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SUMMARY

RESULTS IN BRIEF

The  Department of Developmental Services
(department) contracts with 21 regional centers
to provide services to people with
developmental disabilities. However, some
regional centers have poor fiscal and
administrative controls over the funds that the
State allocated to the regional centers, which
totaled $402.7 million in fiscal year 1987-88.
We found the following specific conditions:

- Since 1985, at least 5 of the 21 regional
centers have had serious fiscal management
deficiencies. For example, the Regional
Center of the East Bay has had weak fiscal
and  administrative controls in multiple
areas, including controls over disbursements,
inventory, and client monies.

- At Teast six regional centers do not use all
benefit monies available to clients from
third-party sources to pay for client
services, thus increasing the State’s cost
for these services. For example, for five
clients that we reviewed, a regional center
should have used $30,546 in third-party
benefits to pay for services over a two-year
period rather than using state funds.

- The department has provided only Tlimited
oversight of fiscal operations at the
regional centers. For  example, the
department  discontinued fiscal audits of
regional centers in 1985; at that time it had
conducted fiscal audits of regional centers
through fiscal year 1982-83. Additionally,
it has not followed up on the deficiencies
noted 1in independent audit reports submitted
by regional centers for fiscal years 1984-85
and 1985-86. However, the department is
presently taking steps to improve its review
of regional centers.
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BACKGROUND

The department 1is responsible for coordinating
services to persons with developmental
disabilities, which include handicaps from
mental retardation, cerebral palsy, epilepsy,
and certain other neurologically handicapping
conditions. Services are provided to clients
through a system of 21 private, nonprofit
regional centers throughout the State. In
fiscal year 1987-88, the contracts for
individual regional centers ranged from
$7.5 million to $31.0 million. The combined
budget for the regional centers included
$115.4 million for operating expenses and
$287.3 million for services to approximately
88,500 clients.

The department is responsible for the
centralized administration of the 21 regional
centers. Department responsibilities include
contracting with the regional center,
negotiating a budget, allocating funds,
maintaining strict accountability for
expenditures, developing and implementing
procedures and regulations for regional center
operations, and providing technical assistance
to regional centers.

In June 1981, the Office of the Auditor General
issued a vreport entitled "The State Department
of Developmental Services’ Administration of
the Program for the Developmentally Disabled
Needs Improvement," Report P-007. Among other
jssues, that report noted that the department
needed to improve its fiscal monitoring of
regional centers.

PRINCIPAL FINDINGS

Some Regional Centers Need To Improve
Controls Over State and Client Funds

The quality of fiscal management at the
regional centers varies. Since 1985, at least
5 of the 21 regional centers have experienced
serious fiscal management deficiencies. For
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example, one of the regional centers that we
visited failed to comply with its own
procedures or with sound internal control
policies 1in most areas reviewed. As a result,
this center cannot provide accurate information
on its financial condition or accurate balances
on client accounts, nor can it ensure that it
spent state funds appropriately.

In the 7last three years, three other regional
centers have had fiscal management problems
severe enough to cause the department to add
special requirements in their contracts, cancel
their contracts, or assume temporary control
over the operation of the center. Further, the
Department of Finance vreported in April 1988
that  another regional center that it had
visited had serious deficiencies in fiscal
controls.

In addition to these five regional centers that
have fiscal management problems, other regional
centers are having trouble. For example, 14
regional centers reported that they have
problems reconciling the subsidiary ledgers for
the client trust fund and the fund for
purchasing client services with the general
ledger accounts. Also, 12 regional centers
reported problems maintaining client accounts.

Furthermore, some regional centers do not make
the most efficient use of state funds to
purchase services for clients. At least six
regional centers do not use all available
client benefit monies from third-party sources
to pay for client services before using state
funds. For example, one regional center did
not use $30,546 in third-party benefits for
five clients for a 24-month period, and another
regional center did not use $2,500 in benefits
for seven clients for up to a six-month

period. Moreover, -at least four regional
centers failed to ensure that clients remain
eligible for third-party benefits. For

example, two regional centers each allowed over
300 client accounts to exceed the 1imit beyond
which clients may Tlose their eligibility for
benefits from the Social Security
Administration. As a vresult of not properly
managing clients’ third-party benefits, the
State pays more for client services than
necessary, and, therefore, fewer state funds
are available for additional client services.

S-3



The Department of Developmental Services
Needs To Improve Its Oversight of
Fiscal Operations at the Regional Centers

The department discontinued audits of fiscal
operations at the regional centers after fiscal
year 1982-83. Since 1985, it has conducted
special reviews at 4 of the 21 regional centers
in  response to specific problems at those
centers. In addition, although the
department’s contracts with the regional
centers have required regional centers to
submit  independent audit reports on their
fiscal operations for fiscal years 1984-85 and
1985-86, the department has not followed up on
the internal control and fiscal management
deficiencies identified in these vreports.
Further, these independent audit reports do not
always 1include a statement on the review of
internal controls, nor do they present data in
a manner that allows comparison among the 21
regional centers.

The department has also been slow to use its
automated accounting system, installed in the
regional centers in 1984, for routine
monitoring of regional centers. Additionally,
the department has not ensured that regional
centers can use the automated system
effectively to record all accounting
transactions. At Teast 14 regional centers
have reported they have problems maintaining
accounting records on the automated system.

Finally, the department has not ensured that
regional centers adequately safeguard state
property or provide the department with a
complete and accurate Tlist of state assets.
For example, because of poor inventory controls
at one regional center, we could not verify the
existence of 22 (69 percent) of 32 items that
we attempted to locate. Further, this regional
center had not vreported to the department for
inventory purposes 12 (52 percent) of 23 items
that it should have reported. Therefore, the
State’s inventory is understated by at least
$79,718, the value of these 12 items. The
total value of inventory at all of the regional
centers that 1is reported to the department is
$6 million.
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Specific Findings at the

Regional Center of the East Bay

and the Developmental Di

sabilities Center

The Regional Center of the East Bay (RCEB)
lTacked fiscal and administrative controls to
manage state and client funds properly. This
lack of controls increases the possibility of
theft, fraud, and abuse at the RCEB. Control
weaknesses also prevent the RCEB from
accurately accounting for all disbursements and
assets or providing accurate information about -
its financial condition. The RCEB also has not
accurately accounted for client monies. As a
result, the RCEB does not know how much money
each client should have in his or her account.
Further, the RCEB has not used all of the
client benefit monies from third-party sources
to pay for client services before using state
funds, thus increasing the State’s costs for
client services. However, the RCEB properly
authorized appropriate services for clients and
paid the correct amount for the disbursements
for client services that we reviewed.

The Developmental Disabilities Center (DDC) has
satisfactory controls over most disbursements
for operations and for <client services.
However, the DDC can improve its management of
consultant contracts. In addition, the DDC
does not wuse all third-party benefits to pay
for client services before using state funds.

CORRECTIVE ACTION

The department 1is taking steps to improve its
fiscal oversight of the regional centers. The
department  intends to begin on-site fiscal
reviews of regional centers in August 1988.
Also, in March 1988, it trained staff to use
the automated fiscal reporting system as a
monitoring tool. In addition, the department
has recently begun to identify those centers
needing additional assistance 1in wusing the
automated fiscal reporting system.
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Further, the board of directors at the RCEB has
recently replaced key management personnel. The new
executive director of the regional center and his

staff

are working to correct identified fiscal and

administrative weaknesses and have submitted a plan
of corrective action for the department’s approval.

RECOMMENDATIONS

To ensure that regional centers efficiently and
appropriately manage their multi-million dollar -
budgets of state funds and properly manage
client monies, the department should take the
following actions:

Expand the scope of the annual independent
fiscal audits of regional centers. The scope
should 1include a review of internal controls,
and all findings and management Tletters
should be included 1in the reports submitted
to the department. Additionally, the
department should promptly follow up on the
deficiencies 1identified 1in these reports and
should use these reports to determine which
regional centers need additional review;

Implement its plan to provide improved
oversight of regional centers’ fiscal
management as soon as possible; and

Provide additional technical assistance to
those regional centers that need it, and
ensure that they can effectively operate the
automated accounting system.

Make certain that regional centers implement
the necessary fiscal controls to ensure
accountability and proper expenditure of
state and client funds; and

Ensure that regional  centers make the most
efficient use of <client benefits from
third-party sources to pay for client
services.
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AGENCY COMMENTS

The Department of Developmental Services
acknowledges that some regional centers have
been Tess aggressive than others in identifying
and pursuing all third-party funds. However,
it believes that it does not ‘have explicit
statutory authority to require regional centers
to take any specific actions to collect third-

party  funds. Nevertheless, the department
states that it will continue to work with
regional centers to clarify their

responsibilities, suggest possible courses of
action, and monitor their activities. Further,
the department will attempt to identify any
legal barriers that prevent regional centers
from obtaining the information they need to
fully identify and pursue third-party funds.

The department agrees that certain regional
centers have had serious fiscal management
problems. However, it points out that, through
its own monitoring and oversight activities, it
had already identified fiscal problems at the
five regional centers discussed in our report
and had taken steps to correct the problems.
Further, the department explains that it
discontinued its vregular audits of regional
centers and relied on the reports of
independent auditors because it felt that
closer monitoring of vendors would make more
efficient use of Tlimited resources. In
addition, the department felt that the
implementation of and adjustment to the new
automated accounting system made a
comprehensive audit impractical. Moreover, the
department also believes that it has made every
effort to ensure that the regional centers
could effectively use the new system.

The department agrees that some problems have
existed with the regional center inventory
process although it states that it is not aware
of any misuses or malicious disregard for the
safequarding of state property. However, the
department points out that, on July 1, 1988, it
implemented procedures requiring the
maintenance of a current property custodian
list, the provision of technical assistance to
the regional centers, and the monitoring of the
regional centers’ inventory lists.
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INTRODUCTION

The  Department of Developmental Services (department) s
responsible for setting statewide policy for services to people with
developmental disabilities and for coordinating the delivery of these
services.  The department contracts with 21 private, nonprofit regional

centers throughout the State to provide local services to clients.

Developmental disabilities are defined in the Lanterman
Developmental Disabilities Services Act, Section 4500 et seq. of the
Welfare and Institutions Code. According to this act, developmental
disabilities include handicaps resulting from mental vretardation,
cerebral palsy, epilepsy, and certain other neurological conditions.
Developmental disabilities do not include handicaps that are solely
physical. To be eligible for services, a person’s disability must
originate before he or she is 18 years old, must be continuing or
expected to continue indefinitely, and must constitute a substantial

handicap.

Organization

The regional centers are responsible for assessing and
diagnosing clients’ disabilities, managing clients’ cases, planning and
evaluating programs for clients, and obtaining appropriate services
from outside sources. If a client needs services that are not

available  through other public agencies, the regional center may



purchase these services directly. Such services for clients may
include residential care, day activity programs, transportation, and
certain types of medical care. Each regional center is required by law
to have a governing board of directors or a program policy committee
with community representatives who reflect the ethnic and geographic
characteristics of the area the center serves. The board is
responsible  for developing the regional center’s policy defining

services to be purchased for clients.

The department, in addition to its responsibility for setting
statewide policy and coordinating the delivery of services, is
responsible for reviewing and evaluating the operation of the services
and for overseeing the correction of deficient procedures or
practices. The department’s Community Services Division (CSD) and the
Program Assessment Division (PAD) are responsible for oversight of the

regional centers.

The CSD’s responsibilities include preparing the annual
contract with each of the 21 regional centers; negotiating budgets with
and allocating funds to the <centers; and maintaining strict
accountability, oversight, and projection of expenditures. In
addition, the CSD develops policies, procedures, and regulations for
the operation of the regional centers and directs the implementation of
these policies. It also provides technical assistance to regional
centers. In fiscal year 1987-88, the CSD was authorized 53 staff

positions to carry out its responsibilities.
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The departmént’s PAD is responsible for coordinating the
review, evaluation, audit, and investigations of regional centers and
providers of client services. The audit branch within the PAD is
responsible specifically for conducting fiscal and compliance audits of
regional centers and their service providers to ensure that the State’s
funds and property are properly used. Audit branch responsibilities
also include reviewing independent fiscal audit reports submitted
annually by the regional centers, reviewing internal controls, and
consulting on fiscal controls and fiscal management. In fiscal year
1987-88, the PAD was authorized 35 staff positions; 15 of these

positions were authorized for the audit branch.

Funding

The regional centers’ primary source of funds is the State’s
General Fund. The State’s annual contracts with the 21 regional
centers prescribe how funds will be spent to serve developmentally
disabled persons and specify the amount of funds that will be allocated
to each of the centers. This amount is based primarily on client
caseload and services that the department projects will be purchased
for that fiscal year. For fiscal year 1987-88, the dollar amount of
the contracts for each regional center ranged from $7.5 million to

$31.0 million.



The department divides the allocation of funds with which the
State provides the regional centers into two categories. The first
category is for regional center operations and includes salaries and
wages, staff benefits, and operating expenses such as costs for rent,
insurance, and maintenance of property and equipment. The second
category provides funds to purchase services for clients. Of the
$402.7 million that the State allocated to regional centers for fiscal
year 1987-88, $115.4 million was for operations énd $287.3 million was H
to purchase services for clients. The statewide client caseload for

fiscal year 1987-88 is estimated at over 88,500.

Client Trust Funds

The regional centers are also responsible for managing the
monies of some of their clients. When a client enters the regional
center system, the client or the client’s guardian may elect to have
the regional center be the representative payee for the client. When
the regional center is the representative payee, the regional center
manages the client’s monies, receiving the income and making
disbursements on behalf of the client. The regional center can keep
all client monies 1in one bank account as long as it keeps individual
client account records. If the regional center keeps the monies in a
combined bank account, it must determine the amount of interest earned
on each client’s account and record that amount to each client’s
account. The regional center uses some of the money in this account to
pay for services for the client; the client can spend any additional
money in this account for personal use.
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Additionally, as the representative payee, the regional center
is required to ensure that the client applies for any benefits that may
be available from third-party sources. Third-party sources are sources
other than the regional center, client, or client’s parent or
guardian. Most clients are eligible for Supplemental Security Income/
State Supplementary Program (SSI/SSP) benefits, and a significant
number of clients qualify for social security benefits. The amount of
SSI/SSP beneffts that a client receives each month depends on the
client’s Tlevel of income and resources. Some clients are also eligible
for  benefits from other third-party sources, such as insurance
companies or the parent’s employer. The regional centers were the
representative payee for approximately 17,250 clients as of May 1987,
the Tlatest date for which such data is available. At the end of
May 1988, <clients’ individual accounts totaled an estimated

$4.9 million.

SCOPE _AND METHODOLOGY

The purpose of this audit was to determine whether regional
centers have the necessary fiscal controls to ensure proper
accountability for and expenditure of state monies for the
developmentally disabled. Our review concentrated on 2 of the 21
regional centers 1in California: the Regional Center of the East Bay
(RCEB) in Oakland and the Developmental Disabilities Center (DDC) in
Orange. We conducted our fieldwork at these two regional centers

during the period October 1987 through April 1988. These two centers
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received $55.0 million (14 percent) of the $402.7 million allocated to
regional centers in fiscal year 1987-88. An additional purpose of this
audit was to evaluate the effectiveness of the department in overseeing

the fiscal management of the regional centers.

To determine whether regional centers have proper fiscal
controls over state funds, we reviewed disbursements made in fiscal
year 1986-87 at the two regional centers that we visited. “
Additionally, we reviewed the annual contracts and related documents
for several years for the five regional centers known to have serious
fiscal management deficiencies. We also reviewed reports of fiscal
audits and special reviews that the department conducted for these
regional centers. Furthermore, we reviewed the independent audit
reports that eight vregional centers submitted to the department for
fiscal year 1985-86. We also reviewed a report vreleased by the
Department of Finance in April 1988 that addresses fiscal controls at
the regional centers, and we reviewed the workpapers supporting the
report. Additionally, we contacted five regional centers to determine
whether they applied all client benefits from third-parties toward the

cost of client services.

To evaluate the department’s oversight of the regional
centers, we reviewed the department’s Tegal responsibilities, policies,
and  procedures related to oversight of regional centers. We
interviewed department officials and personnel from the PAD and the

CSD, and we reviewed documentation from both divisions regarding the
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department’s oversight activities. Specifically, we vreviewed the
documentation of special fiscal reviews conducted by the department
from 1985 through March 1988 and the department’s follow-up reviews.
We also reviewed the department’s analysis of independent fiscal audits
submitted by the regional centers for fiscal year 1985-86 and the
Client Assessment and Services Effectiveness reviews conducted by the
department at 12 regional centers. We also reviewed the policy and
procedures manuals that the department provides to the regional centers “

for guidance on fiscal and operational procedures.

To evaluate the department’s technical assistance to the
regional centers, we reviewed the manuals that the department has
provided to the regional centers for operating the Uniform Fiscal
System (UFS), the automated accounting system that regional centers are
required to use. We interviewed regional center staff who use the
system and regional center officials regarding the technical assistance
that the department has provided for UFS users. We also met with
representatives of the consulting firm that the department hired to
develop the UFS and to train department and regional center personnel

in its use.

Finally, we interviewed personnel from the department’s
Business Services Section to determine the methods that the department
uses to oversee regional centers’ controls over state property. We
also reviewed a Tist of the physical inventories that the department

has conducted at vregional centers from 1981 through the present. We

-7-



reviewed documentation of the most recent inventories that the

department conducted at the two regional centers that we visited.

Scope Limitation

We determined that the RCEB did not record in its accounting
records an unknown number of disbursements that it made in fiscal year
1986-87. This deficiency 1in recordkeeping limited the scope of our ”
audit tests to the disbursements that the RCEB had recorded in its
accounting records.  Further, during our review we determined that the
RCEB had entered some disbursements in incorrect accounts. Therefore,
figures for total transactions and expenditures in some accounts are

incorrectly stated.

Also, 1in this report we cite information from reports issued
by the department. We did not conduct audit tests or other analyses to
satisfy ourselves as to the adequacy of the audit work that supports

the specific deficiencies and conclusions cited in these reports.



CHAPTER 1

SOME REGIONAL CENTERS NEED TO IMPROVE
CONTROLS OVER STATE AND CLIENT FUNDS

The quality of fiscal management varies among regional
centers. Although some regional centers reviewed have been found to

have adequate fiscal management controls, other regional centers have

poor controls over state and client assets. Since 1985, at least 5 of -

the 21 vregional centers have been identified as ‘having serious
deficiencies in fiscal management. Without adequate fiscal controls,
these regional centers cannot ensure accountability for or proper
expenditure of the funds that the State allocates to the regional
centers, which amounted to $402.7 million in fiscal year 1987-88.
Furthermore, at Teast seven vregional centers have been deficient in
managing clients’ monies. In May 1988, client monies for all regional

centers totaled $4.9 million.

In addition to lacking the fiscal controls to ensure
accountability for state and client funds, at 1least 7 of the 21
regional centers do not make the most efficient use of state funds to
provide client services. At Teast 6 of the 21 regional centers do not
use all available client benefit monies from third-party sources before
using state funds to purchase services for clients. For example, for
five clients that we reviewed, one regional center did not use $30,546
in third-party benefits over a two-year period. Additionally, at Teast
one vregional center unnecessarily loans state funds to clients although
the clients receive sufficient third-party benefits to pay for client
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services. For 11 clients that we reviewed, this regional center
unnecessarily paid a total of $5,074 in state funds over a 20-month
period even though the clients had received sufficient third-party
benefits to pay for client services. Furthermore, at least four
regional centers have failed to ensure that clients remain eligible for
Supplemental  Security Income/State Supplementary Program benefits,
which, if discontinued, would have to be replaced by state funds. For
example, two regional centers each allowed over 300 client accounts to |
exceed the 1imit beyond which clients may lose their eligibility for
benefits from the Social Security Administration; consequently, the
clients are at risk of Tosing their benefits. As a result of these
deficiencies, the State spends more for client services than necessary

and, therefore, fewer funds are available for additional services.

SOME REGIONAL CENTERS LACK
FISCAL MANAGEMENT CONTROLS

Since 1985, at least 5 (24 percent) of the 21 regional centers
have been identified as having serious problems related to fiscal
controls. These centers have lacked fiscal and administrative controls
to ensure proper expenditure of and accountability for both state and

client monies.

The Welfare and Institutions Code specifies that the
Department of Developmental Services’ (department) contracts with the
regional centers shall require the regional centers to maintain strict
accountability for all revenues and expenditures. In addition, the
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department requires regional centers to have a system that will provide
adequate control over all assets, liabilities, revenues, and
expenditures. Further, the regional centers have a responsibility to
keep accurate records of the clients’ monies and to manage the monies

in the best interests of the clients.

Regional Centers Reviewed by the
Office of the Auditor General

Of the two regional centers where we conducted on-site
fieldwork, the Developmental Disabilities Center had satisfactory
controls in most of the areas that we reviewed; in contrast, the
Regional Center of the East Bay (RCEB) failed to comply with its own
procedures or with sound internal control policies in most of the areas
that we reviewed. As a result, this center cannot provide accurate
information on its financial condition or accurate balances on client
trust accounts, and it cannot ensure that the monies that it disbursed
were spent appropriately. In addition, the weak fiscal controls
increase exposure of the regional center and the State to theft, fraud,

and abuse.

As an example of weak fiscal controls, the RCEB did not record

all disbursements made in fiscal year 1986-87 into its accounting
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records. We reviewed 72 cancelled checks written by the RCEB.! For
10 (14 percent) of the 72 checks that we reviewed, the RCEB had not
recorded journal entry numbers into the check register. Therefore, the
RCEB cannot determine whether it recorded these ten disbursements,
which total $37,272, in its accounting records or to which accounts it
charged the disbursements, if it did record them. Subsequent
investigation by the RCEB also confirmed that the RCEB did not record
all disbursements into its accounting records. Furthermore, the RCEB |
did not properly control its blank check stock. The RCEB stored its
blank check stock in an unlocked area, and all RCEB employees had
access to the blank checks. Consequently, checks were not written in
sequential order, and some check numbers are missing from the RCEB’s

accounting records, resulting in a loss of accountability for checks.

Additionally, the RCEB did not always approve operating
expenses before incurring them or document or properly approve
disbursements before making payment. Of 35 expenses that we reviewed,
21 (60 percent), totaling $1,886, lacked proper documentation and/or
approval. For example, the RCEB paid a board member $640 for travel

expenses without requiring the board member to submit receipts.

lgecause the RCEB did not maintain a complete register of checks
written and did not write checks 1in sequential order, we could not
determine the actual number of checks written by the RCEB in fiscal
year 1986-87.
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Furthermore, the RCEB did not maintain adequate controls over
equipment. We attempted to locate 32 items but we could not verify the
existence of 22 (69 percent) items valued at approximately $83,010. We
found some items that resembled those that we could not locate, but,
because the RCEB did not record the serial numbers of all equipment or
put wuniquely numbered state identification tags on all equipment, we
could not verify that the items found were the ones in our sample. The
RCEB also did not report all equipment purchased for $150 or more to
the department as required. Of the 23 items in our sample that should
have been reported to the department, the RCEB had not reported 12
(52.2 percent). Consequently, the State’s inventory is understated by
at least $79,718, the value of these 12 items.

The RCEB has also been deficient 1in managing client trust
monies. As of January 1, 1988, the RCEB was the representative payee
for 484 clients. The RCEB is responsible for managing the monies of
these clients, receiving all client monies, and making payments for
services on behalf of the clients. The RCEB is also responsible for
maintaining accurate records of the 1income, expenses, and account
balances of these «clients. However, it cannot provide accurate
balances of <client accounts because it has not posted all transactions
to the clients’ accounts. For example, for the month of March 1987,
the RCEB failed to post all client income to its records of client
accounts. The RCEB deposited clients’ checks, amounting to $129,000,
in the bank account that it maintains jointly for all clients, but it

did not credit the individual client accounts with those deposits. As
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of November 1987, the joint bank account, which should be equal to the
sum of all the individual client accounts, showed $143,579 less than

the total of all the client accounts.

The department also conducted a special review of the RCEB in
November 1987. Although this review was Tlimited, the department
concluded that the RCEB experienced "inadequate administration
throughout the entire fiscal/accounting process." As a result of the |
problems 1identified at the RCEB, the board of directors hired a chief
financial officer 1in November 1987. At about the same time, the board
also hired a new executive director. The RCEB is also developing a

plan of corrective action for the department’s approval.

Regional Centers Reviewed
by the Department

Between 1985 and 1987, the department identified another three
regional centers with fiscal management problems serious enough to
result in special requirements in its contracts with the centers, loss
of the contract, or department staff’s assuming temporary control of a

center’s operation.

In February 1987, the department conducted a special review of
the South Central Los Angeles Regional Center (SCLARC). The review
revealed serious deficiencies in fiscal management that resulted from
internal control weaknesses, poor management of client monies, and
management’s lack of awareness of fiscal prob]ems. The department
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reported that it found six general ledger accounts with questionable
balances that distorted the reliability of the center’s accounting
records. For example, the "cash in bank-checking general ledger
account" had a balance of $1,489,077, but a subsidiary report had a
balance of $1,657,799, a difference of $168,722. Also, the accounts
payable balance showed that the SCLARC owed $439,795, but it had no

supporting accrued-but-unpaid invoices.

As a result of these fiscal management problems, the SCLARC’s
top management resigned or was fired, and department staff assumed the
vacated management  positions for approximately four months.
Additionally, the department included special requirements in the next
contract with the SCLARC. The department stated that these problems
were not new but were the result of long-term management and systemic
problems. The department also noted that the mismanagement of client
and state monies caused monetary Tloss for both the clients and the

State.

The department identified another regional center with severe
fiscal management problems in March 1985 when it conducted a special
review of the San Gabriel Valley Regional Center (SGVRC). The review
revealed that the center’s fiscal operations were disorganized and
without adequate controls and that the lack of accountability precluded
both the regional center and the department from assessing the true

financial condition of the regional center.
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For example, the department reported serious problems in the
overall accountability of the SGVRC’s operations. Normally, asset
accounts should have debit balances, and Tiability accounts should have
credit  balances. However, the trial balance, which summarizes
transactions made in each account, showed that some asset accounts had
credit balances and some liability accounts had debit balances. Also,
as of the department’s review on March 5-6, 1985, the SGVRC had not
prepared a bank reconciliation of its operating fund since
September 1983 and had not reconciled its client fund bank account
since October 1983. Furthermore, the department stated that the SGVRC
did not enter handwritten checks from client trust into the automated

accounting system.

The department attributed the fiscal hanagement problems at
the SGVRC in 1985 to a Tlack of leadership by the regional center’s
board of directors and to inexperience of the staff. As a result of
the severity of the SGVRC’s problems, the department decided that it
would not vrenew the regional center’s contract. The department
subsequently offered the contract for the San Gabriel Valley to another

agency.

In February 1985, the department conducted a special review of
the San Andreas Regional Center (SARC) that revealed weak internal
management controls and documentation maintenance. In addition, the
department reported that the SARC did not consistently enter manual

transactions such as manual checks and other nonrecurring transactions
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into the automated accounting system. For example, the August 1984
bank statement contained a debt memo for $395,256.09. This amount was
reflected in the "manual cash journal" but not in the records of the
automated accounting system. At the time of the department’s review in
February 1985, the SARC had not performed bank reconciliations for the
operating fund since August 1984 and for the client trust fund since

April 1984.

As a result of the problems identified at the SARC in 1985,
the department, at the request of the SARC board of directors, assumed
temporary management of the SARC from March through July 1985, and the
board of directors replaced some of the center’s top management.
Further, the department included special requirements in the center’s

following annual contracts.

Regional Centers Reviewed
by the Department of Finance

In a review of regional centers conducted in 1987, the
Department of Finance (DOF) also determined that some regional centers
were having fiscal management problems. The DOF reported that,
although two of three centers that it visited had adequate systems of
internal controls, the third center, the Alta California Regional
Center (ACRC), had serious fiscal management weaknesses. The DOF
conducted its vreview of the ACRC during February and March 1987.
Although the problems identified at the ACRC were not as severe as
those at the four centers previously mentioned in this report, the DOF
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concluded that the ACRC had "serious deficiencies" in internal
controls, including, for example, inadequate separation of duties over
cash receipts and disbursements. The DOF noted that five ACRC
employees could approve manual checks, had access to blank check stock,
and could write checks. The employee who deposited cash also had
access to all blank check stock and approved and prepared checks. In
addition, the DOF noted that the ACRC did not maintain a log to control
check stock and did not 1ist the written checks numerically in a check
log, resulting in a lack of accountability for checks and check stock.
Further, significant weaknesses existed in the ACRC’s controls over
access to the EDP system. For example, all accounting employees at the
ACRC who knew the common password and the name of the employee who
maintained the security file had access to the computer programs and

files.

In addition to the five regional centers that this report
jdentifies as having serious fiscal management weaknesses, other
regional centers are having fiscal management problems also. In its
1987 review of regional centers, the DOF mai]ed'questionnaires to the
regional centers that it did not visit. Fourteen of these regional
centers responded that they had problems in reconciling the general
ledger accounts to the subsidiary ledgers for the client trust fund and
for the fund for purchasing client services. Four regional centers had
not reconciled the balance for either subsidiary ledger to the general
ledger since June 1986, and one regional center had not reconciled the

client trust fund balances to the general ledger accounts since
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April 1986. Twelve regional centers had problems maintaining client
accounts. And, at least five regional centers did not prepare bank
reconciliations promptly because of difficulties in reconciling their

bank statements with the general Tedger.

Regional centers that lack adequate fiscal management controls
cannot provide the required accountability for the millions of dollars
that they vreceive from the State and from third-party sources for the
clients. Consequently, the department cannot ensure that these
regional centers are spending state and client monies efficiently and
in accordance with intended purposes. Further, the lack of controls
increases the regional centers’ exposure to theft, fraud, and abuse.
Although our Timited review of the two regional centers that we visited
did not identify 1large dollar amounts of improper expenditures, the
frequency and variety of problems that we found indicate that the
regional centers are vulnerable to Tlosses of funds because of weak
controls. Similar control weaknesses have resulted in large dollar

losses in other state programs.

REGIONAL CENTERS NEED TO IMPROVE
FISCAL CONTROLS TO MAKE THE MOST
EFFICIENT USE OF STATE FUNDS

In addition to Tacking adequate fiscal controls to ensure
accountability and proper expenditure of state and client monies, some

regional centers do not efficiently use state funds to purchase
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services for clients. The Welfare and Institutions Code, Sections 4501
and 4659, states that regional centers should identify and pursue all
sources of available state funds and other third-party benefit monies
to provide services to clients. At least 6 of the 21 regional centers
unnecessarily use state funds to pay for services for clients who also
receive benefit monies from third-party sources to purchase these
services. At Tleast four regional centers fail to ensure that clients |
remain eligible for third-party benefits. As a vresult of these |
regional centers not properly managing third-party benefits, the State
pays more for client services than‘ necessary, and therefore, fewer

state funds are available for additional client services.

Regional Centers Do Not Use A1l Benefit
Monies To Pay for Client Services

Section 4659 of the Welfare and Institutions Code states that
any third-party benefit monies collected by a regional center shall be
applied against the cost of the client’s services before the regional
center uses its state funds for those services. Most regional center
clients qualify for such third-party benefits under the Supplemental
Security  Income/State  Supplementary Program  (SSI/SSP), and a
significant number of clients qualify for social security benefits.
Other sources of third-party benefits that clients may be eligible for
include, among others, the Veterans Administration and the Railroad

Retirement Board.
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The SSI/SSP benefit checks consist of an amount for board and
care and an amount for the client’s personal and incidental (P&I) use.
Currently, the typical SSI/SSP benefit check is $648; $76 of that
amount is P&I money. During the period of our review, 1986 and 1987,
the typical SSI/SSP benefit check was $601 in 1986 and $632 in 1987;
the P&I amount included in the SSI/SSP benefit check was $70 in 1986
and $74 in 1987. Clients use the P&I portion to buy toys, candy,
beauty supplies, entertainment, or anything else the client needs or
wants that the care provider or regional center does not provide.
While SSI/SSP benefits are restricted to use for board and care and P&I
money  only, benefits from other sources, such as the Teachers
Retirement Fund and the Railroad Retirement Board, may also be used to
purchase additional client services, including day programs or

transportation.

The department has interpreted Section 4659 of the Welfare and
Institutions Code to mean that regional centers must apply third-party
benefit monies to costs for any service for the client, not just the
cost of board and care. In July and December 1987, the department
distributed to the regional centers policy statements instructing them
to apply all client benefits from third-party sources to the cost of

services.

Nevertheless, five of seven regional centers we contacted and
at least one other center are not using all of a client’s third-party

benefits before wusing state funds to pay for that client’s services.
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Instead the regional centers use state funds to purchase client
services and allow the third-party benefits to accumulate in the
individual clients’ accounts. If a client receives SSI/SSP and
additional benefits, the regional center applies only the amount
designated by the Social Security Administration (SSA) as the SSI board
and care amount to the cost of services; the additional monies go into
the client accounts. Similarly, if a client receives benefits only
from the Railroad Retirement Board and not SSI/SSP, the regional center H
applies to the cost of services only an amount equal to the SSI board

and care amount; any remaining monies go into the client account.

The following actual example illustrates the difference in
cost to the State thét results because regional centers do not apply
all third-party benefits toward the cost of services as required by
Taw. In this example, the client receives for one month $655 from the

SSA and $400 from the Veterans Administration.
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The Regional Center The Regional Center

Applies A1l Third- Applies Only the
Party Benefits Board and Care Amount

Cost of Services $1,340 $1,340
Benefits Available to

Purchase Services (less

client’s P&I monies) 959 959
Benefit Amount Applied 959 558
Cost to Regional Center 381 - 782
Amount Available for

Client’s Personal Use 96* 497**

*P&l

**P&I plus excess benefits

In the above example, the additional month]y‘ cost to the regional
center that results from not applying all third-party benefits is $401

for this client, or $4,812 annually in state funds.

The RCEB did not apply all of the benefit monies to the cost
of services for each of the five clients that we reviewed. Over a
two-year period, the RCEB could have applied $30,546 more to the cost
of the services that these five clients received, rather than paying
for the services with state funds. Instead, the RCEB allowed the

$30,546 to accumulate in the client accounts.
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We also reviewed the accounts of the 15 clients at the RCEB
who received benefits from other sources in addition to SSI/SSP and SSA
benefits. We found that the RCEB was not applying all of the benefit
monies available towards the cost of services for 8 of the 15 clients.
We reviewed each client account for the month of February 1988 and
found that the RCEB should have used $2,317 more in benefit monies that
the clients received from third parties rather than using state funds
to pay for client services. Instead of applying the $2,317 to the cost
of services, the RCEB allowed the money to accumulate in the client

accounts.

The Developmental Disabilities Center (DDC) also does not
always apply all of the available benefit monies towards the purchase
of client services. In our review of 27 client accounts, usually for a
six-month period, the DDC did not apply all of the benefit monies
available towards the cost of services for 7 of the 27 clients; the
remaining 20 clients did not receive other benefits in addition to
SSI/SSP and SSA benefits or had not received benefits in excess of the
standard board and care and P&I amounts. The DDC should have used
approximately $2,500 more 1in benefit monies rather than using state
funds to pay for client services for the 7 clients during the periods
reviewed. For example, in the case of one client, the DDC did not
apply a total of $905 of the third-party benefits to the cost of

services in the six months that we reviewed.
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We contacted five additional regional centers to determine
whether they were applying all benefits received to the cost of
services. We contacted the regional centers that are the
representative payee to the Targest number of clients, excluding the
RCEB and the DDC, which we address above. At two of these regional
centers, the staff stated that they apply all benefits, excluding the
P&I portion, to the cost of services. However, the staff at the
remaining three regional centers stated that they apply only an amount |
equal to the SSA’s board and care amount to the cost of services. At
these three regional centers, as at the RCEB and the DDC, excess client
benefits are not applied toward client expenses such as the remaining

costs of board and care or the cost of day programs and transportation.

Furthermore, at Teast one additional regional center is not
applying all benefit monies to the cost of services. In 1987, the
department discovered that the South Central Los Angeles Regional
Center was not wusing all third-party benefits. In 10 of 12 client
accounts vreviewed by the department, the client accounts contained
monies due to the department because the regional center had not

applied all benefits received by clients to the cost of services.

Because regional centers are not applying all third-party
benefits to the cost of client services, the State is paying for
services that should be paid with the third-party benefits that the
clients receive. Additionally, when the regional center is paying for

services of clients who are able to pay for their services with other
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benefit monies, the regional center has fewer funds to spend on
services for other clients. Furthermore, clients are gaining for

personal use money that should be paying for client services.

The employees at the RCEB are not applying all of the
available benefits that they receive for clients to the cost of
services because they are acting on RCEB procedure. The current fiscal
management at the regional center could not explain why the procedure

was established.

The DDC 1is not applying all of the client benefits received
towards purchasing services because, according to the administrator, to
do so would mean that the clients are unequally paying for services
based on who the representative payee is. If all clients are to be
treated equally and the regional centers are to apply all benefit
income to the cost of services, the parent or guardian would have to
submit any benefits in excess of the SSI board and care and P&I amount
to the regional center for payment to providers. The administrator
stated that collecting excess benefit income from the parent or
guardian representative payee would be véry difficult because the
regional center does not know the amount of benefits that the client
receives when the regional center 1is not the representative payee;
moreover, under the Privacy Act of 1974, the regional center does not
have the authority to ask for the information. Also, collecting the
excess benefits would be difficult because the representative payee is

not obligated to present the excess benefits to the regional center for
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payment for client services; in fact, the regional center cannot accept
the excess benefits until it gets a signed agreement from the client,

parent, or legal representative.

The DDC administrator stated that the DDC is waiting for the
department to resolve the issue of unequal treatment and to provide
clearer direction before they apply excess benefits to the cost of
services. According to this administrator, the directive to use all of
the client benefits 1is unclear because it does not define what is
client personal money and what can be applied towards services. For
example, the administrator wants clarification on whether the interest
earned by clients on benefits is personal money or whether it can be

applied to the cost of services.

In response to our questions on this issue, the director of
the department acknowledged that, although regiona] centers are
statutorily required to identify and pursue all sources of funding,
unless a regional center is the representative payee for the client, it
does not have the authority to collect either the funds or the
information that it needs to determine whether the funds are
availabTe. Similarly, according to the director, the department’s
authority is 1limited to vreminding the regional centers of their
responsibility to pursue all sources of funds and encouraging them to
work with the other representative payees and family members to achieve

an acceptable result.
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Unnecessary and Uncollected Loans

As stated earlier, a regional center should use all of the
third-party benefit monies that it receives each month on behalf of a
client to pay for services that the client receives in the same month.
If the amount that the regional center receives from a third-party
source for a client in a particular month is less than the usual amount
received for that client, or if the regional center does not receive
the benefits before it needs to pay the client’s provider, the regional
center’s computer system automatically advances state funds or "sets up
a loan" for the client in the amount of the benefits expected. When
the regional center receives the late check, it should repay itself,
thus relieving the Tloan. When a benefit check received is less than
the amount expected and the regional center later determines that the
client’s benefit amount has been decreased, the regional center should
collect the amount that it received and write off the remainder of the

Toan.

We reviewed the accounts of 34 RCEB clients who had high
account balances or multiple Toan transactions and found that the RCEB
had made Toans to 32 of these clients to cover the purchase of client
services. As of April 19, 1988, 11 of these 32 clients had 29
outstanding Tloans totaling $5,933. In reviewing the outstanding Toans
to these 11 <clients, we determined that 22 of these loans totaling
$5,074 were unnecessary; the amounts of these unnecessary loans ranged

from $33 to $558. For each of these 11 clients, before the loans were
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set up, the regional center had received the benefit income for the
service periods that the loans covered. Instead of using the benefit
income, the RCEB paid for the services with state funds and
unnecessarily set up Toans, leaving the $5,074 in benefit income in the
client accounts. Since we only reviewed outstanding Toans, we did not
determine how many other unnecessary loans these clients had received

that had already been repaid.

Furthermore, once the RCEB makes a loan, whether the loan is
necessary or unnecessary, it does not monitor the client accounts to
repay itself for the 1loans. For the 11 clients that we reviewed who
had outstanding Toans, $4,448, 75 percent of the total outstanding loan
amount, was for Tloans that were at least six-months old; for each of
these Tloans, the RCEB has received the third-party benefits for the
service period that the Tloans were made to cover. For example, one
client has an outstanding Tloan of $263 yet héd received benefits of
$592 for the time period that the loan covered. For the 11 accounts
that we vreviewed, vrather than applying the benefits to relieve the
loans, the regional center Teft the $4,448 in benefit income in the

individual client accounts.

Additionally, the RCEB’s records show that the regional center
made Toans to 543 clients from May 12, 1986, through April 7, 1988. As
of April 1988, 211 (39 percent) of these clients had outstanding Toans

that were more than one-year old; the dollar value of these loans is
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$128,298. In a review of the RCEB in November 1987, the department
noted that the RCEB’s outstanding Tloan balance is eight-to-ten times

greater than the average for regional centers.

Because the RCEB is making unnecessary loans and not
collecting repayment of the Toans that it has made, the State is paying
for services that should be paid for with third-party benefits that the
clients receive. Also, because the vregional center is making
unnecessary Tloans and not collecting repayment for these loans, the
regional center has fewer funds to spend on services for other
clients. Furthermore, the client accounts earn interest on the monies

held in those accounts instead of the State earning the interest.

The RCEB has unnecessarily made loans to clients and has not
collected repayment for loans because, according to the chief financial
officer of the RCEB, the RCEB employees responsible for the client
accounts do not know how to perform the appropriate transactions and
failed to post correct amounts to accounts even though they received
training 1in this area. Additionally, RCEB staff members do not
understand how to use the automated system for maintaining client
accounts because manuals for the automated system were not made
available to the staff members by prior RCEB management. As a result,
the RCEB staff were not closely monitoring client accounts and
performing maintenance on these accounts to ensure that the balances
were accurate and that either the regional center was reimbursed for

loans made to clients or the loans were written off.
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Regional Centers Risk Losing
Clients’ Third-Party Benefits

At least four regional centers have not ensured that the
individual client account balances do not exceed the amount that would
disqualify the clients for SSI/SSP benefits. According to federal law,
clients with accounts exceeding a set amount are not eligible to
receive SSI/SSP benefits. Presently, the 1imit on the account balance
for single individuals dis $1,900, but throughout the period of our
review, 1986 through 1987, the Timit was $1,700 in 1986 and $1,800 in
1987.

One of the regional centers that we visited, the DDC,
monitored the client account balances to ensure that clients remained
eligible for SSI/SSP benefits. To prevent the accounts from exceeding
the maximum allowed so that the clients can retain their SSI/SSP
benefits, this regional center monitors client accounts. It also
encourages clients to purchase items that they may need or enjoy like

clothes, stereos, televisions, or outings.

The other regional center we visited, however, has not
monitored the client accounts, and, as a result, many accounts exceed
the maximum  amount. According to the department, as of
November 1, 1987, approximately 400 (85 percent) of the 473 client
accounts maintained by the RCEB had balances exceeding $1,500.

Sixty-five of the account balances exceeded $5,000. We estimate that
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93 percent of the RCEB clients receive SSI/SSP and, therefore, would be
at risk of Tlosing their benefits if their accounts exceeded the limit

placed by federal law.

At least three other regional centers also have not monitored
the balances of client accounts. In 1985, the department discovered
that the San Andreas Regional Center had 134 individual client accounts
with balances in excess of the 1imit established by federal law. In
May 1986, the Office of the Auditor General reported in "A Review of
Allegations of Service Disruptions for Developmentally Disabled Clients
of the San Gabriel Valley Regional Center, P-573," that 320 clients
were in danger of losing their eligibility for SSI/SSP because the
San Gabriel Valley Regional Center had allowed client accounts to
exceed the T1imit established by the SSA. In 1987 the department
determined that the balances of over 300 client accounts at the South
Central Los Angeles Regional Center exceeded the federal 1imit, thereby

jeopardizing the clients’ continued eligibility for benefits.

When the regional center allows the client accounts to exceed
the maximum designated by federal Taw, it risks losing the clients’
benefits. When clients lose SSI/SSP benefits, the State must pay for
more of the clients’ care than when clients are receiving SSI/SSP
benefits.  Furthermore, the clients with high account balances may have
to vrepay the SSA the amount of benefits incorrectly received in the
past. For example, based on a client account balance as stated by the

RCEB, one client could be required to repay the SSA up to $11,557
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because the <client received this amount in SSI/SSP benefits after his
account exceeded the 1imit set by the SSA. However, because the RCEB
has not maintained accurate client accounts and because some client
accounts contain state funds, this client account balance is very
l1ikely incorrect and overstated. If the client account were corrected,
the amount subject to repayment to the SSA could be significantly Tess
than $11,557.

CONCLUSTON

The quality of fiscal management varies among regional
centers. Although some regional centers reviewed have been
found to have adequate fiscal controls, other regional centers
have poor controls over state and client assets. Since 1985,
at Teast 5 (24 percent) of the 21 regional centers have been
identified as having serious fiscal management deficiencies.
Without adequate fiscal controls, the regional centers cannot
ensure accountability for or proper expenditure of state and
client funds. The frequency and variety of control weaknesses
identified at regional centers indicate that the regional
centers are vulnerable to Tlarge dollar Tlosses. Similar
weaknesses have resulted in Targe dollar losses in other state

programs.
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Additionally, at 1least seven regional centers do not ensure
the most efficient use of state funds to provide client
services. Regional centers inappropriately use state funds to
purchase services for clients when clients receive monies for
these services from third-party sources. Instead of using the
third-party benefits to purchase client services, the regional
centers allow these benefit monies to accumulate in individual
client accounts. Because regional centers do not properly
manage client benefits from third-party sources, the State
pays more for client services than necessary, and therefore,

fewer funds are available for additional services.
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CHAPTER I1I

THE DEPARTMENT OF DEVELOPMENTAL SERVICES
NEEDS TO IMPROVE ITS OVERSIGHT OF
FISCAL OPERATIONS AT THE REGIONAL CENTERS

The department has not ensured that all vregional centers
properly account for or spend state funds for the developmentally
disabled.  Although the department is presently taking steps to improve
its oversight of fiscal operations at the regional centers, the
department discontinued fiscal audits of regional centers in 1985; at
that time the department had conducted audits of fiscal operations at
the regional centers through fiscal year 1982-83. In addition,
although it has required the regional centers to submit independent
audit reports on the centers’ fiscal operations, the department has not
followed wup on the deficiencies identified in these reports. Also, the
department has been slow to use the monitoring capabilities of the
Uniform Fiscal System (UFS), an automated accounting system, to assess
the condition of the regional centers’ fiscal operations. Moreover, it
has not provided the regional centers with sufficient technical
assistance in using the UFS. Finally, the department has not ensured
that all regional centers have proper inventory controls over state
property. In the Tast three years, at least five regional centers have
had serious fiscal management problems as described in Chapter I of

this report.
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The department is taking steps to improve its oversight of the
regional centers’ fiscal operations. Specifically, the department
plans to resume on-site audits of the regibna] centers’ fiscal
operations by August 1988. Additionally, in March 1988, the department
trained staff in its audit branch to use the UFS as a tool to monitor
fiscal operations at the regional centers. In October 1987, the
department also established a unit to provide the regional centers with
technical assistance 1in using the UFS. In November 1987, it provided
select regional center staff with additional training in the
maintenance of client accounts. Finally, since fiscal year 1986-87,
the department has included in its annual contracts with the regional
centers provisions to increase the centers’ accountability for state

funds.

THE DEPARTMENT HAS PROVIDED ONLY
LIMITED OVERSIGHT OF FISCAL
OPERATIONS AT REGIONAL CENTERS

Section 4631 of the Welfare and Institutions Code states that
the department’s contract with regional centers shall require strict
accountability for and vreporting of all revenues and expenditures of
regional centers. Section 4780.5 of the Welfare and Institutions Code
also makes the department responsible for auditing funds made available
to regional centers through the Lanterman Developmental Disabilities

Services Act.
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Problems With Fiscal
Audits of Regional Centers

The department has not conducted fiscal audits of regional
centers since fiscal year 1982-83 although it has conducted special
reviews at 4 (19 percent) of the 21 regional centers in response to
specific problems arising at those centers. For example, the
department decided to conduct a special review of the South Central -
Los Angeles Regional Center after the department became aware of other
problems at the regional center including client deaths occurring in
1985 and 1986, an arrest in 1986 of one of the center’s case managers,
and problems identified in the department’s 1986 reviews of the
center’s services to clients. The other three regional centers
reviewed by the department were the San Gabriel Valley Regional Center,
the San Andreas Regional Center, and the Regional Center of the East

Bay.

Until 1985, the department’s policy was to conduct a yearly
fiscal audit of each regional center to review the center’s accounting
and internal control systems. However, as we reported in an earlier
report entitled "The State Department of Developmental Services’
Administration of the Program for the Developmentally Disabled Needs
Improvement," Report P-007, June 1981, the department was not prompt in
conducting fiscal audits of regional centers. When the department was
established in July 1978, it assumed a two-year backlog of regional

center audits, and it had been unable to reduce that backlog as of
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June 1981 primarily because personnel responsible for auditing were
also assigned other projects, and the audit section had been

understaffed.

When the department discontinued its annual fiscal audits in
1985, it had performed these audits of regional centers through fiscal
year 1982-83. The department discontinued routine fiscal audits, in
part, because it had a backlog of fiscal audits. Additionally, the
department was dissatisfied with the audit program that it was using at
that time and wanted to design a more comprehensive format. Also, the
department vrequired the regional centers to begin using the UFS in 1984
and decided to allow the regional centers time to adjust to the new

system before it conducted further fiscal audits.

In place of the annual fiscal audits by the department, in the
department’s  1985-86 contracts with the regional centers, the
department began requiring annual audits of regional centers by
independent accounting firms. The department first required these
audit reports for fiscal year 1984-85. The contract specifies only
that the scope of the audits is to prepare audited financial

statements.

As of April 1, 1988, the department should have received the

independent audit reports for fiscal year 1986-87; however, it has yet

to follow up on internal control and fiscal management weaknesses
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reported in the audit reports for fiscal years 1984-85 and 1985-86.
Although the department’s audit branch has reviewed the audit reports
for fiscal years 1984-85 and 1985-86, it has not conducted any on-site
follow-up to ensure that the regional centers have corkected the
deficiencies identified in the audit reports. For example, the
independent audit report submitted by one regional center for fiscal
year 1985-86 noted, among other things, that the center’s internal
controls were limited, separation of duties was lacking, and accounting
personnel did not understand some accounts. Yet the department’s audit
branch has not conducted a fiscal audit at this regional center to

ensure that the deficiencies were corrected.

The department has not followed up on deficiencies identified
in the independent audit reports because, according to the department’s
assistant director for the Program Assessment Division, the department
believes these reports to be indicators of only potential problems and
is waiting until >it conducts on-site fiscal audits of the regional
centers to verify the reported deficiencies. The department expects to

begin on-site reviews of regional centers in August 1988.

Another problem 1in the current use of the independent audit
reports for monitoring regional centers is that the reports do not
always include an evaluation of the regional centers’ accounting and
internal control systems. Only four (50 percent) of eight regional

centers’ audit reports for fiscal year 1985-86 included a statement
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evaluating the regional centers’ internal confro]s. Without this
information, the department cannot ensure that the regional centers
have adequate controls to manage the millions of dollars that they
administer for the State and their clients. Further, the independent
audit firms use widely varying levels of detail in the reports, and
items within the financial statement categories are not uniform.
Consequently, the department’s audit branch staff must spend a
significant amount of time just determining what is included in each of

the audit reports.

UFS Not Used To Monitor Regional Centers

The department has been slow to use the monitoring
capabilities that it has through the UFS, the automated accounting
system used by the regional centers, to assess the fiscal operations of
the regional centers. The UFS was developed in response to legislation
in 1977 that required uniform and consistent services, funding, and
administrative practices in the regional centers throughout the State.
Furthermore, the 1legislation states that the department shall adopt
requlations prescribing a systematic approach to administrative
practices and procedures and a uniform accounting system, budgeting and

encumbrancing system, and reporting system.
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The department contracted with a consulting firm to develop
and install the UFS to perform the functions required by the
legislation. In 1984, the consulting firm installed most of the
system, and in July 1986, the consulting firm installed the portion of
the system pertaining to the maintenance of client accounts. At least
monthly, the regional centers transmit to the department an update of

certain records from the regional centers’ automated accounting system.

Since the department has had access to the automated records,
it has had the capability to review the financial reports of the
regional centers. The department could review the account balances of
client accounts, the number and age of outstanding loans to clients,
whether regional centers apply all benefits received to the cost of
services provided to clients, and the status of operation fund
accounts. The automated records also offer other measures that would
indicate the regional centers’ performance. For example, the
department could compare subsidiary account totals to control account
totals to identify potential problems. The department could also
periodically generate a Client Status Listing report for each regional
center and review it to ensure that the regional centers are
maintaining the balances in their client accounts below the limit that
would disqualify clients for benefits from the Social Security
Administration. Reviewing these reports would indicate to the audit
branch  which regional centers might be having fiscal management
problems or problems using the UFS and would, therefore, need

additional vreview or assistance. However, the department did not train
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audit branch employees to use the UFS for monitoring purposes until
March 1988. As a result, the audit branch, which is responsible for
conducting fiscal and compliance audits of regional centers and their
service providers, did not use the UFS for routine monitoring of

regional centers until after March 1988.

Limited Oversight Results in a
Lack of Fiscal Accountability
and Increased State Costs

Because the department has neither conducted its own reviews
of fiscal operations at the regional centers nor responded to their
independent audits, the department cannot ensure that the regional
centers have adequate controls to provide fiscal accountability, nor
can it ensure that they use state and client funds efficiently and
appropriately. And, as described in Chapter I of this report, in the
last three years, at least 5 of the 21 regional centers have had
serious fiscal management problems. By increasing its oversight of the
regional centers, the department could decrease the extent of these

fiscal management deficiencies.

For example, as noted in Chapter I, our current review shows
that the RCEB has been seriously deficient in its management of client
accounts. The RCEB’s previous problems 1in this area were serious
enough that, in 1985, the department had to contract with an
independent consulting firm to perform work on the RCEB’s client

accounts. However, the department did not provide continued oversight
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of the center’s operations to ensure that the RCEB was correcting its
previous problems. The department did not uncover the continuing
problems with the client accounts until November 1987 when it performed

a special fiscal review of portions of the RCEB’s operations.

Similarly, as noted 1in Chapter I, in February 1987, the
department found fiscal managemept deficiencies at the South Central
Los Angeles Regional Center (SCLARC) severe enough to result in the
firing or vresignation of the center’s top managers and their temporary
replacement with department staff. The department had found similar
internal control deficiencies at  SCLARC in November 1982 and
October 1980 but had not ensured that the internal control and

accounting deficiencies were corrected.

Fiscal management weaknesses in the regional centers have also
resulted in increased costs to the State. For example, at least six
regional centers do not use all client benefits from third-party
sources to pay for c<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>