolen 
from an unlocked vehicle while the driver made a delivery. MEMA 
appropriately notified the local police and subsequently deactivated 
the radio from a central computer location. The agency is also 
aware of the need to instruct and remind all employees of their 
responsibility to lock unattended vehicles and take other reason
able steps to safeguard public property in their care. 

• The Norfolk District Attorney's Office did not maintain a complete 
record of its fixed assets and did not properly tag all furniture and 
equipment. As a result, the Office could not be assured that all of 
its property and equipment was adequately protected or accurately 
recorded on its books. 

• The Office of the State Treasurer did not document the performance 
of required annual physical inventories of its property and equip
ment. In addition, inventory records did not include complete 
information, such as serial and model numbers, cost, purchase date, 
and, in some cases, current location. As a result, the Office could 
not be assured that its fixed assets were properly safeguarded or 
accurately recorded on its books. 
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Prudent business practices, such as maximizing interest income, 
increase the amount of money available for services and minimize the 
need for supplemental funds . The following instances of lost potential 
revenue were noted. 

• The Low-Level Radioactive Waste Management Board retained 
funds in excess of its needs and, as a result, lost the opportunity to 
earn approximately $30,000 in interest income from July 1, 1996 to 
December 31, 1997. The audit also noted that there were no 
policies in place with regard to the investment of excess funds . 
Prudent business practices advocate the investment of excess funds 
available to an entity of this type in an interest-bearing account in 
order to maximize revenue. 

• The Office ofthe State Treasurer's procedures for identifying aban
doned property not transferred to the Treasurer's Office as required 
were not cost-effective. The Office, in fiscal years 1993 and 1994, 
contracted with one private accounting firm to perform unclaimed 
property auditing services, conduct compliance reviews, and issue 
reports on potential holders of unreported abandoned property. In 
1995, the Office expanded the number of accounting firms with 
which it contracted for these services. The Request for Responses 
did not contain the specific number of reviews required to be con
ducted annually, performance criteria, content requirements for 
monthly reports, or minimum standards for the firms' knowledge of ' 
or experience with abandoned property law. The audit noted that, 
from fiscal year 1995 through fiscal year 1999, the time period in 
which additional accounting firms were used, there was a decline 
in the number of compliance reviews completed, a substantial re
duction in the amount of funds remitted to the Commonwealth, and 
a corresponding reduction in the ratio of funds remitted to the 
Commonwealth to fees paid to private accounting firms . In addi
tion, the Office did not assess interest charges on noncomplying 
holders and took no steps to implement a program to intercept 
funds that should be held by the Commonwealth. The issues noted 
above resulted in the Office's not receiving abandoned property 
transfers in excess of several million dollars. . 

• The Office of the State Treasurer lost income due to delays in 
receiving and investing Commonwealth revenues. Although im
provements in this area had been made since the prior audit report, 
certain transfer delay problems remained, largely because a sig
nificant number of agencies utilized depositories that reported to 
the Office manually. The OSA recommended that the Office con
sider adopting a more fully automated system in order to effect 
transfers of balances from local depositories to the consolidated 
revenue account at the close of each business day. 
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Other Audits 

Special Audit Section 

Agency 
Compliance with 
the State 
Comptroller's 
Year-End Closing 
Instructions for 
Cash and 
Revenue 
Management 

During the report period, the OSA released the following revenue
related audits. 

The OSA observed and reviewed procedures for depositing and 
recording cash and revenue at 51 entities in order to determine 
whether all receipts for fiscal year 1998 were reported on the 
Commonwealth's official books of account and were deposited with 
the State Treasurer's Office in accordance with the Office of the State 
Comptroller's year-end closing instructions. Although most agencies 
were complying with the Comptroller's requirements, the following 
summary of results explains the nature and extent of certain agen
cies' noncompliance. During the audit, the OSA provided the Office of 
the State Comptroller with pertinent information so that it could be 
considered in the Single Audit of the Commonwealth, which was 
conducted simultaneously by the OSA and other independent audi
tors. 

• Six state entities, consisting of three state agencies and three 
courts, did not properly account for a total of $219,592 in fiscal year 
1998 revenue. Two of these entities, Roxbury Community College 
and Worcester State College, had been cited in the prior year's 
report for similar delays in depositing year-end revenues. 

• Five entities did not deposit revenue receipts daily as required. 
Late transmittals expose funds to increased risk ofloss or theft and 
result in the loss of interest income and the timely use of the funds. 

• Three debt collection agencies with which the Commonwealth con
tracted for such services as the collection of nontax revenues, over
due student loans, bad checks, and hospital bills did not follow 
requirements of their master service agreement. In one instance, 
this noncompliance resulted in cash receipts of $48,783 not being 
forwarded to the Treasurer as fiscal year 1998 revenue. Among 
deficiencies cited were the commingling of funds collected on behalf 
of Commonwealth departments with funds of private clients, 
checks written as payable to the collection agency rather than the 
Commonwealth of Massachusetts, and remittances from which fees 
had been deducted rather than billed for separately as required. 

• One agency, Roxbury Community College, did not properly main
tain its billing .and accounts receivable automated system and did 
not accurately reconcile its receivable balances to the state's auto
mated Billing and Accounts Receivable Subsystem. 
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The OSA reviewed 120 encumbrance transactions totaling 
$1,706,423.46 for fiscal year 1998, as well as advance-fund manage
ment at 44 agencies . Agency compliance was found to be high, with 
96% of encumbrance transactions tested in compliance with closing 
instructions for encumbrances and 80% of state agencies in compli
ance with closing instructions for advance funds. The following sum
mary of results explains issues of noncompliance that were noted. 
These issues were reported to the State Comptroller during the audit 
so that they could be considered in the Single Audit ofthe Common
wealth, which was conducted simultaneously by the OSA and other 
independent auditors . 

• Six state entities had at least one transaction in which expendi
tures were not charged to the appropriate fiscal year, or in which 
goods or services had not been received by the State Comptroller's 
established cut-off date . 

• Nine state entities did not properly account for fiscal year 1998 
advance funds by June 30, 1998. Although this represented 20% of 
agencies tested, only 1% of advance funds reviewed was not in 
compliance with the State Comptroller's closing instructions. 



Other Audits 

Prior Audit Results: Corrective Actions 

The 
Massachusetts 
Emergency 
Management 
Agency (MEMA) 

A review of prior audit results is an important component of each 
OSA audit. This follow-up review helps to monitor and to acknowl
edge agency compliance with OSA recommendations. Corrective ac
tions were taken by the following entity. 

• MEMA has established a written policy and procedure in its Inter
nal Control Guide that ensures receipt of Single Audit reports from 
subrecipients receiving federal awards of $300,000 or more in a 
fiscal year. Furthermore, during fiscal year 1998, MEMA reviewed 
the report of the one subrecipient who was required to file, in order 
to determine whether there were any noncompliance issues. 

. • MEMA has modified its disaster relief assistance agreement in 
order to comply with a federal requirement that subrecipients cer
tify that they are not suspended or debarred from receiving federal 
awards. 
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The following are among planned and ongoing initiatives relative 
to various state agencies and programs. 

• The OSA is reviewing and assessing the system of internal controls 
that the Massachusetts Highway Department and the Massachu
setts Turnpike Authority have established for estimating, monitor
ing, and controlling project costs in order to identify system weak
nesses and opportunities for savings; cost avoidance; and adherence 
to timing, scheduling, and performance requirements . This audit 
will result in a series of reports, nine of which were issued as of 
June 30, 1999. 

• The OSA is continuing its review of expenditures under Informa
tion Technology (IT) Bond Authorizations , which provide capital 
outlays for the acquisition and upgrade of major information tech
nology systems. This audit will result in a series of reports, one of 
which, a review of four projects funded under IT Bond Bill I, has 
been issued. 

• The OSA is conducting transitional audits of the abolition of Hamp
shire, Hampden, Worcester, and Essex County governments and 
the transfer of their assets, liabilities, and critical functions to the 
Commonwealth of Massachusetts. These audits will review compli
ance with county government abolition legislation and will include 
an examination of controls over cash, fixed assets, personnel, pay
rolls , liabilities, retirement, employee benefits, and other areas 
identified during the course of the audit. 



Single Audit 
of the 
Commonwealth 

Other Audits 

• During fiscal year 2000, the OSA will once again be a partner in 
performing the "Single Audit of the Commonwealth," a comprehen
sive annual audit of the Commonwealth as a whole that encom
passes the accounts and activities of all state agencies. This audit 
satisfies the federal and state requirements to audit the Common
wealth of Massachusetts' financial operations consisting of its ac
counts , programs, activities, funds , and functions, as well as speci
fied compliance issues. 

As a partner in the "Single Audit," the OSA will also provide staff 
resources for the audit of federal programs to determine whether 
the state is in compliance with applicable federal laws, rules, and 
regulations. The OSA will conduct audit procedures that are 
needed to render an opinion on the Commonwealth's Comprehen
sive Annual Financial Report. 

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 require
ments. In addition, the OSA will continue to assist housing au
thorities and other entities in meeting their responsibilities under 
the Federal Single Audit Act. 

In addition to the reports listed in the Appendix on page 94, the 
following reports are issued annually in compliance with our state 
and federal laws and regulations: 

• Statutory Basis Financial Report 

• Comprehensive Annual Financial Report 

• Report on Compliance and Internal Control in Accordance 
with Government Auditing Standards 

• Report on the Requirements of OMB Circular A-133 

• Report on the Schedule of Expenditures of Federal Awards 

63, 



# • 

Information Technology Audits 

64 

Information· 
Technology Audits 

During the report period, the ~SA's Infor
mation Technology (IT) Audit Division issued 
seven audit reports and eleven management 
letters detailing strengths and weaknesses of 
internal controls within IT-related and cer
tain financial-related areas. In addition, be
cause of the changing data processing envi
ronment throughout the Commonwealth, the 
IT Audit Division has continued to update sur
vey information pertaining to IT-related op
erations. Results from this survey allow the 
Division to schedule audit engagements based 
upon levels of risk to agency data centers or 
automated systems. 

Information technology auditing is the pro
cess of collecting and evaluating evidence to 
determine whether a computer system ad
equately safeguards assets, maintains data 
and system integrity, achieves organizational 
goals effectively, and consumes resources effi
ciently. IT audits provide an independent, 
objective appraisal of the adequacy of internal 
controls over and within information systems. 
Information systems auditing also includes 
providing .technical support to financial and 
performance auditors in evaluating IT-related 
or Information Systems-related controls and 
retrieving selected information from auto
mated systems. Internal control examina
tions are conducted of general and application 
controls. 



Audit Results 

Disaster 
Recovery and 
Business 
Continuity 
Planning 

Information Technology Audits 

The primary audit responsibility of the IT Audit Division is to 
conduct internal control examinations of the Commonwealth's auto
mated 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 can be 
performed in an accurate , complete , and timely manner. This Divi
sion also examines financial-related controls, which are generall: 
reported in integrated IT and financial audits. Findings recorded 
during this report period disclosed issues in a number of areas, includ
ing disaster recovery and business continuity planning, backup stor
age of computer media , organization and management of IT opera
tions, logical system access security, year 2000 planning and readi
ness, and accounting and inventory controls . 

The overall objective of disaster recovery and business continuity 
planning is to ensure that computer operations that are critical or 
important can be promptly restored in the event of significant disrup
tions or loss of processing capabilities. Other contingency planning 
objectives are to safeguard data, programmed software, and critical 
documentation; to ensure employee safety; to minimize security expo
sures and system damage; and to reduce the time required to recover 
from system disruptions or failure . 

• The Alcoholic Beverages Control Commission (ABCC) had partially 
implemented procedures for business continuity to be used in the 
event of significant disruptions of automated processing capabili
ties. However, ABCC still needed to develop a written plan for 
continued operations and eventual system recovery. The OSA 

. recommended that ABCC administrators document all required 
operational procedures performed manually to ensure continued 
operation of all mission-critical and essential functions , especially 
in the event of an extended loss of automated operations. The audit 
also recommended that off-site storage be provided for Local Area 
Network-based media on at least a weekly basis . 

• Cape Cod Community College did not have a documented disaster 
recovery plan, nor had disaster recovery tests been conducted. In 
the absence of a written plan based on the results of a risk analysis 
and criticality assessment, as well as the testing of recovery strate
gies, the College could be seriously hindered in safeguarding data 
files and regaining essential information technology processing 
functions after a disaster. 

65 

I 

I 



. . 

Information Technology Audits 

Disaster 
Recovery and 
Business 
Continuity 
Planning 
(continued) 

66 

• The Massachusetts Commission Against Discrimination (MCAD), 
while adequately providing for on-site and off-site storage of com
puter-related media, still needed to improve certain controls re
garding business continuity planning. Although MCAD had devel
oped informal procedures to address recovery of its mission-critical 
system for managing and tracking discrimination claims, its man
agers needed to perform . a risk analysis and then develop and 
implement a formal business continuity plan. 

• The Massachusetts Development Finance Agency, while having 
some basic disaster recovery plans, needed a more comprehensive 
business continuity strategy to ensure timely resumption of mis
sion-critical processing should automated systems be rendered in
operable. The OSA recommended that officials identify and priori
tize critical automated functions , evaluate business and disaster 
recovery requirements, and develop appropriate policies, plans, and 
procedures to protect the Agency from the loss of critical informa
tion systems. 

• Quincy Mental Health Center did not have a formal, tested busi
ness continuity plan for restoring computer functions in the event 
of a long-term loss of automated systems. The OSA recommended 

. that the Center, in conjunction with appropriate Department of 
Mental Health offices, first perform a risk analysis and then de
velop appropriate policies, plans, and procedures for alternate-site 
processing and restoration of critical business functions. 

• The Office of Child Care Services had made substantial progress in 
planning for disaster recovery and business continuity, but had not 
tested its recovery plan to confirm its viability. The OSA recom
mended that procedures be tested, then periodically reviewed and 
updated to reflect changes in operations, personnel, or information 
technology . 

• Worcester District Court had not implemented or tested a formal 
business continuity plan for the timely restoration of critical and 
important business functions should its automated systems be ren
dered inoperable. 



Inventory 
Controls: 
Software 

Information Technology Audits 

Sound management practices and generally accepted industry 
standards for data processing installations advocate that a perpetual 
inventory record be maintained for all software and that sufficient 
policies and procedures be in effect to ensure the integrity of an 
inventory record. In addition, the software inventory record and 
periodic tests should be used to help prevent unnecessary software 
expenditures, unauthorized installation of software, software copy
right infringements, and loss or theft of software products. Finally, 
prevention of the unauthorized use of software decreases the risk of 
importing viruses, helps to ensure the integrity of data files, and 
protects agencies and individuals from the risk of legal action for 
copyright infringement. 

• The Massachusetts Commission Against Discrimination (MCAD) 
needed to strengthen internal control practices and procedures to 
safeguard and ensure proper authorization of software packages 
installed on its computer systems. Although MCAD officials under
stood the need for controls over software installation, they had not 
yet developed a list of software packages authorized for use nor had 
they reviewed the inventory of software on their automated sys
tems. As a result, MCAD could not be assured that only authorized 
and legal copies of software were installed on its computers. In fact, 
the ~SA's limited testing disclosed the presence of unauthorized 
and unlicensed copies of certain software packages. 
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Effective controls need to be in place over the general operation 
and management of IT facilities and projects related to automation of 
business functions. The organizational structure must provide a 
framework which helps ensure that the acquisition of resources is 
planned, that resources are used in the most beneficial way, that 
assets are safeguarded, that information is timely and reliable, and 
that compliance with applicable laws and regulations is ensured . 

• The Massachusetts Development Finance Agency did not have 
written policies and procedures in place to adequately address IT 
functions. Such documented policies and procedures would cover 
information technology strategic planning, development of strate
gic and tactical plans, business continuity planning, risk assess
ment and management, system development and modification, in
stallation and testing standards, physical and logical system access 
security, quality assurance, budgeting and cost allocation, training, 
problem resolution, data management, and monitoring and report
ing. The OSA recommended that Agency administrators develop 
documented IT-related policies and also consider hiring additional 
MIS staff as part of their overall strategy to improve IT-related 
controls . 

• Worcester District Court did not adequately document internal 
control procedures for several important IT -related activities, in
cluding on-site and off-site storage, logical system access security, 
and software inventory. Inadequate documentation of significant 
control procedures could result in implementation delays and risk 
exposures, as well as in an inability to efficiently review the nature 
and extent of operative controls. 
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Year 2000 
Planning and 
Readiness 

Information Technology Audits 

The year 2000 issue stems from a problem contained in most 
business application systems, operating systems software, and system 
utilities. Typically, the software program uses only two digits to 
specify the year in the date field . Consequently, when a system first 
encounters a year 2000 or later date, it will be unable to recognize the 
change in century and will assume that the year is 1900. The year 
2000 problem also exists in some computer hardware and potentially 
exists in equipment with embedded technology, such as security sys
tems, alarms, elevators, and heating and air conditioning systems. 
Agencies should all be addressing this potentially critical problem . 

• The Massachusetts Development Finance Agency had not prepared 
a comprehensive impact assessment report to formulate year 2000 
strategy and to support requests for resources to modify or replace 
systems that are not year 2000 compliant. As a result, a detailed 
remediation strategy had not been formulated for all IT resources. 

*For additional year 2000-related audit work, see the Special 
Audit Section, which follows. 

69 



. . . 

Information Technology Audits 

Special Audit Section: Year 2000 Compliance 

70 

The IT Audit Division completed ten management letters that 
focused on the efforts of selected state entities to address the year 
2000 computer date issue. These reviews were conducted as part of 
the OSA's ongoing work with the State's Information Technology 
Division. Year 2000 readiness, planning, and remedial action were 
assessed. A summary of general results follows. 

• All ten entities had taken some positive steps regarding year 2000 
readiness. Specifically, every entity had performed an inventory of 
IT systems, including supporting hardware and software. Most had 
also identified mission-critical systems and essential automated 
systems and had tested, or were testing, them for compliance. 
When appropriate, the entities reviewed had also contacted vendors 
regarding year 2000 compliance. Finally, many of the entities 
documented an understanding of business continuity and contin
gency planning, as well as testing requirements and procedures. 

• The entities, generally speaking, needed to increase the compre
. hensiveness of their year 2000 plans by directly addressing budget 
issues, by including test plans and target test dates, and by provid
ing a greater level of detail with regard to business continuity 
planning, especially in conjunction with vendors and other business 
partners. Other recurring issues included inadequate plans for 
independent verification and validation of remediation efforts and 
a lack of specificity regarding organizational assignments and the 
need for consultants. 

• The following are examples of recurring OSA recommendations in 
the management letters completed during this audit period. Enti
ties should: 

• Develop a more detailed year 2000 plan, including resources 
allocated, budget, testing, and business continuity and 
contingency plans. 

• Identify any needs for additional appropriations as soon as 
possible and track expenditures to help ensure the 
availability of funds for contingencies.' 

• Obtain written documentation regarding compliance status 
from vendors. 

• Provide an updated schedule for progress against testing 
goals . 



Information Technology Audits 

"Financial-Related Issues 

Accounting and 
Administrative 
Controls 

Controls over 
Property and 
Equipment 

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 internal control 
issues were noted. 

• The Massachusetts Development Finance Agency was relying too 
heavily on the work of an external audit firm for its internal control 
documentation and implementation. Ensuring adequate internal 
controls is a primary responsibility of management. Additionally, 
because work performed by internal auditors often determines the 
nature and extent of the external auditor's work and because exter
nal auditors evaluate the work of internal auditors , it is sound 
business practice to separate their duties. Agency officials agreed 
and indicated in writing that they were in the process of hiring an 
internal auditor. 

• Worcester District Court, while properly recording and accounting 
for cash bail, had $64,575 on hand that needed to be returned to 
payers or forwarded to the Office of the State Treasurer as un
claimed funds. The Court responded that its Clerk-Magistrate's 
Office lacked sufficient staff to review records in a timely manner 
or contact payers. However, subsequent to the audit, the Court 
initiated corrective action to resolve this matter. 

All state agencies and Authorities are required to keep complete 
inventories of fixed assets in order to ensure that their property is 
safeguarded and used for the purpose intended. The following reports 
identified areas where inventory controls needed improvement. 

• Cape Cod Community College had not conducted a physical inven
tory or updated its inventory records since 1994. In addition, new 
purchases were not being tagged with College identification num
bers as required. As a result, the College could not be assured that 
its assets were adequately protected against loss, theft, and misuse. 

• The Massachusetts Development Finance Agency did not have a 
complete , centrally controlled inventory list. Further, there was 
insufficient evidence that an annual physical inventory had been 
performed or that the inventory was being maintained on a per
petual basis. As a result, the Agency could not ensure that its fixed 
assets were adequately safeguarded' arid, in fact, certain listed 
items could not be found. 
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A review of prior audit results is an important component of OSA 
audits. This follow-up review helps to monitor and recognize agency 
compliance with OSA recommendations. The following entities have 
taken corrective action based on OSA recommendations. 

• ABCC, in conjunction with the Office of Consumer Affairs and 
Business Regulation, has improved payroll controls by establishing 
a weekly review and verification of sick, vacation, and personal 
leave balances. 

• ABCC has improved software inventory controls by developing a 
microcomputer-based software inventory system and updating in
ventory records to note the location of associated software. In 
addition, ABCC issued a policy to all staff stating that only autho
rized software will be acceptable on the computer systems and that 
the systems will be reviewed periodically by the Executive 
Secretary's Office to assure compliance with the policy. 

• The College has resolved issues regarding off-site storage of backup 
media by ensuring that backup and archival tapes are stored in a 
fire-proof cabinet in a secure off-site storage area. In addition, 
backup copies of important microcomputer-based applications are 
now part of the Local Area Network backup procedures and are 
included in daily backups, which are also stored off premises. 

• The Department has strengthened controls over its fixed assets by 
developing a detailed master inventory list, by maintaining per
petual inventory records , and by periodically confirming the per
petual inventory records. 

• The Department has developed adequate procedures for assuring 
that signatures on consultant contracts are authorized. Consultant 
contracts examined in this audit period all contained appropriate 
signatures. 

• The Department has implemented adequate physical security and 
environmental protection controls for its automated systems. Spe
cifically, file servers have been relocated to a new custom-designed 
cabinet and consumption of food and drink in ,areas housing com
puter equipment has been prohibited. 
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Initiatives 

Statewide Year 
2000 Assessment 

Control 
Objectives for 
Information and 
Related 
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(COBIT) 

Information Technology Audits 

The following are ongoing initiatives of the IT Audit Division. 

• The IT Audit Division, which has completed two surveys on the 
status of the Commonwealth's preparedness for addressing the year 
2000 computer date issue, is continuing its review and assessment 
work. The Division is also continuing to assist the state's Informa
tion Technology Division in focusing the efforts and resources at 
key agencies on business viability and contingency planning as 
they relate to year 2000 date issues . 

• The IT Audit Division is continuing the process of implementing 
COBIT standards for IT audit. These standards, developed by the 
Information System Audit and Control Foundation and aimed at 
strengthening IT controls and monitoring activities, are being in
corporated into OSA audit work programs and questionnaires. 
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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 the District Attorney's Offices. 
In addition, the OSA responds to specific re
quests to assess the control environment at 
agencies where thefts or shortages have oc
curred, and to confirm the amount of funds 
missing. Enforcement activities during this 
report period are detailed below. 



Enforcement Assurance 

Review Results 

The Center for 
Health and Human 
Services, Inc. 

• The OSA referred to the Office of the Attorney General and to other 
state and federal oversight agencies its findings relative to ques
tionable, improper, and unallowable expenditures charged by the 
Center for Health and Human Services, Inc., against state con
tracts. The OSA also reported that the entity placed restrictions on 
access to records that the State Auditor was legally entitled to 
review. The audit detailed, along with the failure to report 
$744,572 in program revenue , inadequate documentation of 
$189,270 in program costs; the apparent alteration of names and 
client numbers on some billings; unallowable vehicle lease ex
penses totaling at least $36,558; and charges for nonreimbursable 
expenses such as interest payments and legal costs associated with 
a federal investigation. 

The OSA recommended that the Center for Health and Human 
Services, Inc., repay the Commonwealth for well over $200,000 in 
improper billings and reimbursements. In addition, law enforce
ment and other regulatory authorities may find additional issues 
and restitution due . At the close of the audit period, a federal 
investigation of the entity was ongoing. 
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New England 
Residential 
Services, Inc. 
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• The OSA initiated its audit of New England Residential Services, 
Inc. , as a result of issues revealed in two prior audit reports (No. 88-
6009-9 and No. 95-6010-9) of affiliated human service providers. 
The prior reports identified $3 million offraud, and resulted in both 
criminal penalties and restitution. The audit of New England Resi
dential Services, Inc. , disclosed that its two founders concealed 
related-party transactions and resulting profits by creating inter
mediary conduit companies, which these individuals owned and 
controlled, to inflate cost"reimbursements from various state fund
ing agencies . Because the two founders controlled all aspects of 
financial transactions involving the conduit companies, they were 
able to charge improper expenditures totaling over $1.5 million to 
the states of Massachusetts, Rhode Island, and Connecticut. In 
addition, the entity billed and was reimbursed for more than 
$90,000 in inappropriate and unallowable motor vehicle expenses. 
Finally, New England Residential Services, Inc., purchased a con
dominium which represented a misuse of state funds in that it did 
not benefit clients, then sold it at" a loss, representing a further 
misuse of $20, 168 in entity surplus revenues. 

The problems identified in this audit were due, in large part, to the 
fact that key entity officials also served on its Board of Directors. 
The ability of such a board to independently and effectively govern 
the activities of an agency is questionable and, in the case of New 
England Residential Services, Inc., contributed to conditions under 
which entity officials committed and concealed illegal acts. In 
order to address this problem, the OSA recommended that state 
regulations be amended to require that contracted service providers 
doing business with the Commonwealth establish and maintain 
totally independent Boards of Directors. Additionally, the Depart
ment of Operational Services should consider amending its report
ing procedures to require disclosure of affiliates in other states. 
Failure to maintain an independent board or make proper disclo
sures should be grounds for debarment. 

On August 7, 1998 the Vice-President of New England Residential 
Services, Inc. , was charged in U.S. District Court with two counts of 
mail fraud. As of the conclusion of the audit period, these charges 
were pending. In addition, the President of the entity entered into 
a civil restitution settlement under which he was debarred from 
contracting with the Commonwealth of Massachusetts and agreed 
to repay $100,000 to its Department of Mental Retardation. 
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The Office of the 
State Treasurer 

Enforcement Assurance 

• The OSA's interim transition audit report on the Office of the State 
Treasurer, which disclosed certain questionable activities relating 
to the Office's Unclaimed Check Fund, has resulted in a criminal 
investigation by the Attorney General's Office. 

The Office of the State Treasurer had serious deficiencies in man
agement of its various in-house checking account functions . Spe
cific control weaknesses within its Unclaimed Check Fund allowed 
the Office, without any verification of document validity, to issue 
checks to private heir finders and certain other private citizens. In 
addition, the clear time lines for moving funds from the Unclaimed 
Check Fund to the Abandoned Property Fund were not strictly 
adhered to, and problems were disclosed relative to documentation 
and information supporting balances within the Unclaimed Check 
Fund and within funds that were transferred. For example, no 
transfers were made from the Unclaimed Check Fund to the Aban
doned Property Fund from 1988 to 1995 and from 1995 until June 
1998. When the transfers were finally made, information regard
ing the identity of the rightful payees was so insufficient and 
incorrect that the Abandoned Property Division was unable to 
ascertain the validity of any claims from the Abandoned Property 
Fund that originated in the Unclaimed Check Fund. Unnecessary 
delays in transfers of funds in and out of the Unclaimed Check 
Fund and errors in the transfer of supporting information increase 
the likelihood that intended payees will never receive their rightful 
payment and that individuals who are not proper payees may 
wrongfully access these funds . 

The Attorney General's investigation was ongoing as of the close of 
the audit period. 
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Court 

78 

. . . 

• The OSA, upon receiving a "Report on Unaccounted for Variances, 
Losses , Shortages or Thefts of Funds or Property" pursuant to 
Chapter 647 of the Acts of 1989 from the Administrative Office of 
the Trial Court, initiated, in conjunction with the Norfolk County 
District Attorney's Office, an examination of internal controls at 
the Probation Department of Quincy District Court. 

The OSA audit determined that during a four-year period $99,159 
in probation fees due the Commonwealth was diverted to a private 
corporation under the control of the Chief Probation Officer and the 
First Assistant Chief Probation Officer . The diverted funds con
sisted of drug-testing fees collected by probation officers and turned 
over to the Chief Probation Officer or his First Assistant. The OSA 
investigation did not uncover any evidence that other District 
Court personnel were aware that the funds , instead of being depos
ited with the State Treasurer, as required, were inappropriately 
diverted to a private corporation identified as Citizens for Better 
Community Courts, Inc. The District Attorney's investigation was 
still ongoing at the close of the audit period. 



• 

Tapestry Health 
Systems, Inc. 

Enforcement Assurance 

• The OSA audit of Tapestry Health Systems, Inc., identified over 
$2.1 million of questionable , inappropriate , unnecessary, and un
reasonable costs. Among areas where inadequate internal controls 
resulted in serious accounting and management deficiencies were 
payroll and fringe benefits costs, consultant costs, and charges for 
expenditures that were non-program-related and therefore unal
lowable. In addition , during the audit process, Tapestry officials 
tried, in various ways, to limit audit testing and scope. Because of 
the seriousness of the problems identified and the scope limitations 
imposed, the OSA referred this report to the Office of the Attorney 
General, as well as to other appropriate investigatory, oversight, 
funding, and regulatory agencies for further action and resolution. 
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Division of 
Local Mandates 

The Division of Local Mandates (DLM) 
was established by Proposition 2 ~ to deter
mine the financial impact on cities and towns 
of proposed or existing state laws and regula
tions. Section 27C of Chapter 29 of the Gen
eral Laws 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 Commonwealth. Any pro
tected party aggrieved by such a law or regu
lation may petition Superior Court to be ex
empted from compliance until the necessary 
state funding is provided. DLM's determina
tion of the cost imposed may be offered as 
prima facie evidence of the state funding nec
essary to sustain the mandate. 



Division of Local Mandates 

DLM maintains a Legislative Review Pro
gram to analyze pending legislation on man
date-related issues. To ensure that the local 
cost impact of legislation is considered by the 
General Court, DLM reviews thousands of 
bills, prepares preliminary cost studies, and 
contacts members of the Legislature to make 
them aware ofthe Auditor's concerns. In ad
dition, DLM responds to requests from indi
vidual legislators , legislative committees, 
municipalities, and governmental associa
tions. 

Chapter 126 of the Acts of 1984 expanded 
DLM's powers of review by authorizing DLM 
to examine any state law or regulation that 
has a significant local cost impact, regardless 
of whether it satisfies the more technical 
standards for a mandate determination. This 
statute is codified as section 6B of Chapter 11 
of the General Laws. Chapter 126 reviews 
inciude cost-benefit analyses and recommen
dations to the General Court. 

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

The following highlights samples of this 
work during the reporting period. 
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Legislative Studies and Mandate Determinations 

School Bus 
Monitors 

82 

At the request of Representative Paul Caron, DLM prepared a 
municipal cost impact estimate of proposed legislation that would 
mandate monitors on all school buses. These monitors would be 
personnel hired to supervise student transportation, rather than video 
monitors . We based our study on Rhode Island's experience with a 
similar law passed in 1986 (See Rhode Island; Title 16 Section 16-21-
1) . We found that bus monitor programs in Rhode Island cost $73 per 
pupil in fiscal year 1998. Based on Massachusetts enrollment and 
Rhode Island's per pupil cost, it would cost $33.5 million to provide 
monitors on buses transporting students attending public school regu
lar education day programs. The cost for all students transported by 
both public and private schools would be $45.5 million. 



Early 
Intervention Plans 

Division of Local Mandates 

Eleven municipalities asked DLM for a ruling as to whether the 
Local Mandate Law applies to the costs of implementing Early 
Intervention Plans (EIP) for injured employees as required by Chap
ter 252 of the Acts of 1998. The goal of the EIP law is to limit public 
contributory retirement systems' liability for disability benefits by 
ensuring the continued employment of injured members through 
medical and vocational rehabilitation, reasonable accommodation of 
injured workers, and a safer workplace. The emphasis on returning 
injured employees to the job is intended to produce cost savings for 
public employers by reducing the number of disability pensions and 
the staffing costs associated with replacing injured employees. 

To achieve this goal, Chapter 252 requires municipal (and other 
public sector) employers to assume responsibility lor all costs associ
ated with assessment and subsequent rehabilitation plans. The 
eleven petitioning cities and towns anticipated significant imple
mentation costs and, therefore, petitioned DLM for an opinion as to 
whether the state must assume municipal costs as provided by G. L. 
c. 29, s . 27C. Implementation costs include compensation ofphysi
cians, rehabilitation specialists, and other EIP Team members, as 
well as legal and administration expenses. 

In his response, Auditor DeNucci informed the petitioners that, 
based on past court decisions, DLM believes that the courts would 
rule that Chapter 252 is not an unfunded mandate within the 
meaning of G. L. c. 29, s . 27C. However, regardless of whether 
funding is required under the Local Mandate Law, it was recom
mended that the General Court address Chapter 252 implementa
tion and budgetary issues at both the state and local levels. Specifi
cally, the Auditor recommends that the following areas should be 
reviewed: 

• Designation of a state agency, such as the administration's Hu
man Resources Division, to assist with and oversee Chapter 252 
implementation at the state and local levels. 

Chapter 252 does not designate an agency to replace the regula
tory and technical assistance functions that were to be provided 
by the Public Employee Retirement Administration Commission 
under Chapter 306 of the Acts of 1996. As a result of this lack of 
oversight, state agencies that DLM consulted in January 1999 
were not aware of the Early Intervention Plan statute that took 
effect on November 5, 1998. 
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Early 
Intervention Plans 
(continued) 
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• Resolution of an apparent conflict between Chapter 252 and G. L. c. 
41, s. ll1F. 

Under the current law, an Early Intervention Team determines the 
injured employee's ability to perform the essential duties of the 
prior position. For public safety officers granted leave with pay 
under G. L. c. 41 , s . ll1F, the employer's physician makes this 
determination. Therefore , for police and fire employees, it is not 
clear whether the c. 41 physician or the Chapter 252 team of five 
makes the determination. 

• Application for disability retirement should be contingent upon a 
sign-off by the employer or Early Intervention Team chairman. 

The requirements for an application for disability retirement 
should be changed to include a certification from the employer or 
EIP chairman as to whether the applicant has been subject to the 
Chapter 252 review process and, if so, whether the employee coop
erated with the EIP team recommendation. 

• The Legislature should consider authorizing the state's lead imple
mentation agency to make medical and rehabilitation specialists 
available to Early Intervention Teams of all public employers. 

Medical and rehabilitation personnel compensation is a major cost 
impact anticipated by most municipalities . Consequently, the 
Commonwealth should enter into contracts with medical and reha
bilitation specialists, and provide all public employers with a list of 
pre-approved medical personnel to be available for ElP teams. The 
state would be responsible for providing compensation to personnel 
selected from this list to participate in an EIP. Compensation 
should include a reasonable per-case maximum. 

Early Intervention is intended to get injured workers back to work 
as soon as possible, and to assure that disability pensions are 
approved only if essential duties cannot be performed after comple
tion of a rehabilitation plan. As such, the law should provide cost 
savings to retirement systems and public employers. However, cost 
savings will not be realized until the systems are in place, and after 
an· investment is made in time and money. Our review of this issue 
reveals that cities and towns need financial and other assistance if 
this important law is to be smoothly implemented. 

DLM continues to follow up on this issue with the Committee on 
Public Service. 
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Pension Costs -
County 
Dissolution 

Division of Local Mandates 

The Town of Sudbury and the Southwick Tolland Regional School 
Committee asked for an opinion as to whether the Local Mandate Law 
applies to certain increased costs incurred as a result of a state law 
abolishing Middlesex and Hampden Counties, Chapter 48 of the Acts 
of 1997, the Abolition Act, as amended by Chapter 300 of the Acts of 
1998. Specifically, counties that have been abolished and former 
county employees will no longer contribute to the support of the 
regional retirement system serving the governmental units that re
main in the county retirement system. As a result, the remaining 
governmental units must bear a greater proportion of the cost ofthe 
regional employee retirement program than before abolition .. DLM 
determined that even though these increases are significant in many 
cases, they are not a direct result of the Abolition Act. Rather, they 
are a function of the cost apportionment provisions established by G. 
L. c. 32, a local option law governing public retirement systems and 
pensions. For this reason, DLM concluded that the Local Mandate 
Law does not apply in this case. 

Cities, towns, regional school districts, and others are bound by 
state law governing public retirement systems because they voted to 
accept relevant portions of G. L. c. 32. In so doing, they voluntarily 
agreed to the apportionment schedule that allocates the cost of a 
regional retirement system among the members on a percentage of 
aggregate payroll basis. In a related case, the Supreme Judicial Court 
held that the state did not "impose" costs through amendments 
affecting a law that was locally accepted, even though in cases such as 
G. L. c. 32, local acceptance of the law at issue cannot be rescinded. 
See City of Cambridge v. Attorney General, 410 Mass. 165 (1991). 
Based upon this precedent, DLM concluded that G. L. c. 29, s. 27C 
does not apply to the increases in payments to the regional retirement 
system. 

DLM informed the petitioners of legislative interest in the local 
financial impact of statutes abolishing counties. For example, the 
State Senate approved Senate No. 1818, which would provide that the 
state assume full responsibility for all pension liability for retired 
county employees and former county employees transferred to the 
state. While this bill would not change the allocation schedule for the 
support of a regional retirement system, it would provide significant 
financial relief to member governmental units. 
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Office of the State 
A'uditor Legislative 
Agenda 

This section contains a summary of initia
tives developed and filed by the OSA for the 
1999/2000 legislative sessions. OSA bills ei
ther directly affect the OSA or address signifi
cant audit results and therefore complement 
audit recommendations by suggesting sys
temic improvements. 



House 3 

Legis/ative Agenda 

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

This bill would clarify language in the enabling statute of the 
OSA, which is meant to guarantee the State Auditor access to all 
records and documents pertinent to an ongoing audit. Under this 
legislation, the OSA would be authorized tQ issue a subpoena for the 
production of records to an auditee who refused repeated oral and 
written requests to make these materials available for review . This 
limited subpoena authority, which has already been granted to the 
House and Senate Post Audit Committees, the Inspector General's 
Office, and the Bureau of Accounts, is a valuable discretionary tool 
for improving the effectiveness and timeliness of the audit process. 

House 3 received a favorable report from the Committee on State 
Administration and is currently pending before the House for further 
consideration. 
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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 protection and created confu
sion. Consistent with the original intent of the law, House 4 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 reimbursement of legal costs incurred by a mu
nicipality in a successful mandate challenge and authorize courts to 
grant an interim exemption from compliance. This bill would update 
the Local Mandate Law and establish a more useful standard for 
responding to local mandate issues. 

House 4 received a favorable report from the Committee on State 
Administration and is currently pending before the House Committee 
on Ways and Means. 



House 5 

Legis/ative Agenda 

An Act Providing for Uniform Administrative Standards in the 
Audit of Federal Aid Funds Received by State Agencies 

This legislation would provide for uniform standards and overall 
coordination in the audit of federal aid funds . Under this bill, the 
OSA would receive notice from state agencies of federal aid funds to be 
audited, would assist agencies in setting the scope and standards for 
various kinds of audits, and would receive such audits when com
plet"ed 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 duplica
tion and expenses are reduced. 

House 5 received a favorable report from the Committee on State 
Administration and is currently pending before the House Committee 
on Ways and Means. 
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An Act Authorizing the State Auditor to Audit the General 
Court 

This bill would authorize the OSA to audit legislative accounts as 
part of its statutory mandate. It is unclear under existing statutory 
authority whether the OSA can audit the Legislature's books. Enact
ment of House 6 would clarify this matter. 

House 6 was heard by the Committee on State Administration and 
accompanied a study order; House 4698. 



House 7 

Legis/ative Agenda 

An Act Providing for Review of Agency Fiscal Effect 
Statements by the State Auditor 

This bill would amend Sections 2 and 3 of Chapter 30A, MGLs, by 
adding the State Auditor's Division of Local Mandates (DLM) to the 
listing of agencies to be notified of an upcoming hearing for any 
proposed regulation that may result in increased expenditures by a 
city, town, regional school district, or educational collaborative. It 
would also provide that the fiscal effect statement currently required 
by Section 5 of Chapter 30A related to the impact of proposed regula
tory changes on municipalities and educational entities be filed with 
DLM. Finally, the bill would require DLM to review these fiscal effect 
statements for adequacy and forward comments, if any, to the agency, 
the Secretary of State, and the Governor within 21 days. House 7 
would enhance the integrity of the fiscal effect process and ensure 
that the financial impact of proposed regulations on cities and towns 
is carefully considered within the current administrative process. 

House 7 received a favorable report from the Committee on State 
Administration and is currently pending before the House Committee 
on Ways and Means. 
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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 and the Department ofEdu
cation to annually evaluate the financial and 
academic qualifications, respectively, of ap
plicants for licensure or registration as pri
vate business , trade , or correspondence 
schools. Schools conducted by employers to 
train their employees, and schools or colleges, 
chartered or otherwise authorized by the 
Commonwealth, are exempt from the man
date of the statutes. These consumer protec
tion statutes were enacted to ensure that pri
vate occupational schools are both financially 
and academically qualified to operate in Mas
sachusetts. 

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 financial 
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 registra
tion must then secure tuition protection in 
the amount recommended by the OSA. 



h 

Private Occupational Schools 

Massachusetts statutes require the OSA to 
. annually determine each school's appropriate 
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 consumer protec
tion is intended to cover potential tuition re
funds to students resulting from fraud, decep
tive student recruitment practices, or a breach 
of contract by the school. 

At the close of fiscal year 1999, there were 
159 active private occupational schools finan
cially certified for Massachusetts licensure or 
registration. During the six months ended 
June 30, 1999, the OSA performed 87 finan
cial evaluations. Fourteen schools represented 
first-time applicants, 73 reviews covered re
newal applications , and 10 previously ap
proved schools were reclassified as inactive. 

Programs of study offered by private occu
pational schools include appliance repair, 
bartending, broadcasting, business adminis
tration, computer skills, commercial art, fash
ion design, floral design, holistic health care , 
home health aide/certified nurses' assistant 
training, HV AC/industrial technology, mas
sage therapy, modeling, photography, plumb
ing, secretarial skills, sign painting, tractor 
trailer training, travel agent training, and 
ultrasound technology. 
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Appendix 

Audit Reports 
Issued 



Education Audits 

AUDIT 

1. Bridgewater State College 

Federal Student Financial Assistance Programs 
2. Cape Cod Community College 
3. Cape Cod Community College 

Federal Student Financial Assistance Programs 
4. Northern Essex Community College 

Federal Student Financial Assistance Programs 
5. Quinsigamond Community College 

Federal Student Financial Assistance Programs 
6. Roxbury Community College 

Federal Student Financial Assistance Programs 
7. South Shore Charter School 
8. University of Massachusetts-Amherst Compliance 

with Admissions Standards ·and Remedial 

Education Enrollment Policies 

> 

Audit Reports Issued 

ISSUE 
DATE 

04115/99 

06/10/99 

04115/99 

04115/99 

02/11/99 

04123/99 

OS/26/99 

0412/99 

AUDIT 
NUMBER 

99-0210-2 

99-0193-4F 

99-0193-2 

99-0201-2 

99-0203-7 

99-0204-7 

98-4063-3 

99-0213-3 
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Audit Reports Issued 

Human Services Audits 

AUDIT 

I. Action for Boston Community Development. Inc . 

2. Center for Health and Human Services. Inc. 

3. Department of Mental Health-Controls Over 

Property & Equipment 

4. Herbert Lipton Community Mental 

Health Center, Inc. 

5. Justice Resource Institute Incorporated 

6. New England Residential Services, Inc. 

7. Office of Child Care Services 

8. Office of Child Care Services 

9. Project Triangle, Inc. 

10. Quincy Mental Health Center-Financial 

and Information Technology-Related Controls 

II. Seven Hills Foundation 

12. Springfield Action Commission, Inc. 

13. Tapestry Health Systems, Inc. 
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ISSUE 
DATE 

02/24199 

06/22/99 

06/30/99 

02/16/99 

04123/99 

02/25/99 

06/07/99 

04122/99 

03/26/99 

05/05/99 

02/25/99 

05/27/99 

06/30/99 

AUDIT 
NUMBER 

98-4388-3 

97-4338-3 

98-7056-4W 

97-4377-3 

98-4305-3 

95-6002-3 

99-0837-4F 

99-5009-2 

97-4378-3 

99-0265-4F 

98-4387-9 

98-4385-3 

98-4278-3 



Audit Reports Issued 

Independent and Housing Authority Audits 

AUDIT 

l. Andover Housing Authority 
2. Belchertown Housing Authority 

3. Blackstone Housing Authority 
4. Bourne Recreation Authority 

5. Cape Ann Transportation Authority 

6. Cape Cod Regional Transit Authority 
7. Cohasset Housing Authority 

8 . Franklin County Housing & 
Redevelopment Authority 

9. Georgetown Housing Authority 

10. Groveland Housing Authority 

11. Hamilton Housing Authority 

12. Hingham Housing Authority 

13. Hopedale Housing Authority 

14. Lee Housing Authority 

15. Leicester Housing Authority 

16. Lowell Regional Transit Authority 

17. Manchester Housing Authority 

18. Marblehead Housing Authority 

19. Massachusetts Turnpike Authority 

20. Middleton Housing Authority 

2l. Nahant Housing Authority 

22. North Attleborough Housing Authority 

23. Norton Housing Authority 

24. Norwell Housing Authority 

25. Salem Housing Authority 

26. Saugus Housing Authority 

27. Sharon Housing Authority 

28. South Hadley Housing Authority 

29. Southborough Housing Authority 

30. Southbridge Housing Authority 

3l. Southwick Housing Authority 

32. Stoneham Housing Authority 

33. Uxbridge Housing Authority 

34. Waltham Housing Authority 

35. West Bridgewater Housing Authority 

36. Westborough Housing Authority 

37. Woods Hole , Martha's Vineyard, and 

Nantucket Steamship Authority 

ISSUE 
DATE 

04121199 

02/24199 

04114199 

01/07/99 

06/22/99 

02/12/99 

02/11/99 

03/19/99 

02/12/99 

03/19/99 

04114199 

04123/99 

02/09/99 

01/13/99 

02/17/99 

04129/99 

01/08/99 

02124199 
01/28199 

01/13/99 

03/19/99 

02/11/99 

OS/25/99 
OS/26/99 

OS/25/99 

02111/99 

02/12199 

02102199 

02/09/99 

04121199 

01125/99 

01111199 
06/23/99 

03/29/99 

01108/99 

04121199 

02117/99 

AUDIT 
NUMBER 

99-0598-3 

99-0609-3 

99-0615-3 

98-0844-2 

99-0395-2 

99-1008-2 

99-0636-3 

99-0869-3 

99-0664-3 

99-0929-3 

99-0671-3 

98-0674-3 

99-0680-3 

99-0690-3 

99-0691-3 

99-0882-2 

99-0703-3 

98-0705-3 
97-0509-3 

99-0721-3 

99-0728-3 

99-0743-3 

99-0747-3 

99-0854-3 
99-0769-2 

99-0772-3 

99-0775-3 

98-0782-3 

99-0875-3 
99-0780-3 

99-0783-3 

99-0788-3 

99-0798-3 

99-0801-3 

99-0810-3 

99-0809-3 

98-0587-3 
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Other Audits 

AUDIT 

I. Agency Compliance with State Comptroller's 

Year-End Closing/Opening Instructions for Cash 

and Revenue Management - Fiscal Year 1998 

2. Agency Compliance with State Comptroller's 

Year-End Closing/Opening Instructions for 

Encumbrance and Advance Fund 

Management - Fiscal Year 1998 
3. Alcoholic Beverages Control Commission 

Information Technology 

& Financial-Related Controls 

4. Department of Correction - Division of 

Inmate Training and Education 
·5. Department of Environmental Protection 

6. Department of Fisheries, Wildlife 

& Environmental Law Enforcement 

7. Department of Telecommunications and Energy 

8. Division of Capital Asset Management-

Compliance with Chapter 457 of the Acts of 1995 

9. Low-Level Radioactive Waste 

Management Board 

10. Massachusetts Commission Against 

Discrimination - Information Technology 

& Financial-Related Controls 

II. Massachusetts Development Finance Agency 

Information Technology 

& Financial-Related Controls 

12. Massachusetts Emergency Management Agency 

13. Norfolk County District Attorney's Office 

14. Norfolk County Sheriffs Office 

15. Office of the State Comptroller 

16. Office of the State Treasurer & Receiver General 

Ii. Office of the State Treasurer & Receiver General 

Interim Transition Audit 

18. Quincy District Court-Probation Department 

19. Roxbury District Court 

20. Technical Assistance Provided to the 

Worcester County District Attorney's Office 

2I. Worcester District Court-Information 

Technology & Financial-Related Controls 

98 

ISSUE 
DATE 

01/12/99 

05/18/99 

06/15/99 

01/21199 

06/25/99 

03/17/99 

05/05/99 

06/23/99 

03/16/99 

06/16/99 

06/07/99 

06/11/99 

06130/99 

04116/99 

·06/30/99 

05/11/99 

03/09/99 
05/12199 

06/22199 

OS/25/99 

06/14199 

AUDIT 
NUMBER 

98-5002-2 

98-5003-2 

99-0011-4F 

99-0145-3 

97-0456-3 

98-0432-2 

99-0308-4M 

99-0025-3 

98-1055-3 

98-0045-4C 

98-0410-4C 

99-5008-2 

99-1258-2 

99-1355-2 

99-0028-2 

99-0085-6 

99-0085-2 

98-2023-2 

99-1136-2 

98-6001-9 

98-1178-4C 



Single Audits of State-Administered 
Federal and State Programs 

AUDIT 

1. Amherst Housing Authority 
2. Arlington Housing Authority 

3. Avon Housing Authority 

4. Barnstable Housing Authority 

5. Bourne Housing Authority 

6. Braintree Housing Authority 

7. Brockton Redevelopment Authority 
8 . Brookline Housing Authority 

9 . Burlington Housing Authority 

10. Chicopee Housing Authority 

11. Clinton Housing Authority 

12. Concord Housing Authority 

13. Dartmouth Housing Authority 
14. Easton Housing Authority 

15. Framingham Housing Authority 

16. Greenfield Housing Authority 

17. Hanson Housing Authority 

18. Hanson Housing Authority 

19. Haverhill Housing Authority 

20. Ipswich Housing Authority 

21. Leominster Housing Authority 

22. Mansfield Housing Authority 

23. Maynard Housing Authority 

24. New Bedford Housing Authority 

25. Newton Housing Authority 

26. North Reading Housing Authority 

27. Oxford Housing Authority 

28. Pembroke Housing Authority 

29. Pittsfield Housing Authority 

30. Quincy Housing Authority 

31. Revere Housing Authority 

32. Rockport Housing Authority 

33. Salem Housing Authority 

34. Saugus Housing Authority 

35. Scituate Housing Authority 

36. Springfield Housing Associates, Inc. 

37. Springfield Housing Authority 

38. Stoughton Housing Authority 

39. Taunton Housing Authority 

40. Wakefield Housing Authority 

Audit Reports Issued 

ISSUE 
DATE 

05/27/99 

06/11/99 

04120/99 

06/29/99 

03/05/99 

02125/99 

03/18/99 

03/31199 

02/09/99 

03/05/99 

03/30/99 

05/18/99 

02/25/99 

05/14199 

04120/99 

01112199 

01125/99 

01125/99 

04129/99 

01125/99 

01/12199 

06/23/99 

01/29/99 

03/18/99 

03/18199 

01/11/99 

05/14199 

02125/99 

03/25/99 

03/18199 

03/30/99 

04120/99 

06/11/99 

06/23/99 

01/25/99 

03/05/99 

03/05/99 

05/18/99 

01111/99 

02/25/99 

AUDIT 
NUMBER 

99-3017-8 

99-3037-8 

99-3031-8 

99-3042-8 

99-3016-8 

99-3043-8 

99-3022-8 

99-3033-8 

99-3013-8 

99-3041-8 

99-3045-8 

99-3057-8 

99-3024-8 

99-3049-8 

99-3029-8 

98-3036-8 

98-3033-1 

98-3034-1 

99-3053-8 

99-3009-8 

99-3006-8 

99-3044-8 

99-3018-8 

99-3019-8 

99-3030-8 

98-3013-1 

99-3059-8 

99-3007-8 

99-3023-8 

98-3008-8 

99-3020-8 

99-3046-8 

99-3036-8 

99-3060-8 

98-3068-1 

99-3014-1 

99-3005-8 

99-3008-8 

98-3060-8 

99-3021-8 

99 



Audit Reports Issued 

AUDIT 

41. Ware Housing Authority 
42. Warren Housing Authority 

43. Wayland Housing Authority 
44. West Springfield Housing Authority 
45. Winchendon Housing Authority 
46. Winchester Housing Authority 
47. Woburn Housing Authority 
48. Worcester Housing Authority 
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ISSUE 
DATE 

05/19/99 

01112/99 

06/29/99 

01112199 

06/29/99 

03/25/99 

04130/99 

06/29/99 

AUDIT 
NUMBER 

99-3066-8 

98-3017-8 

99-3061-8 

98-3078-8 

99-3038-8 

99-3010-8 

98-3014-8 

99-3012-8 



Audit Reports Issued 
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