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| am pleasad to present to you the Annual Report of the Office of Legidative Services, Office of the Sate Auditor for 1998.
In conformancewith our responsibilitiesto perform financial and compliancereviews, all state agenciesareaudited over a
five-year cycle. During 1998, we issued 44 reports, which identified $20.4 million in potential cost savings. If you or

membersof your staff would like additional information or apersonal briefing please contact me.

Our missonisto improvetheaccountability for public fundsand to improvethe operations of state government. Weserve
the public interest by providing membersof the L egislature and other policy-makerswith unbiased accurateinformation and
obyjective recommendations on how to best use public resources. Inadditionto fulfilling our audit mission, we havefocused
on maximizing the quality of our services and maintaining communication with the L egislature and the agencies that we
audit. We arecommitted to providing high-quality audit reports. Y ou may be assured that wewill continue our effortsto
improve state government accountability to the L egislaturethrough an effective and constructiveaudit process.

Richard L. Fair
State Auditor
February 17, 1999
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INTRODUCTION
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BACKGROUND

The Office of the State Auditor, within the legidative branch, was originally established in 1934,
pursuantto P.L. 1933, ¢.295. A number of statutory amendments dealing with the powersand duties
of the State Auditor have been enacted in the ensuing years.

Currently, the Office of the State Auditor is within the Office of Legidative Services under the
provisionsof theL egislative ServicesAct.

The State Auditor isaconstitutional officer, appointed by the Legislaturefor aterm of fiveyearsand
until his successor shdl be gppointed and qudified. On September 26, 1989, Mr. Richard L. Fair, CPA,
was appointed State Auditor Designate and was confirmed by ajoint session of the Legislature on
March 15, 1990.

The organization of the officewithinthelegislativebranch permitsthe State Auditor to beindependent
of theexecutive and judicid branchesof government. Thisindependenceiscritical intermsof meeting
professional standards and in providing fair and objective reviews and audits of governmental
operations.

Under the provisions of Article VII, Section 1, Paragraph 6 of the State Constitution and N.J.S.A.
52:24-1 et s2q1., the Office of the State Auditor isrequired to conduct post-auditsof all transactionsand
accounts kept by or for dl departments offices and agencies of the state government and to report to the
Legidature or to any committee thereof andto the Governor, and to the Executive Director of the Office
of Legislative Services, as provided or required by law, and to perform such other similar or related
dutiesasshall, from timeto time, berequired of him by law.

The State Auditor shdl persondly or by any of hisauthorized assistantsor by contract with independent
public accounting firms, examine and post-audit all accounts, reports and statements and make
independent verification of all assets, liabilities, revenuesand expendituresof thestate, itsdepartments,
institutions, boards, commissions, officers, and any and all other state agencies now in existence or
subsequently created.

In addition, at therequest of the L egislature or the L egislative Services Commission, the State Auditor
conductsstudieson the operation of state and state-supported agencieswith respect to their economy,
internal management control, and compliancewith applicablelawsand regulations.
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MI1SSION

The State Auditor isan officer of the Legidature, independent of the other branches of state government.
Through independent audits of records kept by or for any state agency, the auditor givesthe Legislature
assurancethat funds appropriated are properly spent, assets of the state are safeguarded, management
is complying with applicable laws and regulations, and the state's financia statements are fairly
presented. The auditor also performsrelated duties asrequired by law or requested by the L egislature.

GOALS
To enhance accountability of state agencies to the Legidature, providing assurance that funds
gppropriated are properly spent, assetsare safeguarded, and management iscomplying with applicable
laws and regul ations.

Toverify theassets, liabilities, revenues, and expendituresof the state.

Toassg public officidsin meeting their responsi bilitiesof maintai ning effective control s, safeguarding
resources, complying withlawsand regulations, and capturing and reporting reliable data.

To report to the governor any and all instances of unlawful acts exposed in the course of audits.

Toimprove Sate government operations by recommending changestoincreasetheeconomy, efficiency,
and effectivenessof government programs.

PROFESSIONAL STANDARDS

The Office of the State Auditor’ saudits are performed in accordance with Governmental Auditing
Sandards issued by the Comptroller General of the United States.
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TYPES OF AUDITS PERFORMED
Financial Audits

Financial audits, which include financial CAFR

statement and financial related audits, are TOTAL ASSETS AUDITED
desgned to providereasonabl eassurance about
whether thefinancial statements(or schedul es)
of an audited entity are fairly presented in
conformity with generally accepted accounting
principles. The primary annual financial audit
conducted by the office is the opinion on the
state’'s Comprehensive Annual Financial
Report (CAFR), which is issued by the
Department of the Treasury. The CAFR
engagement includes the audit of 183 funds,
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Asset Dollars Audited (In Billions)
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account groupsand component unitswhich had Years Audited
atotal asset value of $140 billion at June 30,
1998.

Audits of State Agencies

The objectives of thistype of audit areto determinewhether financial transactionswererelated to an
agency’ s programs, were reasonabl e and were recorded properly in the accounting systems. Where
gopropriate, these engagements may dso provideeconomy and efficiency comments. Each of the state’s
departments are audited on afive-year cycle. The larger departments are audited on a divisional,
agency or program basis rather than department wide because of their size and complexity. We
performed 34 of these auditsin 1998. These audits encompassed $15.6 billion and $9.3 billion of
expendituresand revenues, respectively.

Electronic Data Processing Audits

Theobjectivesof thistype of audit areto determine whether thefinancial datarelating to aparticular
computer system arereliable, valid, safeguarded and recorded properly. During 1998 we reported on
two departmental computer systemsand reviewed the state's Y ear 2000 compliant efforts.
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Statutory Audits, L egidative Requests and Special Audits

Certain legislation mandatesthat the State Auditor will audit aspecific program or fund on aperiodic
bass. TheLegidature may d 0 request the State Auditor to conduct an audit or the State Auditor may
decideto perform an audit of areasthat cross departmental linesor are of specific concern.

During calendar year 1998, the distribution of audit hoursused in performing these auditsis depicted
onthefollowing chart:

DISTRIBUTION OF AUDIT HOURS

Statutory and Special Audits (6.60%)
Electronic Data Processing Audits and Support (14.30%)

Financial Audits (12.50%)
Agency Audits (66.60%)
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HOW AND TO WHOM AUDIT REPORTS ARE ISSUED

Thefindings and recommendationsin our reportsare devel oped asaresult of anindependent objective
audit and are intended to provide constructive criticism and recommendations for improvement of
government operations. All reportsissued are discussed with agency officias prior to finalizing the
report. Modificationsto thedraft report are madeif warranted. Agency commentsto thefinal report
areincorporated in the document. Asaresult of improvinginternal processing and withthe cooperation
of the audited agencieswe have been ableto significantly reduce thetimerequired toissuereports. All
issued reports of the Office of the State Auditor are public documentsand since 1997 are availableon
the internet through the New Jersey Legidature'sHome Page. Reportsare statutorily required to be sent
to:

theGovernor;

the President of the Senate;

the Speaker of the General Assembly; and,

the Executive Director of the Office of Legidlative Services.
In addition, copiesof thereport areroutinely sent to:
. the management of the audited entity;
. thechairsof the Senateand General Assembly committees,
. the State Library; and,

. the World Wide Web at the New Jersey L egislature Home Page
(http://www.njleg.state.nj.us/) Officeof Legislative Services.
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ORGANIZATION

HUMAN RESOURCES

The Office of the State Auditor is one of seven unitswithin the Office of Legislative Services. The State
Auditor’s officeis comprised of 78 professionals and six support staff. All auditors must have a
bachel ors degree in accounting or arelated field and a minimum of 24 credit hours in accounting.
Forty-two staff members (63 percent of the professional staff) possess professional certifications or
advanced degrees.

The office provides aminimum of 40 continuing professional education creditsannually and diversified
work experience to enhance each individual's professional development. The audit staff attends
professional development programs encompassing a myrid of accounting and auditing topics. In
addition, staff members actively participated as officers, board members, and committee membersof
local, state, and national accounting and auditing organizations. The office also participatesin the
national peer review program under the auspicesof the National State Auditors Association.

AUDIT STAFF

Theaudit staff isthe primary operating group of the office. They plan, conduct and control the audit
engagements and prepare and edit the reports. The audit teamsreport the results of their work to the
auditee on anongoing basis and at the conclusion of the engagement by meansof awrittenreport. In
an effort to develop expertise, field managersareassigned specific departments. Thispracticeenhances
the qudity and efficiency of our audits. Thisalso ensuresall programs are audited within our five year
cycle. Thisgroup aso containsstaff which provides EDP support to other field staff.

TECHNICAL STAFF

Thetechnica g&ff isrespongblefor technica compliance and quality control, staff training and research
of technical issues. Quality assuranceis achieved through reviews of working papers and reportsto
ensure adherenceto professional standards. Thetechnical staff, through itsresearch of accounting and
auditing issues, aso responds to surveys, questionnaires and exposure drafts relating to proposed
accounting and auditing standards.

ADMINISTRATIVE STAFF
The administrative staff processes, files and distributes al reports. This group is responsible for

mai ntenance of audit working papers, purchasing and maintaining office supplies and other general
administrativefunctions.
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During calendar year 1998 the of fice made recommendati ons which would reduce state costs by more
than $20 million. Below we have highlighted three of the significant audits during the past year and
commencing on page 17 we have detailed significant findings from our reports. In addition to these
findingsit should be noted that our reports contain other findingsaddressing areasof noncompliancewith
lawsor regulations, weaknessesin internal controls, and economies and efficienciesto improve state
governments. A listing of all reportsissuedisprovided on pages47 to 50.

Department of Health and Senior Services
Division of Consumer Support, Medical
Services for the Aged Selected Programs

We have completed an audit of the Department of Health and Senior Services, Division of Consumer
Support, Medical Servicesfor the Aged, Selected Programs, for the period July 1, 1996 to October 31,
1998. The annud federal and state expendituresfor these programsare approximately $1.1 billionfor
30,000 Medicad digibleresidents. The scope of our audit waslimited to financial transactionsrel ated
tonursing facility care. Our scopedid not include residentsin home and community based programs.

New Jersey's current rate setting methodol ogy has been approved by thefederal government to bean
adequate way of reimbursing nursing facility costs. Wefound that paymentsfor nursing facility care
were reasonabl e, properly recorded and related to the department'’s programs. However, wefound that
therate setting sygem is not timely, does not ensure that the rates are accurate, and does not adequately
providefor the detection and recovery of fundsif overpaymentsare made.

Setting Rates for Nursing Facilities

The current per diem rate setting processisacomplicated, timeconsuming, and labor intensive process
which relieson asignificant amount of manual cal culationsduein large part to an outdated computer
information system. Desk audits of approximately 320 cost studies are performed annually. Dueto the
limited functionality of the current computer system, analysts are required to perform a significant
amount of manual work when performing the desk audits. Upon completion of the desk audit, revised
costs are entered into the computer system to begin the process of determining the per diem. Many of
the cost categories are affected by additional calculations. For example, routine patient care expenseis
based on minimum nursing required hours, but al so includes a 25 step cal culation for additional nursing
servicesrelatedtoacuities.

Once the per diem is determined, some facilities receive "Add-Ons" to their per diem rate such as
Therapy Add-onfor facilitieswho administer physical, speech or occupational therapy. Thisprocess
generdly startsin April and continues through October and requires a staff of approximately ten. A
review of the current rate cal cul ation system should be made to determine how it could be simplified or
improved.
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Level | Appeals

Asaof September 1998, there were 573 outstanding appeal swhich had been submitted by 193 different
fadilities. Individual appealshad up to 11 separate issues and had been onfilefor aslong asten years.
Some homes are waiting for eight or more appealsto beresolved. Theappealsinvolveissuessuch as
requests for incorporation of normally unallowabl ecosts, disagreementsonrecl assifications, allowance
for overdue appraisal, errors made by the Rate Setting Unit or disagreement with theinflation factor.

Audits of Reported Costs

To monitor the accuracy and propriety of theinformation reported on theannual cost reports, auditsare
performed by the state. Our review of the audit process noted the audits were for aperiod of only one
year and were of payment periods at |east three years prior. An averagetime span of 4.5 yearsoccurred
between the end of the period being audited and the date the report wasissued to the Rate Setting Unit.
A facility could be out of business or bankrupt before an audit is performed. We also noted that
approximately 250 of the 320 medicaid nursing facilitieswere not audited each year.

Wefurther noted that of the 341 auditsissued from fiscal years 1992 through 1998, only half have had
therates recal culated and been forwarded to the recovery unit. Each audit awaiting rate recalculation
could result in an averagerecovery of $60,000. Considering the potential cost recoveries, eliminating
the backlog should beapriority.

Monitoring of Claim Payments

Per diem rates established by DHSS and resident days reported by the nursing facilities are used to
cdculate themonthly payments. Resident daysareacritical element of the payment amount however,
therewas no policy to audit or investigate the claims for accuracy. During our testing, we noted that
information gppearing on claims submitted for payment may not be accurate and the errors may not be
detected. For example, an analysis of claims during fiscal years 1997 and 1998 found that nursing
facilitieshad submitted claimsfor services provided to 349 residents subsequent to their death. These
reimbursementsto 145 different facilities total ed $430,000 and represented billingsfor periodsfrom one
day to six months post mortem. We also noted that five of theeight nursing facilitiesvisited reported
patient acuitieson billing documentsthat could not be supported by nursing records. Wefurther noted
that four of five nursing facilitiesvisited had physical, occupational or speechtherapy servicesreported
ontheir billing documentswhich could not be supported by their nursing records.



AUDIT ACCOMPLISHMENTS AND RESULTS
i

Cost Recoveries

The Cog Recovery Unit has not been successful in recovering overpaymentsin atimely manner. The
145 current receivables have been open for an average of 5.5 years and some date back to 1986. Of the
original $15.9 million duefor thesereceivables, only $1.5 million or 9.3 percent has been collected
leaving the uncollected balance of $14.4 million. A factor contributing to the inability of the Cost
Recovery Unit to adequately recover overpayments were long delays before the overpayments were
determined and sent for recovery processing. Wereviewed 38 cases and found that from the end of an
audit period to the time the Cost Recovery Unit received acasefor collection averaged fiveyears. These
time delays impacted on the unit’'s ability to collect. For example, during a six year period
approximately $4.5 million in overpayments could not be recovered because nursing facilities had
changed ownership or goneout of business.

Medicare Co-Payment

Our review noted that the division reimbursed nursing facilitiesutilizingincorrect Medicare per diem
rates. The division did not have current Medicareratesfor all nursing facilities becauseit relied on
nursing facilitiesto inform them of the rate, rather than obtaining them directly from Medicare. Asa
result, the state has been overpaying nursing facilities for years. We identified overpayments of
$955,000 to 17 nursing facilities during 1996 and 1997. Upon being made aware of the problem, the
DHSS obtained the current effective rates directly from thethird party fiscal agentsfor Medicare and
updated the payment file.

Reassessment of Care Needs

Once residentsare classified asrequiring along- term placement, they are not periodically monitored
for changesin careneeds. Periodicaly reassessing all nursing facility residentswill ensurethat aresident
receivesthe gppropriate leve of careand is considered for alternatives such ashome or community based
programs. Both the resdent and the state could benefit. The resident could be moved to abetter quality
of lifesituation and a cost savings may berealized by the state.

Recommendations

We recommended that the current computer system be replaced with amodern Local AreaNetwork
systemwith client server based technology. A modern system would alow many of the current manual
cdaulationsto be done automatically and providethe agency’ sanalystswith on line accessto nursing
fadlitiesinformation. Such asystemwould reducethetime needed for the preaudit process, including
performing analytical reviews of cost reports. In addition, by providing on-lineaccessto current and
prior year cost reports and per diem rate calculationsfor each nursing facility, analysts could quickly
adjust cost reports and recaculate per diem rateswhen subsequent cost informationisreceived or audits
identify ineligibleor inaccuratecosts.

10
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We al so recommend that consideration be given to changing the current annual rate setting systemto
a multi-year rate system. Thiswould require that the actual detail rate calculation for each nursing
facility only be done periodically, for example on athree or four year interval and thefacility would be
given an annual adjustment to their rate based upon aspecific costindex. Thistype of systemisused
by anumber of other gates. One of the benefits of thisapproach would be areduction in thework load
for agency staff related to the annual calculation of rates. 1t would permit moretimeto address other
issues such as gpped sand rate recal cul ations, enabling them to be donein amoretimely manner. This
gpproach would aso reduce the audit eff ort needed to ensurethe accuracy of the cost reportsand claims,
gnce only the base year of each cost cycle would haveto be audited. In order to ensure the accuracy of
the system, the auditswould have to be done moretimely than the current approach.

Department of Human Services
Division of Family Development

Front End Investigative Units

Applicants for public assistance (Temporary Assistance to Needy Families, or TANF; Food Stamps;
Medicad) mugt vist thewelfare agency in the county inwhich they reside and compl ete an application
with the assstance of anincome maintenance (IM) worker. The county then performson-lineinquiries
and fidd visitsknown asfront-end investigations. The current procedures utilized by DFD andthe 21
county welfare agencies (counties) for the prevention and detection of benefit overpayments are
inefficient. Becauseit isquite difficult to recover benefit payments after they have been improperly
disbursed, thestate should encourage the countiesto place much greater emphasi s on the prevention of
paymentstoineligibleapplicants.

Thefront-end unitsthat we observed were understaffed and in need of additional resources. Five of the
seven counties that we visited maintained small front-end investigation unitswith staff from oneto four
investigators; the other two counties had no such unit. We found that 53 to 69 percent of the cases
referred to front-end investigati on units (for thethree countieswhich maintai ned such records) resulted
in reduced or denied benefit payments. Projected savings by these three counties alone amounted to
approximately $2 million per year. Expansion of these efforts to the other counties should result in
additional savings.

Asaresult of inadequatefront-end efforts, ineligible applicantsfor public assistance have been granted
benefits. The countiesmust then rely onthe overpayment collection process, which requiresnumerous
staff and does not result inthe collection of asignificant portion of the overpaid funds. Our review of
collection activity at sampled counties revealed that recipientsrepaid approximately $50 per month
on outstanding balances. We observed numerous caseswherethe payment schedulewould require over
100 years beforefull collection would be achieved. Although the county welfare agencies
recovered $27 million in TANF and Food Stamps overpayments during the period July 1,

11
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1996 to March 31, 1998, the uncollected overpayments balance increased by $6.5 million to $218
million.

|[EVS Matches

Federal regulationsrequire all statesto maintain an Income Eligibility Verification System (IEVS)
whereby they match their public assistance files against various state and federal records of wages,
income, and unempl oyment/disability benefits. The purpose of these matchesistoidentify caseswhere
public assistancerecipientsareineligibleor arereceiving excessbenefitsdueto unreported incomeor
other financial resources. Thecurrent IEV S system produces an excessive number of invalid matches
that has overwhelmed the county welfare agencies' ability to resolvethemin atimely manner. Some
of the counties had backlogs up to 16,000 casesthat they had not resolved. Approximately 75 percent
of thematchesreferred to the countiesarefal se hits, however, each caseisrequired to bereviewed and
itsresolution reported to DFD. We recommended that additional edits be used to reduce the number of
matches sent to the county welfare agency.

Deceased Match

The Division of Family Development doesnot have asystematic procedurefor thetimely removal of
deceased clients from its public assistance files. The divison does not compare public assistance
recipients maintained onthe FAMI Sfilesto Vital Statisticsrecordsof deceased individuals, becauseit
does not have accessto such records. The primary method availableto the county welfare agenciesto
identify deceased clientsisthroughtheir eligibility redeterminations, which requirethe appearance of
the public assistanceclient and are usually performed every six months.,

Wefurther noted that the FAMI S system does not automatically remove aclient after funeral expenses
have been paid for that individual. We noted 44 cases where funeral expenseswere paid by TANF
funds, but the deceasad individual remained asan active participant. Wealso identified 12 instances of
improper assistance paymentstotaling $12,947. Three of thesetwelve casesremain in payment status
and were dtill recaiving paymentsas of the conclusion of our field work. Werecommended thedivision
deveop asysem for matching FAMISfiles against Department of Health recordsto determine deceased
recipients. Thissystem should automatically removeindividual sfrom active statusonthe FAMISfiles
after funeral expenseshavebeen paid.

12
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Incentive Payments

County welfare agencies receive different payments for the collection of overpayments. They are
alowed to retain ether 35 percent or 20 percent of the amount recovered for food stamp overpayments,
depending upon the category of overpayment, but can retain only five percent for (TANF) overpayments.
These different rates encourage the counties to apply most of their collectionsof overpaymentstothe
Food Stamp program. Because Food Stamp payments are 100 percent federally funded, the state
receives no benefit from the counties’ collections of overpayments. We recommend that the division
edtablish aTANFincentive program that is competitive with that of the Food Stamp Program so that it
can benefit from the overpayment collections made by the county welfare agencies. Thedivisionis
exploring therecommendation.

General Assistance Audit Reviews

The Generd Assgtance (GA) program isadministered by municipal welfaredepartmentsand, beginning
infiscal year 1998, county welfare agencies. Annual expendituresof the program are approximately
$100 million. The General Assistance program isaudited as part of amunicipality'ssingleaudit. If a
municipality hasreceived excessstate aid, DFD should request arefund from that municipality.

We noted that , there were 38 municipalities, with excess state aid totaling $1 million, which should
have been requested to refund their excessto the state, but werenot. Inaddition, GAFU personnel did
not request refunds from muni cipalitiesthat are transferring the administration of their GA programto
the counties. We recommended that adetermination be made by the division regarding the recoupment
of funds from those municipalities which are consolidating their GA programs under county
administration.

Department of State
Protection of Citizens Rights Programs

Public Defender Client Reimbursements

The Office of the Public Defender (OPD) providesfor thelegal representation of any indigent defendant
who isformdly charged with anindictable offense. N.J.S.A. 2A:158A-19 requiresthe Public Defender
to do dl things necessary and proper to collect all moneysdueto the state by way of reimbursement for
services pursuant to thisact. Thisincludes placing alien on any and all property to which the defendant
shall have or acquire. Asof March 31, 1998 outstanding receivables amounted to $122 millionand
collectionsamounted to approximately $2 million annually.

We noted that collection efforts by the OPD are severely hampered by the lack of current mailing
addresses. Although the Division of Revenue has the most current addressesin their database, due

13
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to confidentidity lawsthedivisionisnot permitted to rel ease thisinformation to the OPD. Inaddition,
although clients are initialy billed, it isthe OPD’s policy not to bill the client while incarcerated,
however, the OPD isnot notified when anindividual isreleased. Werecommended that the OPD seek
legislation authorizing addresses to be obtained from the Division of Revenue. In the interim, new
clients should berequired to sign an authorization form permitting the Division of Revenueto release
needed information. The Department of Corrections should a so be contacted for current addressesfor
clientsreleased on parole.

Clientswho are ddinquent for Sx months have their names submitted to the Department of the Treasury,
Divisdon of Revenuefor possible collection through the Set-off of Individual Liability (SOIL) program.
SOIL callectionsamount to $1 million annually. Approximately 20,000 clients had their refunds and/or
homestead rebates withheld during fiscd year 1998. We sel ected 30 individual sand compared them with
the Department of Labor’ s wage reporting database to determine if the person was working and the
amount of wages earned during 1997. Twenty-eight individual s had earnings averaging $14,400 during
the year. We estimate that the OPD could increase collections by more than $2 million a year by
obtai ning nominal wagegarni shmentsagainst thoseindividual swith sufficient earnings.

We further noted that billing notices indicate the client’s current balance, but it does not request a
minimum payment. This may explain why some individuals are not remitting any payments. By
requiring aminimum payment, the OPD should be able to increase collections between $500,000 to
$750,000 a year.

The OPD requires a$50 prepaid administrativefeefromall new clients. Our review disclosed that the
22 regiond public defender officesresponsiblefor collecting thisfeewerelax intheir collection efforts.
Between July 1, 1997 and March 31, 1998 the OPD opened approximately 58,000 new cases. During
the same period collections totaled $154,975 or $2.67 per client. OPD agreed with our
recommendationsand hasinitiated correctiveaction.

Case Management and Billing Systems

The OPD’s case management system includes an accounts receivable component which generates
billingsto clientsfor servicesrendered. Our review of 21 casefilesfor two regional officesdisclosed
that in eight cases, attorney hours worked were not recorded and included in the bill. In three other
cases, atorney hoursrecorded on the case time sheet were not entered into the case management system.
An additiond threecasesincluded investigators' timewhichwasnot supported by the casetime sheets.
We further noted that ten of the filesdid not contain a signed reimbursement agreement as required.
Additionally, werandomly sel ected 34 paymentsto pool attorneys, experts, and court transcribersand
atempted to trace these paymentsinto the casemanagement system. 1n 11 instancesthe expenditurewas
either not entered or incorrectly entered into the system causing the bills to be understated. We
recommended and the OPD agreed to instruct the regional offices to implement procedures
to ensure that al costs are accurately entered into the case management system in a timely
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AUDIT ACCOMPLISHMENTS AND RESULTS

manner. Additionally, we encourage the OPD to set up aquality control review teamto periodically

monitor and review casefilesto ensurethat theregional officesare complying with established policies
and procedures.

Expert Witnesses and Other Professional Services

In order to provide a proper defense, the OPD often requires the services and testimonies of expert

witnesses and other ancillary service providers. These services cost $3 million annually. The OPD
utilizes between 30 and 50 expertson aregular basis. Dueto the nature and timing of cases processed,
the OPD requested and received awaiver of advertising from the Department of the Treasury. Although
the OPD has an established fee schedul e for sel ected experts, wefound that the rates charged are usually
higher. Additionally, approval formsdid not always agree with the actual rate(s) charged. In order to
eliminate confusion as to which rate or feeiscorrect and to encourage competition, werecommended
that the OPD require professional sto submit proposal sindicating the nature and type of work they are
willing to provide and the associated fees to be charged over a stated period of time. OPD is
implementing thisrecommendation.
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OFFICE OF LEGISLATIVE SERVICES
OFFICE OF THE STATE AUDITOR
SCHEDULE OF COST REDUCTIONS AND
REVENUE ENHANCEMENTS
REPORTS ISSUED DURING 1998

REPORT

Department of Community Affairs
Selected Programs

Department of Corrections
Southern State Correctional Facility
Bayside State Correctional Facility

Department of Environmental Protection
Selected Programs

Department of Health and Senior Services
Public Guardian
Medical Servicesfor the Aged

Department of Human Services
Division of Family Development

Department of Law and Public Safety
Division of Consumer Affairs

Department of State
Citizens Rights

Department of the Treasury
Statewide Copier Contract
Divisionof Administration

Total Cost Reductions and Revenue Enhancements

*Annually

16

COST
REDUCTIONS

2,700,000

110,000*
150,000*

3,000,000

234,000
5,400,000*

2,000,000*

895,000*
3,000,000*
2,700,000*

250.000

$20.439.000



SUMMARIES OF AUDIT FINDINGS
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DEPARTMENT OF COMMUNITY AFFAIRS
SELECTED PROGRAMS
July 1, 1996 to May 31, 1998

Inspectors’ Timekeeping

The Department of Community Affarsemploysover 100inspectorsand sub-codeofficials. Inspections
areperformedfor fire safety, building code compliance and €l evator maintenance. Theinspectorsare
required to prepare detailed weekly logs showing the location and type of inspection. They are also
required to cal the main office twice daily to report their location, oncein the morning and againin the
afternoon. Inspectorsarerequired to work seven hour days. According to the department’ s procedure,
if travel in excess of onehour isrequiredto thefirstinspection site, the employeeisrequired to arrive
a thefirg stenolater than 9:30 am. and may leave no earlier than 4:30 p.m. We sampled time records
for 21 daysand found that inspectors performed inspectionsfor an average of four hours per day.

We found no evidence of adequate supervisory review of inspectors’ weekly logs, phonebills, and daily
cal-in sheets. The inspector logs are not reviewed for compliance with the seven hour workday
requirement. Adequate supervisory review of thesedocumentsshould havefound thesediscrepancies
prior to our audit. Werecommended that supervisorsreview inspectors documentation that supports
the work performed. Supervisorsshould eval uate the reasonabl eness of time spent by theinspectorsfor
al required duties. Also, the supervisors and inspectors should be responsible for keeping accurate
records. Theagency agreed.

Mileage Reimbur sement

We conducted areview of 38 travel vouchersfor fiscal year 1997 and found 12 cases of overreporting
of mileage. The reported mileage exceeded our estimates by as much as 300 to 500 miles or $75 to
$125 per month. In afew instances employees reported and were paid for mileage on daysthat their
leave records show them to have been on vacation. Proper supervisory review should detect theseerrors.
During fiscal year 1997 eight employees of the Division of Codes and Standards each received over
$5,000 in mileage reimbursement, six of which averaged over 2,000 miles per monthin reimbursable
miles. By reassigning underutilized state vehiclesto employeeswith the highest usage, the department
could reduce its mileage reimbursement costs. We recommended that the department comply with
Treasury Circular Letter 94-12 and that supervisorsreview travel vouchersprior to approval. Mileage
should be verified on atest bagsand location of trip should be supported by inspection reportsor reason
for travel. The Department agreed.

Rental Assistance Program

The department di sburses over $107 million annually in rental assistance, primarily Section 8 Tenant-
Based Assistance Program funding, to low incomefamilies. The purpose of the program isto make
housing availableto low-income housshol dsin the private rental market. The program paysthe balance
of therent directly to thelandlord of the property.

The department is owed $4.2 million in receivables from 6,200 landlords and tenants. The

recelvablesare due because landlords were paid after leaseswereterminated or tenants committed
damagestoarentd unit or misreported income. The department's collection system in place during
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DEPARTMENT OF COMMUNITY AFFAIRS
SELECTED PROGRAMS
July 1, 1996 to May 31, 1998

our audit was not adequate. According to federal regulations, the department must first attempt to
collect from landlords beforeits $2.1 million landlord receivable can be written off asuncollectible.
Once the receivable iswritten off, the department may be reimbursed $2.1 million from HUD. The
absence of an adequiate collection system preventsthe department from determining whether itslandlord
receivableisuncollectible. The department failed to recover $643,000 due from 626 active landlords
who continue to receive rental assistance checks. During our field work, the department started to
recover from activelandl ordsby offsetting subsequent rental assistance payments.

Wedsonoted that the department makes greater effort to collect debtsfrom tenantswith low incomes
than fromlandlords. 1t should be expected that agreater collection outcomeispossiblefromlandliords
with income producing propertiesthan tenantswith low incomes. Thedepartment agreedto prioritize
collection effortsbased on adebtor’ sfinancial ability.

Homelessness Prevention Program

The Homel essness Prevention Program (HPP) providesfinancial assistancein theform of grantsand
noninterest loansto familiesthat areinimminent danger of losing their home asaresult of evictionfor
nonpayment of rent or mortgage foreclosure. Loans average $2,100 and are to be repaid in amaximum
of 60 monthly installments. Repaymentsfrom loansare used to provideadditional financial assistance
to other families. The department has never received any repayment from 1,200 of the 2,500 loans
made. These delinquent loans total $2 million. Since thereisno periodic billing, it is easy for the
families to ignore their financia obligation. We recommended that the department implement a
screening, billing and collection system over HPPloans. The Department agreed.

Balanced Housing L oans

The department funds two types of loansto devel opersfor the construction of affordable housing. They
areeither “excesscash flow” loanswith repayment contingent on availability of cash proceedsat year
end or fixed payment loans with repayment based on a predetermined schedule. The department
provided $14 million in excesscash flow loansto 12 developers. Thecontract requiresthe devel oper
to furnish audited annual financial reports. We found that financial reports are not received by the
department. Without the audit reports, the department cannot determineif any payment isduefromthe
developers. To dateno repaymentson excess cash flow loanshavebeenreceived. Werecommended
that the department require the submission of audited financial reports from developers and that
collection proceduresbeinitiated where appropriate. Theagency agreed.
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DEPARTMENT OF CORRECTIONS
BAYSIDE STATE PRISON
July 1, 1996 to February 27, 1998

Internal Controls - Nonappropriated
Funds

The business office maintains the Inmates’ Trust Fund to account for the assets of theinmate popul ation,
the Baysde State I ndudtries Fund which isan enterprise run by staff using inmate labor, and the Inmates’

Canteen Fund to account for sales, cost of goods sold and expenses of the commissary run for the
inmates. Our review noted that for each of the funds accounting controls such as signing checks,
reconciling to the bank records and preparing financial statementsaretheresponsibility of oneemployee.
Having one employee responsiblefor all three functionsincreasestherisk of errors andirregularities
going undetected. Wefurther noted that not all applicable costs of operationsare charged to thefunds
resulting in astate subsidy of the operations. Weestimate personnel costsfor theinmates canteen to be
$150,000 annually.

We recommended that management segregate the duti eswithin thefund, establish proceduresto monitor

operating results, and charge all appropriate costs of operationsto thefund. The agency hasagreed to
addresstherecommendations.
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DEPARTMENT OF CORRECTIONS
SOUTHERN STATE CORRECTIONAL FACILITY
July 1, 1996 to November 30, 1997

Appropriations

Our review of appropriation expendituresnotedinternal control structureweaknesses. We noted that
purchase request forms were not approved by supervisorsasrequired by DOC policy. Wefurther noted
that oneindividual prepared the purchase request form, selected the vendor, and signed thereceiving
report in one department that had material expenditures. Segregation of these duties between two or
more employees reducestherisk that an error or irregularity could go undetected. We also observed that
lumber productswere being stockpiled at thefacility to utilize availableappropriations.

We recommended that the purchasing andreceiving functionsbe properly segregated. Purchasesshould
be gpproved and based upon current needsrather than availablefunds. The agency wastaking stepsto
correct thesituations.

Funds

Southern Statelndustries

Management has not established operating expectationsnor proceduresto periodically monitor operating
results. We also noted alack of segregation of dutiesin areas of procurement, accounts payable,
inventory control and safeguarding of assets. Discussionswith management disclosed that not all costs
(salaries, fringe benefits, and materials) were charged to the fund resulting in a state subsidy of
operations. Our tests noted that products valued at $10,000 were given away free of charge or
exchanged for trade agreements since November 1994. The above weaknesses create arisk that errors
or improprietiescould occur and remain undetected.

[nmate Store

The effectiveness of theinternal control systemisquestionabledueto thelack of anindependent review
of inventory counts, which are used by management to monitor the effectivenessof operating results.
We a0 noted that operating costs (sal aries and wages) are charged to the General Fund rather than the
Inmate Store Fund and are not reflected in the prices charged.

WelfareFund

We noted a lack of segregation of duties in determining the need for goods and services, vendor
selection, support for bids/quotes, and accounts payableinitiation. Proper segregation of dutieshelps
management providereasonabl e assurancethat assets are safeguarded and objectivesareachieved.

We recommended that management i mplement proceduresthat address segregation of dutiesand the
meansto effectively monitor operating results. These procedures should also includerecording all costs
of operationsto the dedicated account as required by state guidelines. Wefurther recommended that the
facility discontinue the practice of giving away assets of Southern State Industries free of charge or
exchanging them for trade agreements. The agency hastaken stepsto correct these situations.
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DEPARTMENT OF ENVIRONMENTAL PROTECTION
HAZARDOUS DISCHARGE FUND AND THE
HAZARDOUS DISCHARGE SITE CLEAN-UP FUND
July 1, 1996 to December 11, 1997

Cost Recoveries

Codt recoveries represent funds collected from responsi bl e partiesfor siteremediation and administrative
oversght cogsincurred by DEP' s Site Remediation Program. These cost recoveriesare used to pay for
the administrative costsof the Division of Responsible Party Site Remediation. The Site Remediation
Program created a Cost Recovery Unit in fiscal year 1996 to place the initial responsibility for
recovering cleanup costsand delinquent oversight costswithinthe programitself.

During fiscal year 1997 the amount collected by the Cost Recovery Unit was $2.5 million. The
casdoad of the Unit was approximately 600. It was projected that, dueto several factors, the casel oad
would increase to as much as 2000 by the end of fiscal year 1998. There are three cost recovery
negotiatorsintheunit.

We tested 43 cost recovery cases (with total cost recovery amounts of $15 million) that were open as
of August 20, 1997 and found that 16 of these cases (with cost recovery amountstotaling $1.5 million)
had remained open from 12 to 26 monthswith little or no progress made in collecting the amounts due.
Caseswere not dosed out in atimely manner because of understaffing and because unit personnel keep
cases open aslong asthereis some chance of collection. The projectedincreased casel oad could result
in decreased attention to individual cases and delayed collections for the Hazardous Discharge Site
Cleanup Fund. Werecommended that the program all ocate additional resourcesto the Cost Recovery
Unit to handle the increased caseload. Inaddition, werecommended that the Cost Recovery Unit use
other agencies such asthe SOIL program and thedirect billing program located in the Department of
the Treasury.

Administrative Cost Reimbur sement

Theannua gppropriationsact statesthat administrative costsassociated with the cleanup of hazardous
waste gites are to be paid from the Hazardous Discharge Site Cleanup Fund. The Fund incurred
expenditures of $16 million during fiscal year 1997. Our review of these expenditures revealed that
$132,000 did not relate to the purposes of the Hazardous Discharge program and therefore should not
have been reimbursed. These expenditures consisted primarily of excessive administrative overhead
charges caused by the use of sdary estimateswhen actual expenditureswere available; and the charging
of unrelated salary coststo cover ashortfall in the Office of Regulatory and Governmenta Affairs.
Department personnel did not revise their estimate when the actual cost databecame available. We
recommended that department personnel review administrative costs to ensure that only those costs
related to the Hazardous Discharge program are reimbursed by the Hazardous Discharge Site Cleanup
Fund. In addition, the department should use actual datawhen cal cul ating the administrative overhead
charge.
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DEPARTMENT OF ENVIRONMENTAL PROTECTION
SELECTED PROGRAMS
July 1, 1996 to August 31, 1998

Air Permit Receivables

The air quality permitting process administered by the department eval uates permit applicationsand
collects a fee for certificates to operate. As of June 1998, there were approximately $3 million in
outstanding fees related to certificates to operate. Executive Reorganization Plan No. 001-1997
transferred theresponsibilitiesfor debt collection policiesand recel ptsprocessing to the Department of
the Treasury, Division of Revenue. The Division of Revenue and the Department of Environmental
Protection hed not effected proceduresto collect the outstanding accountsreceivable or pursuefacilities
operatingwith expired certificates.

We recommended that the Department of Environmental Protection and the Division of Revenue
implement procedures to follow-up on delinquent renewas. The department responded that the
Enforcement Program has natified exigting certificate holders and they are devel oping changesto the Air
Information Management System (AIMS).
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DEPARTMENT OF HEALTH AND SENIOR SERVICES
OFFICE OF THE PUBLIC GUARDIAN FOR ELDERLY ADULTS
July 1, 1996 to May 31, 1998

Internal Controls

The office provides legal assistance, socid services planning, and financiad management of
gpproximately 600 active client accounts. Improvement of internal controlscould reducetherisk of loss
or misstatement of client funds maintained in five bank accounts with an approximate value of $5
million.

We found that reconciliations of system bank accounts have not been performed since March 31, 1994
and reconciliations of daily mail logs to daily deposits were not performed on a regular basis.
Supervisory review wasnot evident in the deposit and reconciliation processes. Wealso found clerical
errorsinthemail logs, transfers ($125,000 and $30,000) between bank accountsthat were not posted
to the computer system and a $64,000 disbursement not posted to the system for eighteen months. We
alsoidentified asurplusof $234,000 in the General Office (money market) Account.

We recommended that system bank accounts and mail logs be reconciled on atimely basistoensure

accurate information. We further recommended that $234,000 in the General Office Account be
transferred to an account in the state accounting system. The agency agreed.
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DEPARTMENT OF HUMAN SERVICES
COMMISSION FOR THE BLIND

AND VISUALLY IMPAIRED

July 1, 1996 to May 31, 1998

Payments for Client Services

Infisca year 1997, the commission processed paymentsfor client servicesin the amount of $4.8 million.
Paymentsfor dlient services (including medical services, equipment, and variousitemsto assist blind or
visually impaired clients with education and everyday functionality) are being processed through a
special payment system. Our review found that the commission is not following the procurement
procedures of the Department of the Treasury’ s Purchase Bureau when engaging in the purchase of
goods and servicesfor clients. Inour sample of 25 expenditure transactions, 18 paymentsfor client
serviceswere not processed through the state purchasing system, thenormal processing procedurefor
purchasing, nor were they subject to review by the Purchase Bureau. I1n addition, aninternal control
weaknessin the commission’ s Client Services Payment System makesit possiblefor caseworkersto
initiate paymentsfor such purchasesat dollar level s exceeding the $500 maximum level authorized by
the commission's procedures. Finally, the commission does not always maintain supporting
documentation to subgtantiate the payments made. We recommended that thecommissioncomply with
the provisons of Treasury Circular Letter 96-23G-GSA when purchasing goodsand servicesfor clients.

Vending Machine Program

InJuly 1992, New Jersey enacted |egidlation that transferred the administration of the state’ sVending
Machine Program to the Commission for the Blind and Visually Impaired and appropriated the recei pts
earned through vendor rebatesto cover the administrative costs of operating the program and to expand
the delivery of vision screening services. Currently, a part-time employee is assigned to run and
supervise al program operations. Monitoring of the vending machine activities are performed on an
exception basis, rather than an ongoing review to ensure that contractors are in compliance with the
generd terms and conditions of thevending machine service contract. 1naddition, thereisno marketing
plan to promote the expansi on of vending machine operationsinto other locationswhichwould provide
additional fundingfor visionscreening services.

Theinterna control over the collection process needsto be strengthened. Currently, theoneemployee
who services vending machine commission checksisal so responsiblefor theaccounting records. These
functions should be segregated among two or moreemployees.

The commission acknowledged that the devel opment of a marketing plan will be beneficial to the

expansion of the program. The commission will meet with DHS staff to formulate such aplan. Also,
thedutiesof collection and accounting for revenuewill be segregated.
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DEPARTMENT OF HUMAN SERVICES

DIVISION OF MANAGEMENT AND BUDGET
DIVISION OF THE DEAF AND HARD OF HEARING
July 1, 1996 to January 30, 1998

Catastrophic Illness in Children
Relief Fund

The Catastrophic Il1lnessin Children Relief Fund was established by legislation to provide financial
assistance for families whose children haveexperienced anillnessor conditionwhichisnot otherwise
covered by insurance, state or federal programs, or other sources. To beeligiblethefamily must have
incurred medica expenses, not otherwise covered, which exceed 15 percent of thefamily’ sincomeand
20 percent of any income greater than $100,000. Management requiresacopy of the federal 1040 tax
returnfor proof of income. Noindependent verification of incomeisperformed.

Management should independently verify thefamily’ sincomewith established state resources. The
agency agreed with therecommendation and will implement an additional processintheverification of
income. An agreement is pending with the Department of Labor for on-line verification of income
information reported by employers. This resource was not available to this office prior to our audit.
Additionally, tax records in the Division of Taxation may be obtained when appropriate and with
requiredfamily authorization.

Document Approval Authorizations

The New Jersey Department of the Treasury, Office of Management and Budget, and Office of
Tdecommunications and Informati on Systemshave establi shed security password rulesand regulations
regarding the electronic approval of financial transactionsby selected officials. Individualsaregiven
approval authorization by level and type of document based upon their title and responsibilities.
Employeesarerequired to safeguard their password to prevent unauthorized use.

During our tests wefound documentswith employees’ approval seven though they werenot working
that day. Thiswasbeing done because management did not want to delay the processing of documents
when employees were on leave. We did not find any wrongdoings regarding these employees or
documents, but the potential existsbecause of thissecurity breech.

We recommended that Central Office take the appropriate action to correct this security breech and
develop procedures to deter this from occurring in the future. The Division responded that it will
continue to examine aternative approval methods to ensure that all documents are processed in
accordancewiththe Treasury security regulations.
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DEPARTMENT OF HUMAN SERVICES
DIVISION OF MENTAL HEALTH SERVICES
COMMUNITY SERVICES - GRANTS-IN-AID

Juli 1, 1996 to Ma‘ 31,1998

Community Service Contracts

According to thedivison’s Contract Close-Out Guidelines, the Administrative DispositionUnit (ADU)
isrequired to determineif theindependent audit report supportsthefinal report of expenditures (ROE).
If unexplained material differencesexist, areconciliation must be requested from the contract provider
if onewas not provided. A review of questioned costsand internal control weaknessesidentified by the
independent audit report must al so be performed by the ADU.

In reviewing the four independent auditors’ reportsreceived in our sample of ten contracts, wenoted in
three instances, there were materia differences between the final ROE and the audited financia
datements. These differencesranged from $62,200 to $301,600. Our review of the close-out filesfor
these three contractsindicated that the ADU did not perform the compari son between theauditor’ sreport
and final ROE asrequired by their procedures. Asaresult, the estimates of questioned costs made by
the division are based on financia reporting (ROE) by the provider that may be incorrect. We
recommended and the division agreed that the Administrative Disposition Unit should adhere to the
procedures set forth in the division’ s Contract Close-Out Guidelines, with particular emphasisonthe
comparison of the CPA audit report with the provider’ sfinal report of expenditures.

Contract Close-Out

Further review of the preliminary Close-Out Review Schedule, which identified the division’s 207
community care provider contractswith fiscd years ending June 30, 1997 or December 31, 1997, noted
that 62 percent had not been closed out as of October 1998. In addition, the schedule disclosed
preliminary estimated questioned costs of $1.5 million for 71 of the 207 contracts. Asof October 1998,
only 8 of these 71 contracts have had recoveries made or scheduled for amounts totaling $8,900.
According to the divison’ s management, the Administrative Disposition Unit hasexperienced personnel
changes and shortages throughout 1998. Werecommended the division assign sufficient staff to ensure
that contract close-out iscompleted in atimely manner. Thedivision agreed.

Level of Service Reports

The division monitorsthe contract level of servicedelivery through quarterly reports prepared by the
providers. Thisdataistheninput by the division’ smanagement information system unit into acomputer
system which generatesthe Quarterly Contract Monitoring Report. Thesereportsrepresent the provider
agency’ sactual performancewhichwill be measured against their contractual commitment. Based on
our review of contract files, we noted that none of these reports are being verified by the program
analysts for accuracy. We recommended and the division agreed that the providers' level of service
reports should be subject to random testing to ensure the accuracy of the data provided.
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THE JUDICIARY

ADMINISTRATIVE OFFICE OF THE COURTS
INTENSIVE SUPERVISION AND

JUVENILE INTENSIVE SUPERVISION PROGRAMS
July 1, 1996 to March 20, 1998

Timely Deposits

Fdd officers collect money ordersfrom Intensive Supervision Program (1 SP) participantsand remit the
money ordersto theregiond officesweekly. Thereceiptstotaling $150,000 annually are then forwarded
to the adminigrative officefor recording and deposit. Thisprocesstakesaminimum of two weeksand
on occason two months. OMB Circular Letter 94-24 requiresthat funds be deposited and recorded on
the NJCFS on the same day as received. The risk of loss or misuse of funds would be reduced if
collectionsof cost-of-supervision recei ptswere depositedinatimely manner. Thiscondition hasbeen
previously reported. It wasrecommended that money orders be deposited by the regionsthe sameday
they arereceived in accordance with OMB Circular Letter 94-24.

The agency responded thet they have indituted a procedure whereby the money ordersare batched twice
weekly at each of theregional offices. Each batchisthen sent by messenger serviceto Trenton or the
nearest vicinage probation department. Deposits are then logged, verified to logs supplied by the
regional officesalongwith themoney orders, and prepared for immediate deposit.

ISP Consultants

Prior tothe Judicial Unification Act, thel SP program utilized county probation department employees
as | SP consultantsto perform the same duties asthe | SP officers (i.e., performing assessmentsof | SP
goplicants). These consultants weretreated asindependent contractors. Upon unification, the probation
department employees became employees of the state and no longer meet the Internal Revenue Service's
definition of consultant/independent contractor. The program continued to utilize theseemployeesas
ISP consultants and pays them from the Medica/Nurses/Therapy Consultant account instead of
compensating them as employees on asupplementd payroll. Our testsdisclosed that lessthan 25 percent
of the $150,000 paid to theemployeesincorrectly classified asconsultantswasreported asincomeand
subjected to New Jersey GrossIncome Tax. If theconsultantswereproperly classified asemployeesand
reported on formW-2, nearly 100 percent of theincomewould be taxable.

We recommended that these employees be compensated as such, with charges to the proper salary

account and all applicable deductions made. The agency agreed and effective April 11, 1998 those
employeeswill no longer be paid as consultants, but will be paid for all work onan hourly basis.
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JUDICIARY

OFFICERS OF THE SPECIAL CIVIL PART,
LAW DIVISION, SUPERIOR COURT
January 1, 1998 to June 23, 1998

Officers of the Special Civil Part

Our review of the Officers of the Specia Civil Part auditsdisclosed several areas of weaknessindicating
that these audits provide afase sense of security when used asamonitoringtool. Administrative Office
of the Courts (AOC) directive 4-82 requires semi-annual auditsbe performed of theofficers' records.
Our 1994 audit of the vicinages stated that the criteriaestablished by AOC directive 4-82 for audits of
the officerswas not sufficient to ensure athorough review of their records. Furthermore, auditswhich
we reviewed did not meet the criteriaestablished in the AOC directive; acondition also noted in our
1994 audit.

During our 1994 audit, we noted that there was no mechanism at either the counties or the AOC to
ensurethe auditswere performed. Weadditionally stated therewereno effectivereviewsof completed
auditsto determine their adequacy and to ensure follow up on weaknesses noted. At least one of the
prior three auditswas not available when requested for 30 of 60 officers. None of the requested audits
were avalablefor officersintwo of the counties, whileintwo other countiesthelast two audits of each
officer were not available. The AOC was ableto obtain these audits at alater date.

The semi-annual audit reportsindicated thereweredelaysintheofficers remittance of post judgment
awardsto the court-directed recipient of these funds. Information taken from the audit reports show that
some officers retained more than one month’ s cash recei ptsintheir bank accounts, indicating remittances
were being unnecessarily delayed. In addition, 51 reports showed an outstanding checks amount of more
than theentirefinal month’ sdisbursementswhich raisesquestionsasto their ultimatedisposition.

We recommended that the AOC adopt the cash receipt procedures used by three vicinageswherethe
officers served papersbut did not collect or disbursefunds. Themonieswere sent to the courts, which
then assumed theresponsibility of disbursing themto the court-ordered recipient. Vicinageemployees
maintained the records removing the need for theaudit. Additionally, it strengthened the safeguardsover
the funds collected by centralizing the coll ection and di sbursement processwhilegiving the AOC control
over the disbursement date. The AOC responded that they would prefer to correct the current system.
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JUDICIARY

SUPERIOR COURT OF NEW JERSEY
BURLINGTON VICINAGE

July 1, 1997 to September 25, 1998

Internal Controls

Properly desgned and implemented internd control sinclude an adequate segregation of dutiesto reduce
the opportunity of allowing one person to be in a position to both perpetrate and conceal errors or
irregularitiesin the normal courseof businessaswell as specific proceduresto detect or minimizethe
chanceof thisoccurring.

Payroll

Individuals who prepared payroll proofs and maintained employee time records also had the
responsibility of distributing paychecks. Also, weekly timerecordsused to prepare bi-weekly payroll
proofswere not properly certified for accuracy by a supervisor, timekeeper or individual employee.
Furthermore, undigtributed payroll checkswere kept in an unsecured box until picked up and no formal
log was mai ntai ned documenting the contents of thisbox.

We recommended segregating the empl oyee timekeeping and payroll proof functionsfrom the check
digtribution function, requiring bi-weekly time recordsto be certified for accuracy by each employeeand
thelr immediate supervisor, and mai ntai ning alog documenting the contents of the box of undistributed
checks. Thevicinage agreed with our recommendations.

Revenueand Disbursements

The collection, deposit and disbursement functionswerenot properly segregated from theaccounting
and recondliation functions. One person within each revenue source had full accessto the Automated
Case Management System (ACMS), prepared thedaily deposits, initiated di sbursementsand performed
required reconciliations. Furthermore, adjustments madeto recordson ACM Swere not independently
verified for propriety. This weakness was compounded because, in accordance with established
practices, checkswere nat restrictively endorsed until thefollowing day when the deposit was prepared.
Finally, we noted that one person had the ability to prepare aswell as sign special civil checks and
performed bank reconciliations.

We recommended segregating the recording function from the deposit function as well as the
disbursement function from the reconciliation function, separating check access and preparation
functions from the signing function, and restrictively endorsing checks upon receipt. The vicinage
agreed with our recommendations.
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THE JUDICIARY
SUPERIOR COURT OF NEW JERSEY
ESSEXVICINAGE

Julﬁ 1, 1996 to November 7, 1997

Payroll

Payroll expendituresfor the vicinage totaled $34.7 million for fiscal year 1997. The vicinage employs
over 1000 individuals. Various deficiencies were noted in the testing of the payroll processing
operationsof thevicinage. Theseerrorsincludedinaccuraciesinleave balance cal culations, untimely
removd from the payroll for employees|eaving state service, and alack of adequate supervisory review
and approval of the payroll register and adjustments. Inaddition, aninternally devel oped computerized
timekeeping program was used to track benefit leave timefor vicinage employees. Exceptionswere
noted that indicated the potential existenceof programming errorswhich questionsthereliability of the
programto serve asthe basisfor employee benefit |eave timetracking.

Werecommended that vicinage management strengthentheinternal controlsover payroll throughthe
training of employeesinvolved in employee benefitscal cul ations, removing terminated employeestimely
and indicating proper support for payroll documents. We further recommend that the computerized
tracking system be corrected and tested to prevent the deficiencies noted. The vicinage plans to
implement our recommendationsand hasreviewed itsleave time management tracking system and has
identified problemsand system deficiencies. A new attendance and timetracking systemisinthefinal
stagesof development.
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JUDICIARY

SUPERIOR COURT OF NEW JERSEY
HUDSON VICINAGE

Fiscal Years 1997 and 1998

Segregation of Duties

We noted alack in the segregation of duties between receiving, recording revenues and preparing
deposits Theduties of personnd and payrall offices and the recording of pay time and i ssuing paychecks
were ds0 not segregated. Inaddition, purchasing and recelving goods and serviceswere performed by
thesameemployees. Thesedutiesshould beeffectively segregated.

We recognized that internal controls at the vicinage had improved since hiring a new manager of

finances. However, werecommended and the agency agreed that additional improvements be made by
segregating employeedutiesintheaboveareas.
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JUDICIARY

ADMINISTRATIVE OFFICE OF THE COURTS
SUPERIOR COURT OF NEW JERSEY
MORRIS/SUSSEX VICINAGE

July 1, 1996 to August 31, 1998

Payroll and Personnel

Annud salary expenditurestotaled $11.9 million or 85 percent of thetotal appropriated expenditures.
Our review of payroll proceduresfound that thereisno supervisory approval of an employee’ spay time.
Vicinage payroll policy does not require the use of time sheets or sign-in sheets by employees or
supervisors atesting to their timeworked. The payroll office and the unit timekeepers, who do not have
contact with the employess, assume tha employeesareworking their assigned schedul esunlessinformed
to the contrary by theemployee. In most instancesthereisno documentationto verify thevalidity of the
pay time. We recommended and the vicinage agreed to establish abiweekly timereporting system where
each employee and their immediate supervisor certifiesthe accuracy of the pay time.

Unremitted Revenue - Special Civil Court

The Administrative Office of the Courts (AOC) Specia Civil Court filing fee collection procedures
require each vicinage to deposit daily receipts into a central account controlled by the AOC. In
accordancewith N.J.S.A. 22A:4-15, the court clerk must certify the monthly revenue and remit this
revenueto the State Treasurer. Therefore, the AOC procedureistowiretransfer thetotal month’ sfiling
fee back to the Special Civil Court Clerk’ s checking account so a check can be issued to the State
Treasurer. Thisprocesscould besimplified by transferring fundsfrom the AOC directly tothe state's
General Fund. Thevicinageisexploring theimplementation of thisrecommendation.

Bail Forfeitures

The date and county share equally on all bail forfeitures posted after December 31, 1994. Procedures
for bond forfeitures require the full amount of the bond to bereceived and recorded. The systemwill
clear theball bondsman of their lidbility and automatically issue acheck to the county and state for their
share of the forfeiture revenue. The Morris bail unit has been unable to have the County Counsel
comply with the bond forfeiture procedures. The Morris County Counsel requiresbail bondsmen to pay
forfeited bail bondsto the county instead of the bail unit. The county then issues acheck to the bail unit
for the sate portion. Thesefundsarenot being recorded asbail forfeiture revenue and are not remitted
to the State Treasurer. The bail unit has deposited these checks into the Judiciary-Bail Fund bank
account without making an entry on the central automated bail system (CABS). Thereisarisk that
either the county or CABSissued checks ($126,000 at the close of our audit) can be misappropriated.
This weaknessin control could be alleviated if the County Counsel deposited the full amount of the
forfeited bondswith thebail unit. Thevicinage agreed.
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DEPARTMENT OF LAW AND PUBLIC SAFETY
DIVISION OF CONSUMER AFFAIRS
July 1, 1996 to January 20, 1998

Cost Allocation Plan

The Division of Consumer Affairsimplemented acost allocation plan (CAP) which allocatescertain
centrdized cogtsto the professond boardswhich have benefited fromtheir activities, such ascentralized
licensing, the Bureau of Enforcement and administrative units. Our review of the CAP disclosed that
fringe bendfitsfor the director’ sofficeand the Office of Administration’ ssalarieswerenot allocated to
the boards. Thefringe benefit rate for fiscal year 1997 was 26.95 percent which translates to $895,000
not being charged to the professional boards. All costsof the board’ soperationsshould beincludedin
theCAPin order to provideacorrect basisfor establishing fee schedulesand to assurethat the stateis
properly reimbursed for itsboard related outlays.

The agency responded that the fringe benefit rate for FY 98 is20.95% which will amount to $750,000
atributableto the Director’ s Officeand Administration Office being charged under the cost all ocation
plan. The payment of fringe benefitsfor the Director’ s Officeand Administration Officewill impact the
feestructureof certainlicensing boards.

Revenue Collection Procedures

In 25 of the 28 professiond boards, therewasalack of segregation of dutiesfor handling receiptsinthe
mail room, cashier and accounting functions. The number of employees at the various boards range
from oneto thirty-one, with nine boards employing astaff of two or less. While aproper segregation of
these dutiesisusudly impractical dueto thelimited number of employeesat the boards, thesefunctions
could beefficiently segregated through centralization of therevenue collection function.

Thedivison responded that they have recently purchased anew professional licensing system. Thisnew
system, which will be operational for al boards within 12 months, will requirethe establishment of a
Cashier’ sOffice. The Cashier’ sOfficewill belocated withinthe Administration Officeand, therefore,
accomplishthe segregation of dutiesand timely deposit of recei ptsasrecommended in thisfinding.
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NEW JERSEY HISTORIC TRUST
OFFLINE CASH ACCOUNTS
January 1, 1994 to July 31, 1997

Internal Control

Our audit of the New Jersey Higtoric Trust offline cash accountsdisclosed thefollowing internal control
weaknesses:

. Thetrust hasno written proceduresfor the operation of the offline accounts.
. Wewere unableto locate documentation at thetrust to support 31 of 40 disbursements.
. Bank reconciliationswere not being performed on atimely basisand transactionswere

not recorded in the check register asthey occur. We could not determinethelast time
a bank reconciliation had been preformed. Several transactionswereincluded onthe
bank statements but had not been recorded in the check register.

. An adequate mail log is not maintained to record revenue as it is received. While
receipts are logged in, they are not listed separately from other correspondence. In
addition, thereisno reconciliation between checksreceived and logged in at the trust
officeand activity recorded inthetreasurer’ sreport.

Werecommended that thetrust:
. Writeproceduresto defineallowableactivity intheaccounts.
. Maintain copiesof documentationto support disbursements.
. Ensuretimely bank reconciliationsand posting to the check register.
. Maintain aseparate mail log for receiptsand periodically reconcileit to thetreasurer’s
report.
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DEPARTMENT OF STATE
COMMISSION ON HIGHER EDUCATION
July 1, 1995 to January 28, 1998

Single Audit Policy

The Commission on Higher Education administersthe Educational Opportunity Fund program (EOF).
The EOF program is covered by the state single audit requirements as promulgated in the Office of
Management and Budget Circular Letter 93-05. Thisdelegatestheresponsibility for thetimely receipt
of quaity audit reportsto the Department of the Treasury for all Commission on Higher Education state
aid programs. To assure quality audit reports, the Department of the Treasury issued the State Grant
Compliance Supplement establishing criteriafor compliancetesting and suggesting audit procedures,
performed desk audits of the Sngle audit reports and ensured that external quality control reviewsof the
auditors were performed. Our review of five fiscal year 1996 audit report work papers noted the
requirements of the Grant State Compliance Supplement were not being satisfied. Wenoted instances
where EOF program testing was completely excluded or only partially performed. Werecommended
that the Department of the Treasury to conduct reviews of audit work papersto ensure compliancewith
the State Grant Compliance Supplement.

Circular Letter 93-05 requiresrecipient single audit reportsto include aschedul e entitled Schedul e of
Sae Financid Assgance which ligstheinditution’ sstate grant and financial assistance programs. This
scheduleisusedto identify major state grant and aid programs. The circular letter requiresthe auditor
to test complianceissuesfor all major programs. Our review noted commencing with fiscal year 1997
reports, sete gppropriationsfor operating expenses are being included on the Schedul e of State Financial
Assgance at the direction of the Department of the Treasury. Inclusion of these amounts hasresulted
inanumber of the commission’ sgrant and aid programs not being classified asmajor programs, hence
not requiring compliancetesting. We recommended that the commi ssionincreasethemonitoring of their
programsin inditutionswhere compliancetestingisnot required. The Department of the Treasury has
decided toinstruct theinstitutionsto exclude operating aid the determining the programsto betested.

Educational Opportunity Fund Program

The Educationa Opportunity Fund program was enacted to provide eligible students access to and
preparation for undergraduate, graduate and professional education. The program provides funding
directly to studentsfor educational costsand to institutionsfor administrative costs. Wetested student
eigibility and academic standards and found no exceptions. However, we noted costs charged to state
funded adminidrative expense accountswhichwerecontrary to the program objectivesand for services
not available to thetotal student population. These costs, the majority of which wereat oneinstitution,
includethefollowing,

. contribution for attendanceat apolitical fund raiser;
. catered partiesfor orientation and graduation;
. transportation for afield trip to Great Adventure Amusement Park; and

tripto Boston, including housing, and orchestraand aquarium admission;

We recommended that the commi ssion provide guidancetotherecipientinstitutionsfor allowablestate
andinstitution administrative costs. The Commission did not agreewith our findings.
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DEPARTMENT OF THE TREASURY
DIVISION OF ADMINISTRATION
July 1, 1995 to December 15, 1997

Duplicate Payments to Vendors

Our analysisand testing of agency expenditure transactions disclosed duplicate paymentsto vendors
totding $253,505. Weidentified 15 duplicate payments ranging from $22 to $7,565 and one duplicate
payment for $242,982 made to vendors during our audit period. Duplicate payments primarily occurred
because of the high volume of transactions processed by thedivision. Also, thedivision reliesupon
controls & the various agenciesit servicesto provide alevel of assurancethat payment voucherswill not
be submitted for payment twice. A breakdown inthese controlsallowed for the duplicate payment of
a$242,982 telecommunicationshilling.

Upon notification of the duplication of payments, the divison implemented controls to lessen the
posshility of further duplicate payments. All duplicate paymentshave since been recovered except for
$473 whichiscurrently being pursued.

Governor's Council on Alcoholism and
Drug Abuse Revenue Processing

The Governor’s Council on Alcoholism and Drug Abuse isan “in but not of” agency of the Department
of the Treasury andisresponsiblefor itsown revenue. The court system submitsaportion of finesand
pendtiesto the council. The council received approximately $11 million annually. Our review of the
council’ srevenue processing found that amail log was not being maintained and revenues were not
being deposited timdly. Of the $3.1 million tested, $1.7 million was not deposited within threeworking
days after receipt. Noncompliance with these requirementsresultsin aloss of interest earnings and
placesthe undeposited revenue at agreater risk of |ossor misuse.

We recommended and the council agreed that moneys received will berecorded inamail log onadaily
basisand deposited in atimely manner.
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DEPARTMENT OF THE TREASURY
DIVISION OF TAXATION
July 1, 1996 to July 31, 1998

Unclaimed Property Transfers

Our review of procedures in place to process and redeposit returned checks by the divison noted
numerous positive taxpayer account bal ances which had not been forwarded to the Unclaimed Personal
Property Trust Fund. Thisfund wasestablished to receive personal property deemed abandoned by but
still dueto the owners. A summary of the five year period from calendar year 1991 to 1995 showed
gpproximately $15.9 million in unclaimed accounts. During our audit, the division obtained an Attorney
Generd’ s opinion which states that the accountsdo qualify as unclaimed property. We noted that checks
returned for taxpayers entitled to an income tax refund or homestead rebate are not notified that a
bdance exigsin their account, even though in some cases a scanning or keypunch error may have been
thereason for theerror in delivery.

We recommend the division review taxpayer filesin existencefor the homestead rebate and incometax
accounts. Where positive balances exist in the taxpayer’ s account, the division agreed to take the
necessary steps to transfer the account balance to the Unclaimed Personal Property Trust Fund in
accordancewith P.L.1989, ¢.58.

Payment Processing Controls

Our survey and assessment disclosed alack of segregation of duties throughout the division in the
processing of taxpayer liability payments. Division staff have the ability to adjust a taxpayer’s
assessment and a o recaive apayment directly from the taxpayer. In some cases the same employee may
also have initiated the billing to the taxpayer. 1n addition, although checks are date stamped when
received, they are not restrictively endorsed. Restrictive endorsement would makeit difficult for anyone
other than the state to deposit the check.

We recommended and the division agreed to implement controls which would require the initia
processing of paymentsto include a procedureto open all mail and restrictively endorseall checksbefore
distribution.

Returned or Unddliverable Checks

Our survey and testing of proceduresto processand redeposit undeliverableand returned checksby the
Taxpayer Accounting Branch disclosed a lack of segregation of duties. An individua may be
respongblefor sorting and batching the checks and entering the redeposit transaction to thetaxpayer’s
account in the Generic Tax System (GENTYS) without theinvol vement of another employee. Asaresult,
internal controlsareinadequate and returned checksnot processed properly may go undetected.

Our testing noted ten returned checksfor which the redeposit entry was not made properly to GENTS,

thus the checks were never posted to the taxpayers accounts even though the checks were
redeposited. Additional analysis disclosed 61 returned Inheritance Tax checks totaling $207,019
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DEPARTMENT OF THE TREASURY
DIVISION OF TAXATION
July 1, 1996 to July 31, 1998

which had not been forwarded to the Division of Revenuefor redeposit into the state accounting system.
The checks dated back to fiscal year 1994.

We recommended thet the Taxpayer Accounting Branch initiate controlswhich allow for asegregation
of duties between the sorting and batching functions and the processing of redeposit entries on the
GENTSsystemfor al returned checksreceived.

Gents Suspense File Refund Transactions

Thedivison uses*“ sugpense transactions” to edit ataxpayer’ saccount, aline on atax return or an entire
return. Our testing of cash receipts disclosed an instance in which the use of suspense transactions
enabled a technician to generate a duplicate Homestead Rebate check to ataxpayer. The lack of a
system control requiring the supervisor to approve all suspense transactions where arefund has been
transferred to create a second refund in the same taxpayer account alows for the possibility of a
misappropriation of funds.

We recommended and thedivisionagreedtoinstitute system reportsto identify suspensetransactions

inwhich arefund istransferred allowing a second refund to be created in the same taxpayer account.
Also, procedures shoul d require documented supervisory approval for all suchtransactionsprocessed.
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DEPARTMENT OF THE TREASURY

OFFICE OF DESIGN AND CONSTRUCTION

July 1, 1996 to June 17, 1998
|

Prequalification and Classification
Systems

The Office of Design and Construction (ODC) contractor classification system currently classifies
approximately 1,600 contractors throughout the state in 86 specific construction trades. Based on
submitted information, the ODC determines the total dollar amount of projects that a contractor is
cagpable of managing a onetime. Onceclassified, contractorsareeligibleto bid on projectsat all levels
of government.

The ODC architect/engineer consultant prequalification system has approximately 600 consultants
currently prequalified. Once prequalified, each firm is assigned a classification level which isthe
maximum estimated cost of aproject upon whichthe consultantiseligibleto bid.

Municipalities and counties, which initiated more than $130 million in construction during 1997, are
not using the ODC architect/engineer consultant prequalification system or contractor classification
sygem. Theschool districts, which initiated morethan $175 millionin construction during 1997, are
required by the State Board of Education to use the contractor classification system, but are not using
the architect/engineer consultant prequalification system. By not using the state systems, loca
governments and school districts must perform their own contractor/consultant applications and
evaluationsor risk hiring substandard contractorsand consultants.

Municipalities, counties, and school districtsusing these systemscould achievethefollowing benefits:

. Cost savingsdueto areduction in construction contracting costs.

. Confidencethat qualified architects, engineers, and contractorswill bebidding ontheir
projects.

. Improvement in the prevention of delaysand cost overruns caused by hiring substandard

architects, engineers, and contractors.

In addition, implementing acentralized prequalification and classifi cation processwoul d bebusiness
friendly. Consultants and contractors could submit asingle application which would makethem eligible
tobid on projectsinall 21 counties, 566 municipalities, and 581 operating school districtsrather than
having to submit qualification information to each governmental entity with whom they would liketo
be congdered for projects. Werecommended that muni cipalities, counties, and school districtsbemade
aware and take advantage of the architect/engineer consultant prequalification system and contractor
classification system administered by the ODC. Inaddition, the ODC should explorethe possibleuse
of internet technology in making thar information moreeasily accessi bleto themunicipalities, counties,
and school districts. ODC wasinfull agreement with therecommendations.
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DEPARTMENT OF THE TREASURY
OFFICE OF TELECOMMUNICATIONS AND
INFORMATION SYSTEMS, DIVISION OF
TAXATION'S COMPUTER SYSTEMS (TAXNET)
October 1, 1997 to June 9, 1998
|

System Security

System Access
The current authorization process used to grant accessfor TAXNET applicationsdictatesthat the section

upervisors obtain access through the Office of Technical Support (OTS). The OTS proceduresdo not
requireareview to determineif conflicts exis betweenusers’ privilegesandtheir official responsibilities.
We noted individuals whose duties require them to recelve cash payments and who have system
privilegesallowing the adjustment of account balancesfor which the cash wasreceived. Based on our
recommendation, the division hasmodified the procedurefor requesting system access. A standardized
form has been established, requiring that the supervisor sign therequest verifying that therequest has
been reviewed and isappropriate.

User Authorization

The GENTS User Authorization File containsthe security entriesthat determineauser’ ssystem access
privilegeswithinthe application. Our review disclosed that six individualsin OTS havethe authority
to update user security profiles, including their own. Oneof theseindividual salso performstransaction
editsand updates on the GENTS system. Thiscould allow the processing of improper transactionswith
areduced probability of detection.

Asareault of discuss onswith management, the number of employeeswithin OT Sthat havethe ability
to grant update authority for GENTS conversations through the User Authorization File has been
reducedtotwo.

Operational Continuity

The Office of Tdlecommunicationsand Information Systems(OTI1S) Technical Service Standardization
Pan gatesthat adisaster recovery plan must be exercised at each OTIS data center at least once ayear
to ensurethat it will infact satisfy asite’ sprocessing requirements. Thefunctionsof suchtestsareto
determinetheability to recover key processing componentsbased on adocumented set of instructions
and assure that the measuresin place will in fact enablerecovery. OTIS hasnot performed atest of its
disaster recovery plan for the TAXNET applications. One of the primary causes of thisisthelack of
aufficient resources. Thiscondition wasnoted in our prior report on the River Road and Barrack Street
DataCenters. The processing of tax revenueswould be seriously hampered if the TAXNET applications
werenot operational.

We recommended management provide the necessary capacity to allow for thetesting of thedisaster

recovery plan for TAXNET applicationsin compliance with their Technical Service Standardization
Pan.
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DEPARTMENT OF THE TREASURY
STATEWIDE COPIER CONTRACTS
July 1, 1996 to August 17, 1998

Cost-Per-Copy Contracts

Sgnificant improvements have occurred in the 1990'sin the method of copier procurements. Contract
terms are clearer, recourseisprovidedfor poor service, ownership of machinesremainswithvendors,
and prices are lower. Inthemost recent procurement, entitled “ cost-per-copy” (CPC), an annual cost
savings per the Printing Control Office of $1.2 million has been realized when using agencies
discontinued the older more costly machinesand moved towardsthe current CPC contracts during fiscal
year 1998. We edtimate an additiona $2.7 millionin cost savings could be achieved annually if the state
discontinued the older, more costly machinesand moved to the current CPC contracts.

We found that insufficient effort is made by the Purchase Bureau to phase out the older contracts.
Extensons of older contracts are made because the processto acquire aphotocopy machine beginswith
the usng agency. While the Purchase Bureau has communi cated viaaddendumsto the current Notice
of Awards (NOA), these notifications have not successfully discouraged agenciesfromextendingthe
older contracts. Werecommended that the Purchase Bureau and the Printing Control Office actively
market to state agencies, the benefits of the current CPC contractsand use M ACSE edit for restricting
usageto paymentsonly. Thedivision agreesthat amore proactive approach to the marketing of these
contracts may result in more agencies using the CPC contracts and more savingsto the state.

Contract Administration

As procurementsfor photocopiersandtheir rel ated expensesevol ved over thelast six years, significant
changes in the terms and conditions have occurred to better service the state's interest. These
improvements, however, have caused confusion and have created acumbersome processfor both using
agencies and vendors alike. For example, the substitution of machinesis not allowed without the
Director of Purchase and Property’ sapprovd. Thisisto prevent thevendorsfrom arbitrarily substituting
amechinefromthe one ordered. Our testing disclosed ten instanceswherethe machinereceived by the
using agency was not the one ordered; one vendor was responsible for nine of these unauthorized
substitutions.

Generally, the procurement documentation doesnot provide using agencieswith theinformation they
need to verify prices. Therefore, agenciesrely on the vendor to provide the accepted price without
veificatiion. Theresultsof our tesing disclosed that in 26 out of 42 acquisitionsreviewed, the statewas
not paying the price asagreed upon. In addition, the automated purchasing system, permitsagenciesto
process purchase orders against incorrect contracts. We noted 17 of 55 acquisitions reviewed had
payments processed against incorrect contracts. Wealso found that 10 of 27 sampled acquisitionsdid
not trangtion to CPC, but improperly kept their old machines and payment terms. Whilethe Purchase
Bureau communicated the restricted usage for the rel ated contracts generically through the NOA forum,
thisnotification hasprovedineffective.

We recommended that the Purchase Bureau and the Printing Control Office providetrainingto users
of the copier contractsoutlining their responsibilities, contractual rights, and the correct method to
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STATEWIDE COPIER CONTRACTS
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processapayment. A periodic review should be performed by them on the usage of these contracts. The
divison agreed that additional training and monitoring of using agencies would help to ensure
compliancewith contract terms.

Nonperforming Vendors

The complaint processisthe current mechanism to addressavendor’ sfailureto comply with contract
provisions. Its purposeis not only to document substandard performance but also to mutually and
productively resolve complai ntsin amanner which fosters performance conforming to the requirements
of thecontract. Over theyears, it has been perceived through experience from using agenciesthat this
processismeaningless. Wefound significant improvements have been madeinthe complaint process.
Evidence was provided to usindicating contractor terminationsand vendor bypasseshave occurred for
other commoditiesdueto complaints. However, wefound acontinuance of using agency perceptions
during our audit of photocopier contracts. Specifically, 6 of 22 agenciesweinterviewed stated that they
had contractud problemswith copier vendors, but did not complain to the Purchase Bureau. In addition,
15 of the agenciesweinterviewed werenot satisfied with the performance of their photocopier vendor.

In April 1998 the Purchase Bureau developed aformal complaint booklet which provides clear and
conci se guidance on when and under what terms aformal complaint should be filed. This booklet,
however, had not been disseminated as of August 17, 1998. NJAC 17:12-4.6 allows the Director of
Purchase and Property to rescind a contract with a non-complying vendor and immediately utilize
another source. Whilethe process alowsthe Division of Purchase and Property to debar or suspend
vendors for nonperformance, the divison has chosen not to follow this procedure in the case of
photocopiers. Ingeed, the division’ sprocessbeforeterminating avendor for poor performanceincludes
appeal rights both within the division and the appellate court.

Based upon a plethora of formal complaints (34 in total dating back to April 1997) concerning poor
performance of aphotocopier vendor, the division issued atermination letter to the vendor in early
March 1998 with afind determination | etter from the director on August 6, 1998. Thisdelay included
extensions granted by the director, appellate court litigation and ruling, and an absence of time
requirements to respond to documents presented. Throughout this process the vendor continued to
conduct busnesswith thestate and the compl aints dealing with poor performance continued to befiled.

Werecommended and the Purchase Bureau agreed to devel op and implement amarketing strategy to
inform using agencies of the benefitsof thecomplaint process. Thisshouldincludethedissemination
of the complaint booklet. The Purchase Bureau should also provide agencies with feedback as to
immediate and long term corrective action. Inaddition, we recommend that the Director of Purchase
and Property seek legidative action to amend the applicabl e statutesto make more explicit thedirector’s
authority which hasadways beeninherent. Thedivision recognizesthat such an issue although complex
deservesathorough examination.
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OFFICE OF TELECOMMUNICATIONS AND

INFORMATION SYSTEMS

YEAR 2000 COMPLIANCE PLAN

June 16, 1997 to March 26, 1998
|

Year 2000 Compliance Plan

OTIShasbeen given responsibility for the planning and implementation of Y ear 2000 actionsfor the
executive branch information systemsthat it uses and/or maintains for the various agencies of state
government. Individua agencieshave responsibility for the planning and implementation of Y ear 2000
actionsfor agency-managed systems. Thesenon-OTI S, agency-managed systemswerenot includedin
our audit.

OTIS management has recognized the importance of solving the Year 2000 problem. They have
developed a Year 2000 Compliance Plan which breaks down the project into ten key tasks, formed a
Project Management Team, assessed the requirementsfor each system, and begun renovation of some
applications.

Whiletherehasbeeninitial progressmade, thereare several critical planningissuesfacing OTISthat,
if not fully addressed, may result inthefailure of its systemsto successfully operatein the Y ear 2000.
For example, as of January 1998 OT 1S had not performed acomplete risk assessment of its systemsto
determine the extent and type of the problemsfor each system or implemented a'Y ear 2000 certification
program that definesthe conditionsto be met for automated systemsto be considered compliant.

In addition to the comprehensive Y ear 2000 plan, which required each directorate and project team to
develop and incorporate plans, our review of selected Year 2000 projects disclosed that all three
directorates and two of the three applications reviewed did not have acomplete Y ear 2000 plan. We
distributed questionnaires for the 462 identified applications maintained by OTISto the responsible
project managers. Theresults of our questionnairesdisclosed that 65 of the 462 respondersdid not have
ayear 2000 planin place and 32 had no answer at all. Additionally, the answersto the questionnaires
disclosed that although 115 application systems have undergone logic testing and are ready for Y ear
2000 certification, aY ear 2000 test environment isnot in place and operational .

Centralized Systems Inventory

Thecreation of acomprehensiveinventory systemthat includesall the el ementsnecessary toidentify,
analyze and track the status of the Y ear 2000 project was still in the development phase. Although
efforts to add data are ongoing, as of January 1998, 452 of 462 computer applications have not been
entered. Theinventory should be used in monitoring the status of each system; including assessing
whether dl OTIS maintained systemsarereceiving appropriateattention, determining needsfor testing
facilities, and identifying areasthat may require additional resources.

Disaster Recovery
The consolidation of the three OTIS data centersinto one has eliminated the ability to usethe other sites

asbackup for eech other. Asaresult, the state does not have an alternate data center (hot site) available
or a revised Disader Recovery Plan caurrently in place for its IBM operating environment.
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Additionaly, the pending BULL Operating System upgrade to ayear 2000 compliant one will make
it incompatible with its presently contracted hot site located in Billerica, MA. In the event of an
emergency or natural disaster, the state'sability to restore computer operationsand/or recover datawill
be substantially weakened and may result intheinability of OTISto providetherequired services.

We recommended that OTIS continueits effortsto reviseitsdisaster recovery planfor itsdata center and
contract for hot sites for the IBM and BULL operating environments. OTIS s actively working to
ensurethat itsdisaster recovery planning iscurrent and has devel oped arequest for proposal (RFP) and
revised exigting contractsto addresstheissue of aback-up to the environments; the RFP stipul atesthat
acomprehensivedisaster recovery planisadeliverable.

Contingency Plans

Contingency plans for many OTIS maintained applications do not exist. There is no statewide
contingency plan that establishespolicies, programs, and proceduresand assignsresponsibilitiesfor the
contingency planning process. Thereisno documented policy, issued by management, initiating actions
to require contingency planning. Specifically this plan should addressnoncompliant systemsthat are
a risk of not being replaced or converted prior to the Y ear 2000 and systems being replaced or renovated
as'Y ear 2000 compliant that may not operate at the turn of the century. Contingency plansare essential
becausethey identify the alternative activities to be employed should systemsfail to meet their Y ear
2000 deadlines. A statewide plan should require project managers and directorsto develop realistic
contingency plans with client agencies, for information systemsand activitiesto ensurethe continuity
of their core business processes. AlthoughtheY ear 2000 project callsfor the systemsto eventually be
vdidated prior to implementation, even with astructured processfor assessing compliance, many OTIS
maintained systemsarestill at risk that unanticipated operational failurescould occur.
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OFFICE OF LEGISLATIVE SERVICES
OFFICE OF THE STATE AUDITOR

AUDIT REPORTS ISSUED DURING CALENDAR YEAR 1998

NAME OF AUDIT

JUDICIARY, SUPERIOR COURT OF
NEW JERSEY, UNION VICINAGE

STATELOTTERY FUND

NEW JERSEY HISTORIC TRUST OFF-
LINE CASH ACCOUNTS

JUDICIARY, SUPERIOR COURT OF
NEW JERSEY, ESSEX VICINAGE

DEPARTMENT OF THE TREASURY,
DIVISION OF ADMINISTRATION

DEPARTMENT OF CORRECTIONS,
SOUTHERN STATE CORRECTIONAL
FACILITY

DEPARTMENT OF LAW AND PUBLIC
SAFETY, DIVISION OF ALCOHOLIC
BEVERAGE CONTROL

STATE OF NEW JERSEY, REPORT ON
COMPLIANCE AND INTERNAL CON-
TROL RELATED TO OUR AUDIT OF
THE STATE'S COMPREHENSIVE AN-
NUAL FINANCIAL REPORT

DEPARTMENT OF STATE, COMMIS
SION ON HIGHER EDUCATION

DEPARTMENT OF HUMAN SERVICES,
COMMISSION FOR THE BLIND AND
VISUALLY IMPAIRED

DEPARTMENT OF LAW AND PUBLIC
SAFETY, DIVISION ON CIVIL RIGHTS

STATE OF NEW JERSEY COMBINED
PENSION TRUST FUNDS

STATE OF NEW JERSEY PENSION AD-
JUSTMENT FUND

NEW JERSEY STATE EMPLOYEES
DEFERRED COMPENSATION PLAN

DEPARTMENT OF LAW AND PUBLIC
SAFETY, DIVISION OF CONSUMER
AFFAIRS

DEPARTMENT OF CORRECTIONS,
BAYSIDESTATEPRISON

AUDIT PERIOD

07/01/95TO10/28/97

07/01/96 TO 06/30/97

01/01/94TO07/31/97

07/01/96 TO 11/07/97

07/01/95TO12/15/97

07/01/96 TO 11/30/97

07/01/96 TO 01/31/98

07/01/96 TO 06/30/97

07/01/95TO01/28/98

07/01/96 TO 01/12/98

07/01/96 TO 01/30/98

07/01/96 TO 06/30/97

07/01/96 TO 06/30/97

07/01/96 TO 06/30/97

07/01/96 TO 01/20/98

07/01/96 TO 02/27/98
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RELEASE
DATE

01/02/98

01/08/98

01/09/98

01/12/98

01/16/98

01/16/98

02/10/98

02/10/98

02/25/98

02/27/88

03/12/98

03/18/98

03/18/98

03/18/98

03/23/98

03/31/98



OFFICE OF LEGISLATIVE SERVICES
OFFICE OF THE STATE AUDITOR

AUDIT REPORTS ISSUED DURING CALENDAR YEAR 1998

NAME OF AUDIT

DEPARTMENT OF HUMAN SERVICES,
DIVISION OF MANAGEMENT AND
BUDGET, AND DIVISION OF THE DEAF
AND HARD OF HEARING

JUDICIARY, ADMINISTRATIVEOFFICE
OF THE COURTS, INTENSIVE SUPERV |-
SION AND JUVENILE INTENSIVE SU-
PERVISION PROGRAMS

OFFICE OF TELECOMMUNICATIONS
AND INFORMATION SYSTEMS, YEAR
2000 COMPLIANCE PLAN

DEPARTMENT OF THE TREASURY,
DIVISION OF THESTATELOTTERY

REPORT ON COMPLIANCE AND IN-
TERNAL CONTROL RELATED TO OUR
AUDIT OF THE FINANCIAL STATE-
MENTSOF THE STATE OF NEW
JERSEY CASINO CONTROL FUND

DEPARTMENT OF STATEPROTECTION
OF CITIZENS RIGHTSPROGRAM

DEPARTMENT OF CORRECTIONS
SOUTH WOODS STATE PRISON

INTERSTATE SANITATION COMMIS-
SION

DEPARTMENT OF TRANSPORTATION,
BRIDGE AND ROAD CONSTRUCTION
MANAGEMENT

DEPARTMENT OF COMMUNITY AF-
FAIRS, SELECTED PROGRAMS

DEPARTMENT OF THE TREASURY,
OFFICE OF TELECOMMUNICATION
AND INFORMATION SYSTEMS, DIVI-
SION OF TAXATION'S COMPUTER
SYSTEMS(TAXNET)

DEPARTMENT OF THE TREASURY,
OFFICE OF DESIGN AND CONSTRUC-
TION

JUDICIARY, OFFICERS OF THE SPE-
CIAL CIVIL PART, LAW DIVISION,
SUPERIORCOURT

DEPARTMENT OF STATE, OFFICE OF
ADMINISTRATIVELAW

AUDIT PERIOD

07/01/96 TO 01/30/98

07/01/96 TO 03/20/98

06/16/97 TO 03/26/98

07/01/96 TO 03/16/98

07/01/96 TO 06/30/97

07/01/96 TO 04/30/98

07/01/98 TO 05/29/98

07/01/96 TO 06/30/97

07/01/96 TO 06/15/98

07/01/96 TO 05/31/98

10/01/97 TO 06/09/98

07/01/98TO06/17/98

01/01/98 TO 06/23/98

07/01/97TO07/31/98
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RELEASE
DATE

04/15/98

04/15/98

05/04/98

05/14/98

05/14/98

06/09/98

06/10/98

06/24/98

06/30/98

07/09/98

07/17/98

07/17/98

08/03/98

08/11/98



OFFICE OF LEGISLATIVE SERVICES
OFFICE OF THE STATE AUDITOR

AUDIT REPORTS ISSUED DURING CALENDAR YEAR 1998

NAME OF AUDIT

DEPARTMENT OF HEALTH AND SE-
NIOR SERVICES, PROGRAMS FOR THE
AGED AND OFFICE OF THEOMBUDS-
MAN

JUDICIARY, SUPERIOR COURT OF
NEW JERSEY, ATLANTIC/ICAPE MAY
VICINAGE

DEPARTMENT OF THE TREASURY,
DIVISION OF TAXATION

DEPARTMENT OF HEALTH AND SE-
NIOR SERVICES, OFFICE OF THE PUB-
LIC GUARDIAN FOR ELDERLY A-
DULTS

DEPARTMENT OF TREASURY, COM-
PREHENSIVE ANNUAL FINANCIAL
REPORT

DEPARTMENT OF TREASURY, STATE-
WIDE COPIER CONTRACTS

DEPARTMENT OF EDUCATION, STATE
AID AND GRANTS-IN-AID

DEPARTMENT OF HUMAN SERVICES,
DIVISION OF FAMILY DEVELOPMENT

DEPARTMENT OF ENVIRONMENTAL
PROTECTION, SELECTED PROGRAMS

JUDICIARY, SUPERIOR COURT OF
NEW JERSEY, BURLINGTON VICINAGE

JUDICIARY, SUPERIOR COURT OF
NEW JERSEY, HUDSON VICINAGE

JUDICIARY, SUPERIOR COURT OF
NEW JERSEY, MORRIS/SUSSEX VICI-
NAGE

DEPARTMENT OF HEALTH, DIVISION
OF CONSUMER SUPPORT, DIVISION
OF MEDICAL SERVICES FOR THE
AGED SELECTED PROGRAMS

DEPARTMENT OF HUMAN SERVICES,
DIVISION OF MENTAL HEALTH SER-
VICES, COMMUNITY SERVICES -
GRANTSIN-AID

AUDIT PERIOD

07/01/96 TO 06/30/98

07/01/97TO08/17/98

07/01/96 TO 07/31/98

07/01/96 TO 06/30/98

07/01/97 TO 06/30/98

07/01/96 TO08/17/98

07/01/97 TO 10/15/98

07/01/96 TO07/31/98

07/01/96 TO 08/31/98

07/01/97 TO 09/25/98

07/01/96 TO 06/30/98

07/01/96 TO 08/31/98

07/01/96 TO 10/31/98

07/01/96 TO 10/31/98
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RELEASE
DATE

08/26/98

09/18/98

09/24/98

10/07/98

10/30/98

11/04/98

11/13/98

11/17/98

11/24/98

12/01/98

12/01/98

12/01/98

12/21/98

12/23/98



