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The Joint Committee on Government and Finance:

In compliance with the provisions of the West Virginia Code, Chapter 4, Article 2, as amended, we
conducted a post audit of Bureau of Child Support Enforcement (BCSE). This report is limited in scope
and includes all programmatic activities of the BCSE centering on the collection, documenting and
disbursement of child and spousal support payments during state fiscal year 2010. Certain expenditures
and support related activities conducted by BCSE are calculated or conducted on the basis of the federal
fiscal year. Accordingly, we audited such expenditures and activities for federal fiscal year 2010
(October 1, 2009 — September 30, 2010). Also, we conducted audit procedures for the period of July 1,
2011 through February 29, 2012 related to the use of state-owned vehicles assigned to BCSE. A prior
report on the general administration of the BCSE, including personnel and general expenditures, and
other aspects of the BCSE related to the administration of the agency, was previously presented to the
Post Audits Subcommittee on January 10, 2011. This audit was undertaken at the behest of the
Legislative Auditor.

We have conducted our audit in accordance with Generally Accepted Government Auditing Standards
except for the organizational independence impairment discussed in the Objectives and Methodologies
section. Our audit disclosed certain findings which are detailed in this report. Findings that were
deemed inconsequential to the financial operations of the agency were discussed with management.
Bureau of Child Support Enforcement management has responded to the audit findings; we have
included the responses at the end of the report.

Respectfully submitted,

Stacy L. Sneed, CPA, CICA, Director
Legislative Post Audit Division
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WEST VIRGINIA
BUREAU OF CHILD SUPPORT ENFORCEMENT

EXECUTIVE SUMMARY

Finding 1

Finding 2

Bank Account Reconciliations

The BCSE does not perform complete reconciliations of its J.P. Morgan Chase
(JPMC) Operating and Manual Processing accounts. The BCSE’s reconciliation
procedures for these accounts do not include reconciling to the bank
statements, nor do they include reconciling end-of-period book balances to
bank balances for any given period of time—monthly or otherwise. In addition,
no reconciliations or even reviews of bank statements were performed on the
BB&T accounts during state fiscal year (SFY) 2010, which apparently resulted in
the BCSE being unaware of three erroneous charges totaling $281.94.
Approximately $212 million was receipted and disbursed through the JPMC
bank accounts during SFY 2010. The month ending balances in these two
accounts during fiscal year 2010 averaged approximately $19.5 million. There
was very little disbursement and receipts activity in the BB&T accounts during
SFY 2010; however, the BB&T operating and manual processing accounts held
on average approximately $1.87 million and $707,000.00, respectively, during
SFY 2010.

Recommendation

We recommend the BCSE comply with the STO’s Outside Bank Accounts Policies
and Procedures manual and W.V. Code §5A-8-9. We also recommend that
reconciliation and review procedures be performed for all bank accounts
regardless of the level of activity contained within the accounts. We further
recommend BSCE consider the feasibility of upgrading their accounting records
so practical account information can be efficiently accessed so as to permit the
performance of complete bank account reconciliations, including reconciliation
of account balances from bank ledgers to the bank account balances reflected in
BCSE records.

Spending Unit’s Response

See Appendix B.
Commingled Bank Accounts

The BCSE maintains two bank accounts with JP Morgan Chase (JPMC) bank as
follows: The “Operating” account is used for the receipt and distribution of
regular child/spousal support payments and the “Manual Processing” account is
used for transactions other than the typical receipt and disbursement of
child/spousal support. During our audit we noted there were no records
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Finding 3

maintained by BCSE that indicated the source of monies held in the accounts
and, consequently, we were unable to determine if monies were deposited in a
manner that conformed to the designated purpose for each account. Also,
during fiscal years 2009 and 2010 $2.5 million was transferred from the manual
processing account to the operating account resulting in a commingling of
manual processing monies with operating monies.

Recommendation

We recommend the BCSE comply with W.V. Code §48-18-105, as amended, and
W.V. Code §5A-8-9. We further recommend the BCSE develop and implement
accounting records that document the source and nature of funds held in each
of their bank accounts. We also recommend the BCSE develop internal controls
whereas the segregation of manual processing monies from operating monies is
maintained. Given the significance of the monies processed and held in the
accounts, we believe it would be prudent for the BCSE to consider developing
accounting procedures that meet basic, widely accepted standards of
accountability in documenting the source and the character of the deposits held
in its bank accounts.

Spending Unit’s Response

See Appendix B.
Unsupported Transfers Totaling $1,557,064.

The West Virginia State Tax Department intercepts state tax refunds for
taxpayers who owe arrearages and deposits these monies into BCSE’s Support
Enforcement Program Fund (Fund 5075). During fiscal year 2010, DHHR made
five transfers totaling $1,557,064 from Fund 5075 to DHHR’s General
Administration Federal Funds account (Fund 8722). However, BCSE and the
DHHR were unable to provide us with adequate supporting documentation
justifying these transfers. Further, BCSE could not provide documentation
showing an adequate audit trail in order for us to determine if the monies
where properly allocated.

Auditor’s Recommendation

We recommend the DHHR and the BCSE comply with W. V. Code §48-18-105, as
amended, and ensure there are adequate supporting documentation necessary
to justify the transfers of State tax refunds to the State’s federal funds account.

Spending Unit’s Response

See Appendix B.



Finding 4

Finding 5:

Recordkeeping & Collection Procedures for BCSE Accounts Receivables

We noted BCSE records do not sufficiently document and track accounts
receivables; therefore, we were unable to determine the amount of outstanding
receivables. However, in March 2008, the BCSE wrote off as uncollectable
approximately $1.87 million in receivables that originated within a three-year
period of 1995 through 1997. We noted the BCSE repayment procedures do not
fully employ adequate measures permissible under Federal and State laws and
guidelines to effectively recoup receivables.

Recommendation

We recommend the BCSE comply with W.V. Code §48-15-105, as amended, and
§48-14-404, as amended. We also recommend BCSE employ those collection
methods permitted by the Federal Office of Child Support Enforcement’s Action
Transmittal 97-13 and clarified in their Policy Interpretation Question PIQ-02-01.
Finally, we recommend the BCSE implement a comprehensive procedure that
ensures appropriate record keeping.

Spending Unit’s Response

See Appendix B.
Also, See Appendix A for Auditor’s Comments to Response.
Inadequate Documentation Policies

In 26 of the 115 cases we tested for proper and complete documentation, we
noted one or more instances where documents either were missing,
incomplete, or unauthorized. Also, we noted instances in which notations of
actions taken were not made to case files. Assuming our test results for our
sample are reflective of the entire population of approximately 281,000 closed
and current support cases, we estimated approximately 60,000 cases will have
at least one pertinent document not included in the case files.

Recommendation

We recommend the BCSE comply with W.V. Code §48-18-105, as amended, and
the Code of Federal Regulations Title 45 Section 302.15 and ensure the BCSE
implement adequate documentation policies and internal controls governing
the maintenance, administration, and monitoring of these case files. Also, we
recommend the BCSE ensure all computerized systems relied upon to serve as a
case system of record include the final authorized version of any documents
generated. Finally, we recommend the BCSE review their document retention
schedule to reflect the addition of new information systems since this schedule
was last revised in November of 2005.



Finding 6

Finding 7

Spending Unit’s Response

See Appendix B.
Also, See Appendix A for Auditor’s Comments to Response.
Inadequate Monitoring of PSI Contract

BCSE did not adequately monitor the contract of vendor, Policy Studies Inc. (PSI)
during our audit period. PSI did not provide required financial documents to the
BCSE and BCSE also did not maintain sufficient documentation to support
meetings conducted, and, has not notified the vendor in writing of problem
areas (through an “Alert Letter”) since 2007. Without adequate documentation
of contract monitoring, the risk of terms not being met increases. Also, due to
inadequate monitoring, during federal fiscal year 2007 incentives were overpaid
to PSI by $50,662. In addition, due to lack of records, we were unable to
determine if some incentives and penalties were correctly calculated resulting in
our inability to confirm if amounts paid PSI based on these calculations were
correct.

Auditor’s Recommendation

We recommend BCSE monitor vendor performance and ensure correct amounts
are paid to PSI. We also recommend BCSE pursue collection of the $50,662.
Finally, we recommend the BCSE clarify the ambiguous language as reflected in
Section 3.2.5 of the contract regarding the amount of annual collections.

Spending Unit’s Response

See Appendix B.
Also, See Appendix A for Auditor’s Comments to Response.
Lack of Adequate Adjustment Processes

We noted the following exceptions related to the BCSE’s adjustment process as
follows: (1) The BCSE’s Disbursement Unit (DU) does not currently have
comprehensive written procedures governing the process of pulling checks or
the process of writing checks payable to the BCSE from the BCSE in order to
accomplish an adjustment to a case; (2) Adjustments effectuated by the
preparation of checks payable to the BCSE from the BCSE creates, in effect, an
artificial disbursement booked in the accounting records; (3) When adjustments
are either performed by pulling checks written to a caretaker (CT), or checks are
written by the BCSE payable to the BSCE, it is necessary to subsequently void
these checks. Rather than deface the checks and maintain them in the records,
the BCSE’s procedure calls for shredding these checks. However, the DU did not
maintain copies of these shredded checks. During state fiscal year 2009, the

-4 -



Finding 8

Finding 9:

Condition:

amount of pulled checks totaled approximately $580,000 and checks written to
BCSE by BCSE in order to adjust case balances totaled approximately $1,800.

Auditor’s Recommendation

We recommend the BCSE comply with W.V. Code §48-18-105, as amended. We
recommend the BCSE develop and document detailed and comprehensive
procedures covering all facets of the adjustment process. We recommend the
BCSE coordinate with DHHR-MIS to implement an adjustment process within
the OSCAR system that eliminates the need to create faux disbursements in
order to accomplish some account adjustments. Finally, we recommend such
checks be properly voided and these checks either be maintained, or such
checks be scanned prior to their destruction.

Spending Unit’s Response

See Appendix B.
Funds Not Seized

The BCSE is not seizing all available amounts to satisfy arrearages. The BCSE
currently has available to it the Financial Institution Data Match (FIDM) method.
This method allows for the BCSE to initiate seizure of assets held by Non-
custodial Parents (NCP). These assets could be assets/moneys held in bank
accounts, brokerage accounts, or other types of financial accounts. We noted
during our testing of procedures related to enforcement, in six cases the BCSE
did not attempt to seize funds that would have resulted in the collection of
$4,180.75 in support arrearages.

Auditor’s Recommendation

We recommend the BCSE comply with West Virginia Code 48-18-105, as
amended, and ensure that methods as allowed by West Virginia Code 48-18-124
are implemented. Also, we recommend the BCSE pursue collections of
arrearages owed to its clients and the state from available balances as noted by
the OSCAR system.

Spending Unit’s Response

See Appendix B.

Also, See Appendix A for Auditor’s Comments to Response.

Inadequate Procedures Governing the Enforcement of Liens

We tested 200 support cases and noted BCSE had liens imposed on NCPs for 63

of these cases as a means to collect support arrearages. We noted seven of
these cases had eight liens (one case had two liens imposed) that were not
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Finding 10

Condition:

removed promptly after the arrearages were satisfied. These liens have
remained active an average of 823 days after the satisfaction of the support
arrearages. Only one lien was released as of 06/18/2012, the last date of
auditor verification. For the seven liens that were not released, the last
verification date was used to calculate the number of days the liens remained
active after satisfaction of support arrearage.

Auditor’s Recommendation

We recommend the BCSE comply with W.V. Code §48-1-234, §48-1-235,
§48-14-211, and §48-14-305, as amended, and develop internal controls
that ensure liens are released promptly after arrearages and interest are
paid.

Spending Unit’s Response

See Appendix B.
Monitoring of Accounts Maintained with BB&T

We noted both Branch Banking and Trust (BB&T) accounts maintained by the
BCSE had not been effectively monitored or controlled. During state fiscal year
2010, the operating and manual processing accounts maintained with BB&T
held on average approximately $1.87 million and $0.71 million, respectively. The
bulk of the approximately $200 million dollars of receipts were processed
through the accounts maintained with JPMC. We noted:

e There was no valid contractual agreement specifying the purpose or use of
these bank accounts;

e There was no documented agreement in effect regarding the rate to be
charged by BB&T for conducting support records research;

e Service charges assessed for these accounts were not itemized and could
not be recalculated.

Auditor’s Recommendation

We recommend the BCSE comply with W.V. Code §48-18-102, as amended, and
with the West Virginia Purchasing Handbook. We recommend the BCSE ensure
that all future expenditures are made through valid legal contracts when
deemed appropriate by West Virginia Code and by policies promulgated by the
West Virginia Purchasing Division.



Finding 11:

Condition:

Finding 12

Spending Unit’s Response

See Appendix B.
Monitoring of State-Owned Vehicles.

The BCSE is not maintaining adequate documentation or control over its state
owned vehicles. We noted per our review the following exceptions related to
the use of State Vehicles:

o Mileage logs were not maintained for any of the seven (7) vehicles leased to
BCSE.

e The BCSE/DHHR did not validate drivers’ licenses prior to allowing employees
to operate state-owned vehicles.

e One vehicle did not have the required State decal. All new vehicles (model
year 2011 or newer) are required by Legislative rule to be marked with either
the seal of the State of West Virginia or the seal or the insignia of the state
agency.

Auditor’s Recommendation

We recommend the BCSE/DHHR comply with all the DOA Legislative Rules and
require the use of mileage logs for state-owned vehicles, periodically validate
driver’s licenses of employees prior to allowing them to operate state-owned
vehicles, and ensure that state-owned vehicle decals are attached on those
vehicles that are required to have such decals.

Spending Unit’s Response

See Appendix B.
PayConnexion Receipts not Adequately Tracked.

The BCSE did not receive adequate documentation of amounts applied to their
bank account. We noted the following exceptions:

e All of the transactions tested involving the Pay Connexion service used by
JPMC to process support payments made by credit card, debit card, e-
checks, and other electronic payment methods could not be traced due to
missing documentation.

e The BCSE did not receive adequate documentation of the composition of
credits applied to their main JPMC operating account totaling approximately
$2.5 million dollars over a two (2) month period.



Finding 13

Auditor’s Recommendation

We recommend the BCSE comply with W.V. Code §48-18-105, as amended, and
ensure bank contract terms require bank statements with sufficient details
necessary to disclose the source of all receipts.

Spending Unit’s Response

See Appendix B.
Missing Documentation

The BCSE currently uses a process that included both optional and mandatory
referrals. Optional referrals are those in which one (or both) parties requests
the services of the BCSE using either an application printed from the Internet or
one prepared with the help of the caseworker during an interview at a field
offices. Mandatory referrals are those made by another state agency, such as
the Bureau of Children and Families (BCF), in which one of the parties has
received some type of assistance through the agency. In these cases, the state
will refer the cases using interfaces between each agency’s information systems.
We have noted the following exceptions regarding this process below:

e We noted for 15 of the 320 cases tested were not supported by an
application or referral.

e We noted after review, 35 of 248 IV-A' cases showed the case initiation date
was significantly before the referral date per the RAPIDS system. When
projected this equals approximately 18,132 cases in the OSCAR system.

Auditor’s Recommendation

We recommend the BCSE comply with W.V. Code §48-18- 105, as amended, and
ensure documentation necessary to determine if support orders and
applications/referrals were inputted in a timely manner are maintained. Also,
we recommend the BCSE comply with Title 45, Part 303, Section 02, Subpart b
of the Code of Federal Regulations and ensure records are maintained
documenting applications have been entered within 20 days as required.

Spending Unit’s Response

See Appendix B.

Also, See Appendix A for Auditor’s Comments to Response.

IV-A cases refer to Temporary Assistance for Needy Families (TANF). These cases are referred by the Bureau of Children and Families (BCF) as
a result of a TANF applicant having a need to establish a support order. It is required by WV law that the TANF applicant assign their support
rights over to the state to allow for the state to recoup some of the cost of assistance.
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Finding 14

Finding 15

Condition:

Inadequate of Segregation of Controls

We noted incompatible duties in receipts processed through the manual
processing account. For these receipts, one BCSE employee was responsible for
the initial receipt of manual processing monies, for entering the payments into
the accounting records, and for depositing the receipts into the bank account.
This employee was also responsible for processing refunds for certain cases.
The BCSE was unable to provide any records documenting the performance of
external reviews of this employee’s work. Approximately, $1.16 million was
deposited into the manual processing account during state fiscal year 2010.

Auditor’s Recommendation

We recommend that BCSE comply with W.V. Code §5A-8-9(b) and strengthen
internal controls to help reduce the risk of skimming or theft. This can be
achieved by assigning another employee(s) who could help implement controls
such as authorizations, reconciliations, and review or oversight of work.

Spending Unit’s Response

See Appendix B.
Special Handled Checks.

While reviewing BCSE disbursements for State Fiscal Year (SFY) 2009, we noted
the DHHR Finance Division processed 96 checks by “special handling;” whereas,
the expenditures were either exclusively paid from BCSE accounts, or the
expenditures were allocated in part to BCSE funds in combination with funds of
other DHHR bureaus and divisions. We believe the DHHR did not have sufficient
reasons in order to justify the “special handling” 81 of these checks totaling
$186,171.

Auditor’s Recommendation

We recommend the DHHR and the BCSE comply with W.V. Code §5A-8-9 and
W.V. Code §12-3-1a, as amended, and avoid processing payments by “special
handling” unless circumstances justify such processing.

Spending Unit’s Response

See Appendix B.

Also, See Appendix A for Auditor’s Comments to Response.



WEST VIRGINIA
BUREAU OF CHILD SUPPORT ENFORCEMENT

INTRODUCTION

POST AUDIT AUTHORITY

This is a report on the post audit of the West Virginia Bureau of Child Support Enforcement (BCSE). This
audit report includes all programmatic activities of the BCSE centering on the collection, documenting
and disbursement of child and spousal support payments. This audit report also covers activities
conducted by both the BCSE and DHHR centering on the proper use of State Vehicles during a portion of
the 2012 State Fiscal Year. The audit was conducted pursuant to Chapter 4, Article 2 of the West Virginia
Code, as amended, which requires the Legislative Auditor to “make post audits of the revenues and
funds of the spending units of the state government, at least once every two years, if practicable, to
report any misapplication of state funds or erroneous, extravagant or unlawful expenditures by any
spending unit, to ascertain facts and to make recommendations to the Legislature concerning post audit
findings, the revenues and expenditures of the state and of the organization and functions of the state
and its spending units.”

BACKGROUND

In 1975, Congress passed P.L. 93-647 establishing the Federal Child Support Enforcement program as
Title IV-D of the Social Security Act. (42 U.S.C. §§ 651 et seq., and Title IV-D §§ 451 et seq. of the Social
Security Act) Title IV-D and its subsequent amendments contain the requirements for the Child Support
Enforcement program. The Federal Office of Child Support Enforcement (OCSE) is part of the U.S.
Department of Health and Human Services. Although, the primary responsibility for operating child
support enforcement programs is placed on the States; the OCSE provides assistance to the States in
developing, managing, and operating their respective child support programs.

In 1976, the child support program under Title IV-D of the Act began operating in West Virginia. West
Virginia’s Bureau for Child Support Enforcement (BCSE) is located within the Department of Health and
Human Resources. It is the office which has been designated as the single State agency to administer
and operate the State’s IV-D Program. The program is provided in all 55 counties of the State. The BCSE
processes approximately $210 million in child and spousal support payments per year by receiving and
processing support payment receipts from non-custodial parents and distributing them to caretakers as
determined and ordered by a Family Law Judge. The majority of West Virginia’s child support laws can
be found in Chapter 48 of the West Virginia Code. Laws pertaining to the BCSE can be found in WV Code
§48-18 et seq.
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WEST VIRGINIA
BUREAU OF CHILD SUPPORT ENFORCEMENT

AUDIT SCOPE

We have audited the West Virginia Bureau of Child Support Enforcement (BCSE). The audit was limited
in scope and included all programmatic activities of the BCSE centering on the collection, documenting
and disbursement of child and spousal support payments during state fiscal year 2010. Certain
expenditures and support related activities conducted by BCSE are calculated or conducted on the basis
of the federal fiscal year. Accordingly, we audited such expenditures and activities for federal fiscal year
2010 (October 1, 2009 — September 30, 2010). Also, we conducted audit procedures for the period of
July 1, 2011 through March 1, 2012 related to the use of state-owned vehicles assigned to BCSE. Our
audit scope included a review of internal control and compliance with laws, regulations, and provisions
of contract agreements. A prior audit was released during January 2011 on the general administration
of the BCSE including personnel, general expenditures, minor contracts, and other aspects of the BCSE
concerned with the administration of the agency. Except for the independence impairment that ensued
when the President of the West Virginia Senate became Acting Governor of West Virginia, we have
conducted our audit in accordance with Government Auditing Standards issued by the Comptroller
General of the United States.

OBJECTIVES AND METHODOLOGIES

The objectives of our post audit were to audit programmatic activities of the BCSE related to the
collection, documenting and disbursement of child and spousal support payments and to audit the use
of state-owned vehicles assigned to BCSE. Our objectives also included reporting any misapplication of
state funds or erroneous, extravagant, or unlawful expenditures, and to ascertain facts and make
recommendations to the Legislature concerning audit findings, the expenditures of the state and of the
organization, and functions of the state and its spending units. This audit was undertaken at the behest
of the Legislative Auditor.

Except for the organizational impairment described in the following paragraph, we conducted this post
audit, which is a performance audit, in accordance with the standards applicable to performance audits
contained in generally accepted government auditing standards. Those standards require that we plan
and perform the audit to obtain sufficient, appropriate evidence to provide a reasonable basis for our
findings and conclusions based on our audit objectives. We believe the evidence obtained provides a
reasonable basis for our findings and conclusions based on our audit objectives. An audit includes
examining, on a test basis, evidence about BCSE compliance with those requirements referred to above
and performing such other procedures, as we considered necessary in the circumstances. Our audit
does not provide a legal determination of BCSE compliance with those requirements.

In accordance with W. Va. Code §4-2, the Post Audit Division is required to conduct post audits of the
revenues and expenditures of the spending units of the state government. The Post Audit Division is
organized under the Legislative Branch of the State and our audits are reported to the Legislative Post
Audits Subcommittee. Therefore, the Division has historically been organizationally independent when



audits are performed on an agency, board, or program of the Executive Branch of the State. However,
this organizational independence was impaired when the President of the Senate became acting
Governor of the State on November 15, 2010, in accordance with W.V. Code §3-10-2. Audits conducted
or completed after this date, but before November 13, 2011, will not comply with Generally Accepted
Governmental Auditing Standards (2007 Revision) sections 3.12 — 3.15. These sections of the auditing
standards assert that the ability of an audit organization to perform work and report the results
objectively can be affected by placement within the governmental organizational structure. Since the
President of the Senate was acting Governor, the Executive Branch had the ability to influence the
initiation, scope, timing, and completion of any audit. The Executive Branch could also obstruct audit
reporting, including the findings and conclusions or the manner, means, or timing of the audit
organization’s reports.

To achieve our audit objectives, we reviewed Chapter 48, Article 18 and Chapter 14, Article 1 of the WV
Code; the US Code of the Social Security Acts IV-D and IV-E; and other applicable rules, regulations, and
policies of BCSE. Provisions we considered significant were documented and compliance with those
requirements was verified by interview, observations of BCSE operations, and through inspections of
documents and records. We obtained the financial information recorded in WVFIMS for the audit
period and conducted audit procedures. We tested transactions and performed other auditing
procedures we considered necessary to achieve our objectives. Additionally, we reviewed the budget,
studied financial trends, and interviewed BCSE personnel to obtain an understanding of the programs
and the internal controls respective to the scope of our audit. In planning and conducting our audit, we
focused on the major financial-related areas of operations based on assessments of materiality and risk.

We did not audit BCSE federal financial assistance programs for compliance with federal laws and
regulations because the State of West Virginia engages an independent accounting firm to annually
review such programs administered by State agencies.

To select transactions for testing, both statistical and non-statistical sampling approaches were used.
Our samples of transactions were designed to provide conclusions about the validity of transactions, as
well as internal control and compliance attributes. Transactions were either randomly selected for
testing or, in some instances were deemed appropriate, by professional judgment.

BCSE written responses to the deficiencies identified in our audit have not been subject to the auditing
procedures applied in the audit of BCSE.

BCSE management is responsible for establishing and maintaining effective internal control. Internal
control is a process designed to provide reasonable assurance that objectives pertaining to the reliability
of financial records, effectiveness and efficiency of operations including safeguarding of assets, and
compliance with applicable laws, rules, and regulations are achieved. Because of inherent limitations in
internal control, errors or fraud may nevertheless occur and not be detected. Also, projections of any
evaluation of internal control to future periods are subject to the risk that conditions may change or
compliance with policies and procedures may deteriorate.

We did not disclose any identifying information concerning employees or vendors within this report in
an effort to protect the privacy and interests of all parties. This lack of disclosure is not significant to the
understanding of this report and should have no impact on the usefulness of the information provided.
All information pertinent to the report has been disclosed.
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This communication is intended solely for the information and use of the Post Audits Subcommittee, the
members of the WV Legislature, and management of BCSE. However, once presented to the Post Audits
Subcommittee, this report is a matter of public record and its distribution is not limited. Our reports are
designed to assist the Post Audits Subcommittee in exercising its legislative oversight function and to
provide constructive recommendations for improving State operations. As a result, our reports generally
do not address activities we reviewed that are functioning properly.

CONCLUSION

BCSE generally had adequate internal controls over the disbursement and receipt of support payments
for both cases subject to the guidelines of the Federally Administered Child Support Program and for
cases not subject to these guidelines. In addition, the BCSE has generally maintained adequate control
over its banking vendor. However, this report includes instances of noncompliance with the West
Virginia Code, the U.S. Code of Federal Regulations, West Virginia Purchasing Policies and Procedures
and provisions of contracts governing services provided by private vendors. A significant majority of the
findings in this report were due either to a lack of procedures governing certain processes, limitations of
the agency’s computerized systems, inadequate records, and inadequate knowledge by agency staff of
applicable laws, rules, regulations and contract provisions.
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WEST VIRGINIA
BUREAU OF CHILD SUPPORT ENFORCEMENT

REPORTABLE COMPLIANCE AND OTHER MATTERS

Finding 1:

Condition:

Bank Account Reconciliations

The BCSE maintained four bank accounts with two vendors during our audit
period (fiscal year 2010). Two accounts were held with J.P. Morgan Chase
(JPMC)—the current contracted vendor for processing support payments. Also,
two additional accounts were held with Branch Banking and Trust (BB&T). BB&T
was the previous contracted vendor for processing support payments. These
accounts were not closed after the contract was rebid and awarded to JPMC in
2005.

Approximately $212 million was receipted and disbursed through the JPMC
bank accounts during state fiscal year (SFY) 2010. The month ending balances in
these two accounts during fiscal year 2010 averaged approximately $19.5
million. The operating and manual processing accounts maintained with BB&T
held on average approximately $1.87 million and $707,000.00, respectively.
There was very little activity in the two BB&T accounts during SFY 2010 beyond
interest earnings and the payment of research “service fees”.

The BCSE performs reconciliation procedures for the JPMC bank accounts;
however, these procedures do not include reconciling to the bank statements,
nor do they include reconciling end-of-period book balances to bank balances
for any given period of time—monthly or otherwise. The reconciliation that is
performed is a daily reconciliation for the previous business day’s receipts and
disbursements. It involves comparing receipt and disbursement reports run
from BCSE’s OSCAR (On-line Support Collections and Reporting) system with
information contained within JPMC’s bank records accessible by the BCSE’s
Chief Financial Officer (CFO) through a web-based portal.

These OSCAR receipt and disbursement records are entered independently of
the bank records; however, they are based on the same source documentation
(e.g., checks received, etc). Although the bank records used by the CFO for the
reconciliation procedure is uploaded by the bank to execute debits and credits
to the BCSE’s bank accounts, it is not synonymous with the actual bank ledger. It
does not necessarily account for all debits made to the bank accounts—
including any adjustments/debits made to the account as the result of non-
sufficient fund (NSF) checks.

Also, as stated earlier, the reconciliation procedure does not reconcile balances
in the bank account to balances in the OSCAR system. In fact, the OSCAR system
is not designed to provide information on overall balances held within the BCSE
bank accounts.



Criteria:

Cause:

In addition, no reconciliations or even reviews of bank statements were
performed on the BB&T accounts during SFY 2010. The decision not to perform
reconciliations was apparently the result of the relatively limited number of
transactions occurring in these accounts. However, we noted during our review
of the debits in the accounts three erroneous, and possibly fraudulent, debits
totaling $281.94. Two payments appear to have been made to a power/utility
company and one payment was made to a cellular telephone company.

The West Virginia State Treasurer’s Office (STO) Outside Bank Accounts Policies
and Procedures manual states in part:

“...IIl. Maintaining Control Over Outside Bank Accounts

A. At the end of each fiscal year, as of June 30 and due by July
31, and at various times determined by the STO, state
agencies maintaining outside bank accounts must provide
the following information:...

2. Bank reconciliations

E. State agencies should maintain as much internal control over
outside bank accounts as possible. Some internal control
suggestions would be:...

3. Accounts should be reconciled on a monthly basis.

4. Reconciliations should be signed by the preparer and

reviewer....” (Emphasis Added)

W.V. Code §5A-8-9 states in part,
“...The head of each agency shall:

(b) Make and maintain records containing adequate and proper
documentation of the organization, functions, policies,
decisions, procedures and essential transactions of the agency
designed to furnish information to protect the legal and
financial rights of the state and of persons directly affected by
the agency’s activities....”

The BCSE stated reconciliations of monthly bank account statements to BCSE
accounting records are not performed. Specifically, for the manual processing
account, the BCSE CFO stated:

“Reconcilement of this account has never been treated as a true
balancing/reconcilement process in part due to the inability of
that account to support traditional distributions.”

There is no efficient and practical way for BCSE to access cash balances within

OSCAR that can be used to reconcile to amounts deposited in BCSE’s bank
accounts. The BCSE has used the OSCAR system since 1994, for the dual
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Effect:

Recommendation:

Spending Unit’s
Response:

purposes of documenting child support case management processes and as a
financial accounting system that tracks child/spousal support receipts and
disbursements from the JPMC bank accounts. The BCSE was unable to
consolidate all of the distribution and receipt information within the system into
a single balance that could be reconciled to the amounts on deposit with the
bank(s), despite consulting with DHHR-MIS?. Also, due to the limitations in the
BCSE’s accounting system, the BCSE is unable to provide adjusted book balances
in order to fully reconcile the accounts.

The four accounts maintained by the BCSE during the audit period contained
well over $200 million with the bulk of the funds residing with JPMC. It is our
opinion the reconciliation performed by BCSE mitigates to some degree the
potential of errors or fraudulent activities. However, we are also of the opinion
the assurance currently provided does not rise to the level of assurance that
would be provided if a complete reconciliation was performed of balances
denoted on bank ledgers to balances recorded in comprehensive BCSE
accounting records—assuming such records existed.

Also, due to limitations in accessing the data contained with the BCSE’s OSCAR
system, the BCSE could not account for differences noted in our proof of cash of
the main JPMC Operating account which included a shortage of over $2.3
million for one month of SFY 2010 and an overage averaging over $812,000.00
per month for the remaining 11 months of that year.

In addition, the BCSE performed no reconciliations on the BB&T accounts. This
apparently resulted in the BCSE being unaware of three erroneous charges
totaling $281.94 all occurring within a three-day period in August 2009.
Although these debits were not significant, it is conceivable material
unauthorized or fraudulent disbursements could have been made from the
accounts and not have been detected since reconciliations or reviews of the
bank statements were not performed.

We recommend the BCSE comply with the STO’s Outside Bank Accounts Policies
and Procedures manual and W.V. Code §5A-8-9. We also recommend that
reconciliation and review procedures be performed for all bank accounts
regardless of the level of activity contained within the accounts. We further
recommend BSCE consider the feasibility of upgrading their accounting records
so practical account information can be efficiently accessed so as to permit the
performance of complete bank account reconciliations, including reconciliation
of account balances from bank ledgers to the bank account balances reflected in
BCSE records.

See Appendix B

1 The West Virginia Department of Human Resources’ Management Information Systems Division. The Division is responsible for administering and

programming the OSCAR system.

-17 -



Finding 2:

Commingled Bank Accounts

The BCSE maintains two bank accounts with JP Morgan Chase (JPMC) bank as
follows:

(1) The “operating” account is used for the receipt and distribution of regular
child/spousal support payments. The majority of payments received by the
BCSE are through this account. The account is managed by JPMC with
oversight conducted by the BCSE.

(2) The “manual processing” account, according to documentation provided by
the WV Office of the State Treasurer, was “..set-up to collect
repayments....” According to BCSE personnel, the account is used for
transactions other than the typical receipt and disbursement of
child/spousal support. Such uses for the account include, but are not
limited to: (a) Support payments that are required by court order to be
applied to obligations in a manner that is inconsistent with the payment
hierarchy programmed in BCSE’s automated electronic accounting system;
(b) Payments used to reimburse the State for expenses incurred in the
support process; (c) Payments or refunds due to non-custodial parents; and
(d) Monies required by legal decree to be reimbursed to the BCSE by certain
non-custodial parents for costs incurred by BSCE in establishing their
paternity.

Each account was set-up for specific purpose according to BCSE and according
to documentation provided by the Office of the State Treasurer. The character
of the monies to be deposited into the JPMC manual processing account is, by
definition, distinct from the character of the monies to be deposited into the
JPMC operating account. In fact, it is our understanding the accounts were set-
up as a way of maintaining the integrity of the monies deposited into each.
However, during our audit we noted there were no records maintained by BCSE
that indicated the source of monies held in the accounts and, consequently, we
were unable to determine if monies were deposited in a manner that
conformed with the designated purpose for each account.

All disbursements initiated by BCSE are made from the operating account even
if a particular disbursement is properly defined as a repayment. It follows that,
subsequent to repayment disbursements made from the operating account,
monies be transferred from the manual processing account to reimburse the
operating account on a dollar-for-dollar basis. This would be done in order to
maintain the integrity of the funds held in each account.

However, the BCSE does not track repayment disbursements made from the
operating account so as to properly reimburse the operating account on a
dollar-for-dollar basis. Rather, monies are simply transferred from the manual
processing account to the operating account on an “as needed” basis. This
practice fails to protect the integrity of the accounts and results in an obvious
commingling of repayment monies deposited in the manual processing account
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Criteria:

Cause:

Effect:

Recommendation:

with operating monies. We noted two such “as needed” transfers totaling $2.5
million were made from the manual processing account to the operating
account during fiscal years 2009 and 2010.

W. V. Code §48-18-105, as amended, states in part:

“General duties and powers of the Bureau for Child Support
Enforcement

..(16) To adopt standards for staffing, record-keeping, reporting,
intergovernmental cooperation, training, physical structures and
time frames for case processing;...” (Emphasis Added)

W.V. Code §5A-8- 9 states in part,
“...The head of each agency shall:

(b) Make and maintain records containing adequate and
proper documentation of the organization, functions, policies,
decisions, procedures and essential transactions of the agency
designed to furnish information to protect the legal and
financial rights of the state and of persons directly affected by
the agency’s activities....” (Emphasis Added)

The BCSE does not currently have accounting books of record that adequately
account for all funds currently on deposit in the JPMC bank . The JPMC
operating account is used to make all distributions. This includes distributions
properly defined as repayments. Transfers made from the manual processing
account to the operating account are not based upon the distributions made
from the JPMC operating account, but are instead done on an “as needed” basis
based upon the operating account balance.

Approximately $212 million was receipted and disbursed through the JPMC
bank accounts during fiscal year 2010. The month ending balances in these two
accounts during fiscal year 2010 averaged approximately $19.5 million. We
believe the lack of accounting records for documenting the source of funds held
in the bank accounts and the practice of transferring monies from one account
to the other, with no consideration of the character of the monies transferred,
increases the risk of monies being erroneously or fraudulently disbursed
without detection.

We recommend the BCSE comply with W.V. Code §48-18-105, as amended, and
W.V. Code §5A-8-9. We further recommend the BCSE develop and implement
accounting records that document the source and nature of funds held in each
of their bank accounts. We also recommend the BCSE develop internal controls
whereas the segregation of manual processing monies from operating monies is
maintained. Given the significance of the monies processed and held in the
accounts, we believe it would be prudent for the BCSE to consider developing
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accounting procedures that meet basic, widely accepted standards of
accountability in documenting the source and the character of the deposits held
in its bank accounts.

Spending Unit’s
Response: See Appendix B
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Finding 3:

Condition:

Criteria:

Cause:

Effect:

Recommendation:

Spending Unit’s
Response:

Unsupported Transfers Totaling $1,557,064.

The West Virginia State Tax Department intercepts state tax refunds for
taxpayers who owe arrearages and deposits these monies into BCSE’s Support
Enforcement Program Fund (Fund 5075). During fiscal year 2010, DHHR made
five transfers totaling $1,557,064 from 5075 to the DHHR’s General
Administration Federal Funds account (Fund #8722). However, BCSE and the
DHHR were unable to provide us with adequate supporting documentation
justifying these transfers. Further, BCSE could not provide documentation
showing an adequate audit trail in order for us to determine if the monies were
properly allocated.

W.V. Code §48-18-105, as amended, states in part:

“General duties and powers of the bureau for child support
enforcement.

In carrying out the policies and procedures for enforcing the
provisions of this chapter, the bureau shall have the following
power and authority:

... (16) To adopt standards for staffing, record-keeping,
reporting, intergovernmental cooperation, training, physical
structures and time frames for case processing;.... (Emphasis
Added)”

As explained by DHHR Grant Management Personnel, the individual
expenditures paid from the monies “swept” or transferred from Fund 5075 to
Fund 8722 are not supported due to the large amount of individual
disbursements.

“Per draft review..., the swept amounts related to Fund 5075
cannot be tied to an individual payment...as we may have 200
payments in WVFIMS and the funding is swept to cover them in
the entirety.”

Without adequate documentation supporting these transfers, we could not
determine if the monies were used in accordance with Federal and State
regulations. The DHHR and BCSE could not provide us with adequate
documentation to justify the transfer of supporting moneys to DHHR’s federal
fund account.

We recommend the DHHR and the BCSE comply with W.V. Code §48-18-105, as
amended, and ensure there are adequate supporting documentation necessary
to justify the transfers of State tax refunds to the State’s federal funds account.

See Appendix B
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Finding 4:

Condition:

Recordkeeping & Collection Procedures for BCSE Accounts Receivables

Due to variety of circumstances incurred in administering the support
enforcement program, the BCSE accumulates accounts receivables due primarily
from caretakers, non-custodial parents and employers of non-custodial parents.
In regards to these receivables, we noted the following:

(1) BCSE records do not sufficiently document and track receivables owed to
BCSE; and

(2) BCSE repayment procedures do not fully employ adequate measures
permissible under Federal and State laws and guidelines to effectively
recoup receivables.

Our conclusions are based on the following:

e The BCSE was unable to provide us with an accounts receivable report.
Therefore, we could not secure a list of debtors, we could not establish the
age of the receivables, nor could we efficiently determine the total amount
of receivables due BCSE for any given point in time;

e The BCSE does not currently have a centralized method of tracking and
preserving all signed repayment agreements.

e The source deemed to be most complete in regards to outstanding
receivables was the Central Auditing Unit’s (CAU) database. However, this
database does not contain all relevant information as noted in the
repayment agreement;

e The BCSE does not currently use all of the collection methods available to it
permitted by either Federal code or West Virginia code to recoup
overpayments. Such available methods not in use by BCSE include:

o Obtaining upfront permission from the CT during the initial
application process whereas the CT agrees to allow the BCSE to
recoup any overpayments made to the CT from subsequent BCSE
receipts of support monies for the case;

o In lieu of such upfront permission, assuming such permission is
granted by default when no response is received within a
reasonable time after a third letter has been mailed to the CT asking
for permission recoup overpayments made to the CT;

o Issuing an income withholding (wage garnishment order) to the CT’s

employer to recoup the amount of an overpayment if certain other
avenues of collection have been tried and prove to be ineffective or
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Criteria:

not applicable. Since this is not an attempt to divert support

payments, the CT’s permission is not required;

W. V. Code §48-18-105, as amended, states in part:

“General duties and powers of the Bureau for Child Support
Enforcement

..(16) To adopt standards for staffing, record-keeping, reporting,
intergovernmental cooperation, training, physical structures and
time frames for case processing;...” (Emphasis Added)

W. V. Code §48-14-404, as amended, states in part:

“...If no arrearage exists with which to offset the overpayment or
the arrearage is not sufficient to offset the overpayment and the
obligee does not enter into a repayment agreement with the
Bureau for Child Support Enforcement, the Bureau for Child Support
Enforcement may issue an income withholding to the obligee's
employer to recoup the amount of the overpayment....” (Emphasis
Added)

The Federal Office of Child Support Enforcement (OCSE), which
administers at the Federal level the Child Support Program under Title
IV, Part D of the Society Security Act, provided guidance to states in
relation to recouping overpayments made to CTs in their Action
Transmittal-97-13. This publication states in part:

“..Q13: When custodial parents are overpaid, or warrants are
returned by the bank to the SDU as insufficient funds, are States
allowed under federal regulations to offset the overpayment from
the custodial parent's next monthly support check?

A13: No. All collections must be distributed in accordance with the
requirements of section 457 of the Act. However, a State may
recoup the overpayment to a custodial parent from the next
monthly support payment if the custodial parent agrees, in
writing, to allow the State to do so....” >(Emphasis Added)

The OCSE’s Policy Interpretation Question for 2002 (PIQ-02-01) states in part:

“...Client permission to recoup an overpayment may be obtained
during the IV-D application process. A state may consider client
permission as a document that the custodial parent signs and

3 “SDU” as used in this quote is an abbreviation for “State Disbursement Unit.” Section IV-D of the Social Security Act requires States to
establish an SDU agency (or agencies) for the collection and disbursement of payments under orders in IV-D cases and in non-1V-D cases in

which the support order was initially issued on or after January 1, 1994, and in which the income of noncustodial parent is subject to

withholding.
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Cause:

Effect:

Recommendation:

Spending Unit’s
Response:

indicates by checking a ‘yes’ or ‘no’ box, that the state may withhold
an incremental amount, at a reasonable rate, from future child
support payments to correct an overpayment.

2. When custodial parents do not respond to letters from the state
requesting permission to recoup an overpayment from the next or
subsequent child support payment, permission may be assumed
when no response is received after a third letter asking for
permission is sent to a custodial parent....” (Emphasis Added)

According to the CFO for BCSE any possible BCSE repayment policy would be too
“unwieldy” due to the high volume of BCSE overpayments and the complexity of
the laws regarding the determination and collection of repayment debt. We
were also told by the BCSE Assistant General Counsel that the BCSE does not use
wage garnishments for overpaid CTs (reverse income withholdings) as a
repayment method due to the complexity the process would present in
programming the OSCAR system to perform this task.

The BCSE’s has no practical method of determining how much money is owed
either to the State or to the State’s public assistance programs in the form of
BCSE receivables that have resulted during BSCE’s operation of the State’s
support enforcement program. Therefore, any rationale estimation as to the
potential cost to the State in uncollectable receivables resulting from BCSE’s
operation of enforcement program cannot be reasonably calculated. However,
some indication of the significance is given by the fact that in March 2008, the
BCSE wrote off as uncollectable approximately $1.87 million in receivables that
originated within a three-year period of 1995 through 1997. This, in turn,
necessitated a Legislative annual appropriation of $300,000 each year from
fiscal year 2009 through fiscal year 2013 in order to off-set the costs of the
write-offs.

Although, we cannot in any efficient manner determine the amount of
outstanding receivables, we believe the lack of comprehensive collection
procedures has increased the amount of receivables that have remained
uncollected. Resulting write-offs of such uncollected debt has increased, and
will further increase, the cost to the State in running the State’s support
enforcement program.

We recommend the BCSE comply with W.V. Code §48-18-105, as amended, and
§48-14-404, as amended. We also recommend BCSE employ those collection
methods permitted by the Federal Office of Child Support Enforcement’s Action
Transmittal 97-13 and clarified in their Policy Interpretation Question PIQ-02-01.
Finally, we recommend the BCSE implement a comprehensive procedure that
ensures appropriate record keeping.

See Appendix B
Also, see Appendix A for Auditor’'s Comment to Response
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Finding 5:

Condition:

Criteria:

Inadequate Documentation Policies

In addition to financial records documenting the collection and disbursement of
child and spousal support, there are additional documents generated in a typical
support case. The BCSE relies upon supporting documents maintained in
electronic format. During, our audit period the BCSE implemented an electronic
scanning system and for a portion of this audit period had to rely upon hard
copy case records to perform their duties. Case file records generated include,
but are not limited to, the following:

e Applications requesting child support services;
e Court Orders ruling on child support cases;

e Correspondence to and from caretakers (CTs) and non-custodial parents
(NCPs) regarding decisions rendered and either actions taken or actions that
may be taken in regards to a case;

e Correspondence to and from employers of NCPs regarding current or
possible future wage garnishment of NCPs as a means to secure support
obligations;

e Information and completed forms maintained in either the Online Support,
Collections, and Reporting (OSCAR) system, the FormQUEST system, and
other information systems maintained by the BCSE.

In 26 of the 115 cases we tested for proper and complete documentation, we
noted one or more instances where documents either were missing,
incomplete, or unauthorized. Also, we noted instances in which notations of
actions taken were not made to case files. Assuming our test results for our
sample are reflective of the entire population of approximately 281,000 closed
and current support cases, we estimated approximately 60,000 cases will have
at least one pertinent document not included in the case files.

W.V. Code §48-18-105, as amended, states in part:

“General duties and powers of the bureau for child support
enforcement.

In carrying out the policies and procedures for enforcing the
provisions of this chapter, the bureau shall have the following
power and authority:

... (16) To adopt standards for staffing, record-keeping,
reporting, intergovernmental cooperation, training, physical
structures and time frames for case processing;.... (Emphasis
Added)”
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Cause:

Effect:

Title 45 of the Code of Federal Regulations states in part:
“§ 302.15 Reports and maintenance of records.
“The State plan shall provide that:

(a) The IV-D agency will maintain records necessary for the proper and
efficient operation of the plan, including records regarding:

(1) Applications pursuant to § 302.33 for support
services available under the State plan;

(2) Location of noncustodial parents, actions to
establish paternity and obtain and enforce support, and
the costs incurred in such actions;

(3) Amount and sources of support collections and the
distribution of these collections;

(4) Any fees charged or paid for support enforcement
services;

(5) Any other administrative costs;
(6) Any other information required by the Office; and

(7) Statistical, fiscal, and other records necessary for
reporting and accountability required by the Secretary.
The retention and custodial requirements for these
records are prescribed in 45 CFR part 74.”

Upon the request for a missing document, we were informed the only
document available in most cases must be reprinted and doesn’t represent the
finished/final copy including any necessary signatures or endorsements by a
caseworker or other BCSE personnel. Upon communication with the BCSE, we
were informed that upon a case narrative’s creation within the OSCAR system if
the document is not noted as being necessary per the scanning policies or per
the documentation retention policy it will not be maintained. This would
include notices of actions taken, and form letters sent to various parties related
to the case. In reference to the forms prepared using the FormQUEST system,
the BCSE does not currently retain all authorized FormQUEST documents in
their case files, they rely upon the finalized unsigned documents.

When certain relevant case documents are not retained, information supporting
the proper completion of tasks related to administering a case cannot be
determined. These forms and documents offer evidence of those steps taken
by BCSE staff and others in administering child support cases are systematic,
rational and in accord with Federal and State laws and guidelines. This, in turn,
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Recommendation:

Spending Unit’s
Response:

limits the effectiveness of audits and management oversight of caseworker
performance. Also, failure to have a well-defined document retention policy
contributed to a lack of consistency in the documents retained in the case files
noted by us during the audit when comparing the files maintained by the
various BCSE caseworkers.

We recommend the BCSE comply with W.V. Code §48-18-105, as amended, and
the Code of Federal Regulations Title 45 Section 302.15 and ensure the BCSE
implement adequate documentation policies and internal controls governing
the maintenance, administration, and monitoring of these case files. Also, we
recommend the BCSE ensure all computerized systems relied upon to serve as a
case system of record include the final authorized version of any documents
generated. Finally, we recommend the BCSE review their document retention
schedule to reflect the addition of new information systems since this schedule
was last revised in November of 2005.

See Appendix B
Also, see Appendix A for Auditor’'s Comment to Response
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Finding 6:

Condition:

Criteria:

Inadequate Monitoring of PSI Contract.

BCSE did not adequately monitor the contract of vendor, Policy Studies Inc. (PSl)
during our audit period. PSI currently provides child/spousal support services
for Kanawha and Clay Counties. During state fiscal year (SFY) 2009, BCSE paid
PSI $3.36 million. Specifically, we noted:

PSI did not provide required documents including a balance sheet, monthly
income statement, annual audit report, and quarterly fixed asset report as
required by the contract. BCSE also did not maintain sufficient
documentation to support meetings conducted, and, has not notified the
vendor in writing of problem areas (through an “Alert Letter”) since 2007, as
required in the contract;

We noted during SFY 2010, BCSE overpaid two PSI invoices resulting in a
total overpayment of $50,662;

We noted documentation related to the data and methods used to calculate
one incentive and one penalty assessed for FFY 2008 and two penalties and
one incentive payment assessed for FFY 2007 were not maintained and
could not be provided by BCSE. Finally, we noted the “Total Penalties Due”
row heading on the FFY 2009 PSI invoice was omitted; whereas such a row
heading was included on the 2008 and 2007 invoices. If in fact no penalties
were due, the invoice should have contained a row heading with $0.00
entered accordingly.

The PSI contract section 3.2.2.6, addresses what reports are to be provided to
BCSE and states, in part:

“..The vendor shall supply the Bureau with relevant fiscal
records of Contract revenue and expenses. These records shall
include, but are not limited to, the following:

3.2.2.6(a) Statement of financial position (balance sheet);

3.2.2.6(b) A monthly income statement including all revenues
and expenses incurred in the operation of the Contract;

3.2.2.6(c) An annual audit report submitted at the beginning of
each State fiscal year. ....

3.2.2.6(d) A quarterly fixed asset report....”

The PSI contract section 3.2.4.16 concerns notifications to PSI with:

“3.2.4.16 Notification of Deficiencies
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.... In the normal course of business, however, the Bureau will
use three (3) types of notification to the Vendor upon the
identification and discovery of any deficiencies. These are an
“Alert” letter, a “Warning” letter and “A Notice of Intent to Take
Action” letter. “.....

The PSI base compensation paid to the vendor is defined in the PSI contract
section 3.2.5, with:

“The compensation schedule will be monthly. The base
payment to the Vendor shall be calculated as a percentage of
collections in Clay and Kanawha County Cases.”

On incentive payments, the PSI contract section 3.2.5 states in part:

“The vendor shall be paid an additional .2% (two-tenths of a
percent) of total annual collections for:

3.2.5(a) Each increase during the year of one (1) percentage
point in the percent of current support paid...”

On penalties, section 3.2.6 of the PSI contract states in part:

“...The Vendor shall be assessed a penalty of 2.5 percent of its
total annual base compensation when:

...3.2.6(c) The total percentage of current support owed on IV-D
cases in the Kanawha and Clay County cases that is collected
and distributed increases by less than two (2) percentage points
during any contract year, unless the percentage of current
support collected for the preceding year was 75% or higher;...”

The BCSE replied to our concerns by stating in many ways the vendor has not
been compliant in providing necessary information and in many cases the
vendor has seemingly ignored requests or concerns reported by the BCSE.
However, we also noted instances where proper oversight was not conducted
by BCSE personnel in the monitoring of activities of the vendor, in the process of
paying the vendor its base compensation, or in the assessment of penalties and
incentives.

The BCSE has not undertaken effective monitoring in the following situations.
The BCSE Contract Monitor was unaware of the requirement that PSI was to
provide the reports as noted above. The monitor stated the notes and emails
maintained provided adequate documentation of the conversations and
meetings. When asked about the issuance of warnings and alerts the monitor
stated that warnings issued via emails gave sufficient notice.
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Recommendation:

Spending Unit’s
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BCSE personnel stated the method used to determine the base amount has not
been standardized on a year to year basis. The BCSE could not provide us with a
recalculation of how the base amount was determined and what exact
payments were used in the calculation of the base compensation amount for
each year. The contract’s terms that govern this process are ambiguous and the
exact amount cannot be readily determined.

Per BCSE personnel responsible for the monitoring of the contract the
methodology used in awarding the incentive payment was based on rounding to
the nearest whole percent. In particular BCSE personnel stated:

“In the absence of any specific language in the contract, we
would follow the explanation of rounding taught in math
classes. Round up for .50. Round down for .49.” (Emphasis
Added)

We also noted in many instances in which the vendor did not provide adequate
documentation or respond to the BCSE in a positive manner. The BCSE has been
unable to get PSI to provide the reliable reports of its activities. Due to the
vendor not providing adequate documentation of its activities, BCSE was unable
to determine if all penalties or incentives could be assessed.

Without adequate documentation of contract monitoring, the risk of terms not
being met increases. Due to inadequate monitoring, incentives were overpaid
by $50,662. In addition, due to lack of records, we were unable to determine if
some incentives and penalties were correctly calculated resulting in our inability
to confirm if amounts paid PSI based on these calculations were correct.

We recommend BCSE comply with the above criteria and contract terms so as
to more effectively monitor vendor performance and ensure correct amounts
are paid. We also recommend BCSE pursue collection of the $50,662. Finally,
we recommend the BCSE clarify the ambiguous language as reflected in Section
3.2.5 of the contract regarding the amount of annual collections.

See Appendix B
Also, see Appendix A for Auditor’'s Comment to Response
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Finding 7:

Condition:

Criteria:

Lack of Adequate Adjustment Processes

Among other duties, the BCSE Disbursement Unit (DU) is responsible for
adjustments necessary to correct case balances in the accounting records within
BCSE’s OSCAR system for each individual case. The adjustment process often
requires the DU to stop or intercept support disbursements. Depending on the
method employed in order to carry out disbursements for any given case, this
may involve stopping an electronic disbursement or it may involve manually
pulling a check in order to prevent an erroneous payment. In many of these
instances, the case’s accounting records have previously been debited for the
amount of the adjustment reducing case balances to the desired amount. Less
often, in order to perform an adjustment, the DU authorizes the State
Disbursement Unit* to prepare checks written by the BCSE payable to the BCSE.
In doing so, entries are effectuated within the OSCAR system and the bank’s
accounting system that debit and credit cases to accomplish the necessary
adjustment.

We noted the following exceptions related to the BCSE’s adjustment process as
follows:

e The DU does not currently have comprehensive written procedures
governing the process of pulling checks or the process of writing checks
payable to the BCSE from the BCSE in order to accomplish an adjustment to
a case.

e Adjustments effectuated by the preparation of checks payable to the BCSE
from the BCSE creates, in effect, an artificial disbursement booked in the
accounting records.

e When adjustments are either performed by pulling checks written to a
caretaker (CT), or checks are written by the BCSE payable to the BSCE, it is
necessary to subsequently void these checks. Rather than deface the checks
and maintain them in the records, the BCSE’s procedure calls for shredding
these checks. However, the DU did not maintain copies of these shredded
checks.

W.V. Code §48-18-105, as amended, states in part:

“General duties and powers of the bureau for child support
enforcement.

In carrying out the policies and procedures for enforcing the
provisions of this chapter, the bureau shall have the following
power and authority:

4 The State Disbursement Unit (SDU) is the contracted entity authorized by BCSE to deposit and disburse child and spousal support
funds. During our audit period, JPMC Bank was the SDU. However, subsequent to the audit period JPMC contracted with SMI to perform
some functions related to the disbursement and receipt of support funds.
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Effect:
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... (16) To adopt standards for staffing, record-keeping,
reporting, intergovernmental cooperation, training, physical
structures and time frames for case processing;.... (Emphasis
Added)”

Due to staff changeover and vacancies left unfilled within the DU, not all
standard operating procedures have been completed.

The OCSAR database and accounting system will not permit the performance of
certain adjustments to case accounts unless the process results in
corresponding disbursement transactions—even though no such disbursements
are warranted.

Previously, checks written or pulled as a result of the adjustment process were
retained by BCSE; however, the process of shredding checks was instituted in
January 2008. According to BCSE personnel, the shredding of checks was
initiated in order to minimize the amount of documentation retained. The
checks were not scanned or copied prior to their destruction. After our
inquiries regarding the lack of documentation available related to such checks,
the BCSE began scanning and maintaining copies of voided checks prior to their
destruction during the fall of 2011.

The lack of detailed and comprehensive written procedures regarding the
performance of adjustments involving the pulling or creation of checks increases
the risk that errors may occur. Also, the lack of such procedures is a detriment
in training new employees involved in the adjustment process.

Some adjustments to case balances cannot be performed unless artificial
disbursements are performed in order to initiate the process. Such limitations
results in inefficiencies and, more importantly, increases the risk that someone
involved in the process could fraudulently divert such disbursements for his or
her personal use. The risk is further compounded when the process requires
either pulling checks or writing checks payable to the BCSE. During state fiscal
year 2009, the amount of pulled checks totaled approximately $580,000 and
checks written to BCSE by BCSE in order to adjust case balances totaled
approximately $1,800. In addition, errors made in the adjustment process could
result in the need to establish a repayment agreement with a client in order to
collect an overpayment made and this, in turn, increases the risk of
uncollectable debts resulting in losses to the state.

Lastly, checks were not voided and then scanned or copied prior to their
destruction. Therefore, we could perform audit tests to provide assurance that
such checks were not converted to personal use.

We recommend the BCSE comply with W.V. Code §48-18-105, as amended. We
recommend the BCSE develop and document detailed and comprehensive
procedures covering all facets of the adjustment process. We recommend the
BCSE coordinate with DHHR-MIS to implement an adjustment process within
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the OSCAR system that eliminates the need to create faux disbursements in
order to accomplish some account adjustments. Finally, we recommend such
checks be properly voided and these checks either be maintained, or such
checks be scanned prior to their destruction.

Spending Unit’s
Response: See Appendix B
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Finding 8

Condition:

Criteria:

Funds Not Seized

The BCSE is not seizing all available amounts to satisfy arrearages. The BCSE
currently has available to it the Financial Institution Data Match (FIDM) method.
This method allows for the BCSE to initiate seizure of assets held by Non-
custodial Parents (NCP). These assets could be assets/moneys held in bank
accounts, brokerage accounts, or other types of financial accounts. We noted
during our testing of procedures related to enforcement, in six cases the BCSE
did not attempt to seize funds noted by the OSCAR system as being available for
seizure as noted below:

Total Amount of Arrearage
Amount Collections Balance as of

Date Asset Balance Due Foregone 6/30/2012
06/15/2010 $ 511.00 $5,631.54 | S 511.00 S 367.76
12/09/2009 438.00 1,927.38 438.00 1,996.63
04/26/2010 1,068.00 6,803.24 1,068.00 3,867.39
08/13/2010 594.00 9,296.20 594.00 1,542.15
08/20/2010 1,721.00 555.63 555.63 525.00
12/09/2009 $1,219.00 $1,014.12 1,014.12 1,148.19
Total $4,180.75 $9,447.12

W.V. Code §48-18-105, as amended, states in part:

“General duties and powers of the bureau for child support
enforcement.

In carrying out the policies and procedures for enforcing the
provisions of this chapter, the bureau shall have the following
power and authority:

..(1) To establish policies and procedures for obtaining and
enforcing support orders and establishing paternity according to
this chapter;

(2) To undertake directly, or by contract, activities to obtain and
enforce support orders and establish paternity;

..(16) To adopt standards for staffing, record-keeping,
reporting, intergovernmental cooperation, training, physical
structures and time frames for case processing;...”
W.V. Code § 48-18-124 as amended states in part:
“...Liability for financial institutions providing financial records

to the bureau for child support enforcement; agreements for
data match system; encumbrance or surrender of assets.
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Spending Unit’s
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“.. (b) The bureau for child support enforcement, after
obtaining a financial record of an individual from a financial
institution, may disclose such financial record only for the
purpose of, and to the extent necessary in, establishing,
modifying or enforcing a child support obligation of such
individual....”

When asked about why the FIDM method was not used appropriately, BCSE
personnel stated they were unable to seize the assets above due to a variety of
reasons. The BCSE currently employs one person to perform the functions
associated with FIDM. Due to the volume of paperwork necessary to perform a
seizure and the volume of cases themselves, the worker will prioritize the
seizures to the cases. This is due in large part to the ability of the account holder
to withdraw money from the account prior to the seizure paper work being
completed. As a result, the BCSE has instituted an agency practice within the
FIDM collection unit to only pursue certain accounts with balances greater than
$2,000 in assets and more than $500.00 in arrears.

The BCSE is not currently seizing all assets noted as being available. The BCSE
does not pursue cases using the FIDM method in cases with arrearage balances
below $500.00 and without assets greater than $2,000. Without these funds
some arrearages that are owed to the State and to the BCSE’s clients could go
uncollected. We noted a total of $4,180.75 of available assets could have been
applied toward support arrearages; however, these assets were not seized by
BCSE.

We recommend the BCSE comply with West Virginia Code 48-18-105, as
amended, and ensure that methods as allowed by West Virginia Code 48-18-124
are implemented. Also, we recommend the BCSE pursue collections of
arrearages owed to its clients and the state from available balances as noted by
the OSCAR system.

See Appendix B
Also, see Appendix A for Auditor’'s Comment to Response
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Finding 9:

Condition:

Criteria:

Inadequate Procedures Governing the Enforcement of Liens

As a tool in collecting support arrearages the BCSE has the authority to impose
liens on support obligors’ assets held within the State. A lien is a judgment
against specified property owned by the Non-Custodial Parent (NCP). This
property could be items such as land, cars, and other items of significant value.
Liens are instituted by the BCSE in order to persuade NCPs to pay support
arrearages and interest. Liens are usually used after other methods such as
income withholdings, the assessment of interest, and tax intercepts have failed
or have only been partly successful in making collections from the NCP.

We tested 200 support cases and noted BCSE had liens imposed on NCPs for 63
of these cases as a means to collect support arrearages. We noted seven of
these cases had eight liens (one case had two liens imposed) that were not
removed promptly after the arrearages were satisfied. Only one lien had been
removed as of June 18, 2012—the last date we reviewed BCSE records regarding
the liens imposed on these cases. The table that follows shows the number of
days liens remained active after the arrearages were satisfied:

Date Lien Was Days Lien
Date Support Released or Remained Active
Date Lien Was Arrearage Last Date of After Payment of
Lien a Imposed Satisfied Verification* Arrearage
1 08/11/2009 02/28/2010 06/18/2012 841
2 06/02/2008 03/03/2009 06/18/2012 1203
3 08/12/2010 09/30/2010 06/18/2012 627
4 11/30/2007 12/29/2008 06/18/2012 1267
5 03/19/2009 07/21/2010 01/10/2011 173
6 01/28/2009 06/16/2009 06/18/2012 1098
7 11/15/2010 03/02/2011 06/18/2012 474
8 02/11/2009 12/31/2009 06/18/2012 900
Avg. # of Days Lien Remained Active After Payment of Arrearage 823
* Only one lien was released as of 06/18/2012, the last date of auditor verification.
For the seven liens not released, this date was used to calculate the number of days
lien remained after satisfaction of support arrearage.
o One case had two separate liens ( listed as #6 & #7) imposed.

W.V. Code §48-1-234, as amended, states in part:
"Obligee" means:

(1) An individual to whom a duty of support is or is alleged to be
owed or in whose favor a support order has been issued or a
judgment determining parentage has been rendered;

(2) A state or political subdivision to which the rights under a
duty of support or support order have been assigned or which
has independent claims based on financial assistance provided
to an individual obligee; or
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Effect:

(3) An individual seeking a judgment determining parentage of
the individual's child.”

W.V. Code §48-1-235, as amended, states in part:

"Obligor means an individual or the estate of a decedent:
(1) Who owes or is alleged to owe a duty of support;

(2) Who is alleged, but has not been adjudicated, to be a parent
of a child; or

(3) Who is liable under a support order.”

W.V. Code §48-14-211, as amended, states in part:

“Release of lien.

Upon satisfaction of the overdue support obligation, the obligee
shall issue a release to the obligor and file a copy thereof with
the clerk of the county commission in the county in which the
lien arose pursuant to this section. The bureau for child support
enforcement shall issue a release in the same manner and with
the same effect as liens taken by the tax commissioner pursuant
to section twelve, article ten, chapter eleven of this code.”

W.V. Code §48-14-305, as amended, states in part:

“Release of lien.

Upon satisfaction of the overdue support obligation, the obligee
shall issue a release to the obligor and file a copy thereof with
the clerk of the county commission in the county in which the
lien arose pursuant to this section. The bureau for child support
enforcement shall issue a release in the same manner and with
the same effect as liens taken by the tax commissioner pursuant
to section twelve, article ten, chapter eleven of this code.”

We asked BCSE personnel about each of the cases noted above and were told
these were oversights by the caseworkers responsible for the individual cases,
but others were noted as being in the process of enforcement and the BCSE
personnel did not see a problem with maintaining these liens in their current
condition.

Liens are not being removed either on a timely basis or at all in some cases. This
could result in the ability of a NCP that is current on their payments to not be
able to get a loan or sell property. The seven liens we noted as not being
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Recommendation:

Spending Unit’s
Response:

properly removed totaled $14,456.96. However, one of the liens totaling
$3,481.58 was released within five months after the end of our audit period.
The remaining six liens were still in effect as of May 2012. We were unable to
project the results of our sample to the overall amount of those cases with liens
because the BCSE could not provide us with a population of NCPs with liens.

We recommend the BCSE comply with W.V. Code §48-1-234, §48-1-235, §48-14-
211, and §48-14-305, as amended, and develop internal controls that ensure
liens are released promptly after arrearages and interest are paid.

See Appendix B
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Finding 10:

Condition:

Criteria:

Inadequate Monitoring of BB&T accounts.

Branch Banking and Trust (BB&T) was the previous contracted vendor for
processing support payments prior to the rebidding of the contract and the
award of the contract to J.P. Morgan Chase (JPMC) bank in 2005. As is the case
with JPMC, two bank accounts—the operating account and the manual
processing account—were used to process support payments during the period
BB&T was the contracted vendor. Although most of the support monies were
transferred to the JPMC accounts after JPMC was awarded the contract, a
significant amount of monies were left in the BB&T accounts. During state fiscal
year 2010, the operating and manual processing accounts maintained with
BB&T held on average approximately $1.87 million and $0.71 million,
respectively.

According to BCSE personnel, the accounts were maintained so as to have
available interest earnings in the accounts from which to offset “service
charges” assessed by BB&T against BCSE for researching bank records. BCSE
personnel added that since the expiration of the BB&T contract, it was
occasionally necessary for BCSE to request BB&T research their records to
resolve any disputed transactions that may have occurred during the term BB&T
was the contracted vendor.

We noted exceptions in regards to the maintenance of the BB&T bank accounts
during our audit period (SFY 2010):

e There was no valid contractual agreement specifying the purpose or use of
these bank accounts;

e There was no documented agreement in effect regarding the rate to be
charged by BB&T for conducting support records research;

e Service charges assessed for these accounts were not itemized and could
not be recalculated.

W.V. Code §48-18-102, as amended, which describes the duties of the
Commissioner of the Bureau of Child Support Enforcement, states in part:

“..(b) The duties of the commissioner shall include the
following:

(1) To direct and administer the daily operations of the Bureau
for Child Support Enforcement;...”

The West Virginia Purchasing Handbook Section 6.1 states in part;
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Spending Unit’s
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“..6.1.2 Purchases $2,500.01 to $5,000: A minimum of three (3)
verbal bids are required, when possible and must be present in
the file.

Bids shall be documented and recorded for public record. (See
Appendix B for Verbal Bid Quotation Summary form, WV-49).
An Agency Purchase Order, WV-88, or TEAM-generated
Purchase Order is required for purchase exceeding $2,500....”

According to BCSE personnel, it was occasionally necessary for BCSE to request
BB&T research their records to resolve any disputed transactions that may have
occurred during the term BB&T was the contracted vendor. The bank accounts
were left open with significant balances so as to have a readily available source
of funds from interest earnings in order to pay BB&T for service charges levied
for such research.

There were approximately $2.58 million held in the two BB&T accounts during
our audit period. Since there was no valid contract or written agreement in
regards to the support monies maintained in the BB&T bank accounts, we
believe child support monies should not have been held in these bank accounts.
BCSE lost $1,575.00 during SFY 2010 in interest earning by maintaining the
funds with BB&T rather than maintaining them entirely with JPMC.

Since no such contract existed, obligations or expectations of the parties
involved where not outlined in regards to the maintenance of funds and the
rate to be charged for research fees. As a result, we could not perform audit
tests to determine if research fee charges were accurate and reasonable.
During SFY 2010 services fees for records research totaled $2,360.49.

In addition, itemized invoices documenting service fee charges for records
research were not provided by BB&T to BCSE. As a result, we were unable to
perform audit tests to obtain adequate assurance that such charges were
reasonable and mathematically accurate.

As of August 31, 2011, this account was closed and the remaining undistributed
balance was transferred to the main J.P. Morgan Chase (JPMC) accounts. The
BCSE CFO said no further research activities would be performed due to the
resolution of those cases.

We recommend the BCSE comply with W.V. Code §48-18-102, as amended, and
with the West Virginia Purchasing Handbook. We recommend the BCSE ensure
that all future expenditures are made through valid legal contracts when
deemed appropriate by West Virginia Code and by policies promulgated by the
West Virginia Purchasing Division.

See Appendix B
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Finding 11

Condition:

Criteria:

Cause:

Monitoring of State-Owned Vehicles.

The BCSE is not maintaining adequate documentation or control over its seven
state-owned vehicles. The BCSE currently uses these vehicles to perform tasks
related to both the establishment of support orders and the performance of
basic administrative tasks. We noted per our review the following exceptions
related to the use of state vehicles:

Mileage logs were not maintained for any of BCSE’s seven State-owned
vehicles. Such logs can provide an effective way of documenting the
destination, the number of miles traveled, the beginning and ending
odometer readings, and the traveler’s name (if a shared vehicle) each time a
vehicle is driven.

The BCSE/DHHR did not validate drivers’ licenses prior to allowing employees
to operate state-owned vehicles.

One vehicle did not have the required State decal. All new vehicles (model
year 2011 or newer) are required by Legislative rule to be marked with either
the seal of the State of West Virginia or the seal or the insignia of the state
agency.

Section 8.4 of Title 148 Series 3 of the West Virginia Department of
Administration Legislative Rule states in part:

“...All operators must have a valid operator's (driver's) license in
good standing.... "

“Section 6.1 of this same rule states in part:

“..It is the responsibility of the spending unit to monitor
vehicle use and to take appropriate action when an employee’s
use is determined to be inappropriate or is not in accordance
with this rule. “ (Emphasis Added)

“Section 5.5 of this same rule states in part:

“...Beginning with Model Year 2011 and thereafter, state owned
and long-term leased vehicles shall be clearly and permanently
marked with either the seal of the State of West Virginia or the
seal or the insignia of a state agency, board, or commission......
(Emphasis Added)

A DHHR employee responsible for oversight of DHHR’s State-owned vehicles
was not aware of the state mandate that all current drivers be checked to
ensure they possess a license in good standing or that vehicle mileage logs were
necessary. Vehicle odometer readings are required to be entered into gas pump
card readers when gasoline is purchased with the state’s Automotive Rental Inc.
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(ARI) credit card. ARI compiles this data and provides mileage information for
each vehicle to agencies with their monthly billings. DHHR’s Director of Internal
Control and Policy Development indicated to us that ARI reports provided
enough information to constitute mileage logs. However, this system does not
capture travel dates, destinations, or miles driven for each trip.

According to the Fleet Manager for the Office of Fleet Management’, the
contract for the production and issuance of the State Decals was only recently
made available to agencies throughout the State. We noted the contract was
listed on the West Virginia Fleet’s website as “Decal Purchase Order” with an
effective date of January 9, 2012. We observed the decal was not affixed to the
vehicle on April 20, 2012.

Non-compliance with management oversight directives outlined in the
Legislative Rule quoted above increases the risk of improper, unsafe, or reckless
use of state-owned vehicles. This, in turn, can result in significant increased
costs to the agency and to the State.

The validation of a driver’s licenses for state employees could have a large
potential savings of time and money by preventing or minimizing accidents,
unsafe/reckless driving and citations.

As a result of the BCSE/DHHR not preparing mileage logs, we are unable to
determine if the vehicles operated by the BCSE have been used only for official
State business. This, in turn, prevented us from determining if personal use of
state-owned vehicles occurred and, if so, if this use could result in taxable
income to employees as defined by IRS regulations.

New state-owned vehicles can be more readily identified by the general
populace as state government property if they have been affixed with decals
indicating state ownership. It is reasonable to conclude that awareness of such
easier identification by state-owned vehicle operators could result in more
responsible usage of these vehicles.

We recommend the BCSE/DHHR comply with all the DOA Legislative Rules and
require the use of mileage logs for state-owned vehicles, periodically validate
driver’s licenses of employees prior to allowing them to operate state-owned
vehicles, and ensure that state-owned vehicle decals are attached on those
vehicles that are required to have such decals.

See Appendix B

5 The Fleet Management Office is organized under the West Virginia Division of Personnel. The Fleet Management Office
is charged with providing overall management services for state-owned vehicles leased by the Office to various state
government agencies and boards.
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Finding 12:

Condition:

Criteria:

PayConnexion Receipts not Adequately Tracked.

We noted the BCSE did not receive adequate documentation detailing the
composition of receipts and expenses applied to its accounts. The JPMC
contract requires the State Disbursement Unit (SDU) to process child support
payments received from support obligors and to disburse those payments to the
guardian or caretaker (CT). This is accomplished mostly through a “lockbox”
system for support payments (or receipts) mailed to the SDU Vendor by the
obligor which are then credited (distributed) to the CT by way of either a bank
debit card, direct deposit to the CT’s bank account, or check issued to the CT.

The BCSE, as outlined in its contract, required that customers be allowed to pay
support obligations using “a Web Based payment option that will allow non-
custodial parents to initiate payments by Visa, Master Card, Debit Card, or
through the ACH network” as stated in “section 1.2” of the contract. This
requirement is accomplished by JPMC through the use of its PayConnexion
service. This service is provided by and managed by JPMC personnel with BCSE
personnel directing customers to this service when appropriate based upon the
method of payment the customer is wishing to use. We noted during our testing
of receipts, the BCSE was unable to provide us with documentation showing
that any of the receipts tested noted as being made using the PayConnexion
were deposited promptly and into the correct account.

We noted the BCSE did not receive adequate documentation detailing the
composition of credits applied to their account. We noted during our Proof of
Cash for the main JPMC lockbox account numerous credits of varying
description shown on the bank statements. We reviewed two (2) months of
bank statements and noted approxmately $2.5 million of credits were shown on
the statements. We were unable to determine the purpose of these credits by
examining the bank statement of other documentation such as their JPMC
Contract or Lockbox procedures maintained by the BCSE.

W.V. Code §48-18-105, as amended, states in part:

“General duties and powers of the bureau for child support
enforcement.

...(4) To undertake directly, or by contract, activities to collect
and disburse support payments;

The J.P. Morgan Chase Contract (CSE50633) Part 1 states in part:
“ General Information
1.2 Project
The mission or purpose of this project is to ensure that all

support payments are collected, tracked, and distributed
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efficiently and accurately, and that the majority of said
payments, approximately 99%, are disbursed within twenty-four
hours of receipt....” (Emphasis Added)

Concerning these banks statement credit entries, the BCSE CFO for the
BCSE, stated the entries were not used by JPMC with enough
consistency for a definitive answer without consulting with JPMC. After
consultation with JPMC, he told us the entries we requested
information on were reimbursements made by JPMC to the BCSE for
posting errors. In regards to the PayConnexion records, these records
are not maintained either by the BCSE or JPMC for a period beyond 12
months and therefore could not be produced.

Without these records, we are unable to determine if payments received
through the PayConnexion service and credits made by JPMC are properly
reflected in OSCAR and have been disbursed as required by Federal and State
Law.

We recommend the BCSE comply with W.V. Code §48-18-105, as amended, and
ensure bank contract terms require bank statements with sufficient details
necessary to disclose the source of all receipts.

See Appendix B
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Finding 13:

Condition:

Criteria:

Missing Documentation

The BCSE currently uses a process that included both optional and mandatory
referrals. Optional referrals are those in which one (or both) parties requests
the services of the BCSE using either an application printed from the Internet or
one prepared with the help of the caseworker during an interview at a field
offices. Mandatory referrals are those made by another state agency, such as
the Bureau of Children and Families (BCF), in which one of the parties has
received some type of assistance through the agency. In these cases, the state
will refer the cases using interfaces between each agency’s information systems.
We have noted the following exceptions regarding this process below:

e We noted for 15 of the 320 cases tested were not supported by an
application or referral.

e We noted after review, 35 of 248 IV-A° cases showed the case initiation date
was significantly before the referral date per the RAPIDS system. When
projected this equals approximately 18,132 cases in the OSCAR system.

The BCSE currently operates a State Disbursement Unit (SDU) as required by
Federal Code that uses two bank accounts maintained with J.P. Morgan Chase
(JPMC) to accept payments made by both employers and by private citizens.
During this process, the BCSE will accept payments that are returned as Non-
Sufficient Funds (NSF). During our test of NSF payments, we were unable to
trace and identify one payment for $90 to its respective bank statement.

W.V. Code §48-18- 105, as amended, states in part:

“General duties and powers of the bureau for child support
enforcement.

In carrying out the policies and procedures for enforcing the
provisions of this chapter, the bureau shall have the following
power and authority:

... (16) To adopt standards for staffing, record-keeping,
reporting, intergovernmental cooperation, training, physical
structures and time frames for case processing;.... (Emphasis
Added)”

The Code of Federal Regulations Title 45, Part 303, Section 02, Subpart b states
in part,

6

IV-A cases refer to Temporary Assistance for Needy Families (TANF). These cases are referred by the Bureau of Children and Families (BCF) as
a result of a TANF applicant having a need to establish a support order. It is required by WV law that the TANF applicant assign their support
rights over to the state to allow for the state to recoup some of the cost of assistance.
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Cause:

Effect:

Recommendation:

Spending Unit’s
Response:

“For all cases referred to the IV-D agency or applying for
services under § 302.33 of this chapter, the IV-D agency must,
within no more than 20 calendar days of receipt of referral of a
case or filing of an application for services under § 302.33, open
a case by establishing a case record and, based on an
assessment of the case to determine necessary action:”
(Emphasis Added)

We requested the BCSE provide us the missing applications noted above. We
also informed them if no application was present that the underlying document
to initiate the case along with the relevant code section should be made
available for review. The BCSE did not send the necessary documents in the
cases noted above.

In regard to referrals sent using the RAPIDS system that were noted as having a
case initiation date prior to the referral date, the OSCAR system only maintains
the most recent referral from the RAPIDS system and cases can be referred
multiple times. We requested information from the BCF’s RAPIDS system as the
information is not contained in the OSCAR system. DHHR-MIS was not able to
provide us the necessary referrals as the RAPIDS system does not keep track of
referral dates made to the OSCAR system. Confirmation dates are not
equivalent to the referral dates. The documents relating to the $90 payment
could not be provided as a result of PayConnexion not maintaining the
necessary documents.

For those cases without an application, referral, or narrative, we are unable to
determine if the case was properly initiated as required by Federal Code.
Without documentation related to the deposit of funds, we are unable to
determine if the funds were properly deposited.

We recommend the BCSE comply with W.V. Code §48-18-105, as amended, and
ensure documentation necessary to determine if support orders and
applications/referrals were inputted in a timely manner are maintained. Also,
we recommend the BCSE comply with Title 45, Part 303, Section 02, Subpart b
of the Code of Federal Regulations and ensure records are maintained
documenting applications have been entered within 20 days as required.

See Appendix B
Also, see Appendix A for Auditor’'s Comment to Response
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Finding 14:

Condition:

Criteria:

Cause:

Effect:

Inadequate Segregation of Controls

Adequate segregation of duties reduces the likelihood that errors (intentional or
unintentional) will remain undetected by providing for separate processing by
different individuals at various stages of a transaction and for independent
reviews of the work performed.

During our audit, we noted such incompatible duties in receipts processed
through the manual processing account.” For these receipts, one BCSE
employee was responsible for the initial receipt of manual processing monies,
for entering the payments into the accounting records, and for depositing the
receipts into the bank account. This employee was also responsible for
processing refunds for certain cases. The BCSE was unable to provide any
records documenting the performance of external reviews of this employee’s
work. Approximately, $1.16 million was deposited into the manual processing
account during state fiscal year 2010.

WYV Code §5A-8-9 states in part:
“The head of each agency shall:

..(b) Make and maintain records containing adequate and
proper documentation of the organization, functions, policies,
decisions, procedures and essential transactions of the agency
designed to furnish information to protect the legal and
financial rights of the State and of persons directly affected by
the agency’s activities. . . .”

The BCSE permitted one employee to process all receipt and accounting
functions for the manual processing account. In addition, there was inadequate
management oversight of duties performed by this employee.

Adequate segregation of duties reduces the likelihood that errors (intentional or
unintentional) will remain undetected by providing for separate processing by
different individuals at various stages of a transaction and for independent
reviews of the work performed. The basic idea underlying segregation of duties
is that no single employee should be in a position both to perpetrate and
conceal errors or irregularities in the normal course of their duties. In general,
the principal incompatible duties to be segregated are: authorization, custody of
assets, and recording or reporting of transactions.

One BCSE employee was responsible for receipt, recording and deposit of
approximately $1.16 million. In addition, no independent review of this
employees’ work was documented. Therefore, opportunities existed for the
employee to both perpetrate and conceal errors or irregularities in the normal
course of his/her duties.

7 Monies processed by SDU through the repayment account.
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Recommendation: We recommend that BCSE comply with W.V. Code §5A-8-9(b) and strengthen
internal controls to help reduce the risk of skimming or theft. This can be
achieved by assigning another employee(s) who could help implement controls
such as authorizations, reconciliations, and review or oversight of work.

Spending Unit’s
Response: See Appendix B
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Finding 15

Condition:

Criteria:

Special Handled Checks.

Generally, vendors are paid by State agencies by electronic fund transfers or by
State checks mailed to vendors directly from the State Treasurer’s Office.
However, when an agency designates payments as “special handling,” the
checks are returned or picked up by the agencies and agency personnel are
responsible for delivery of the checks to vendors. Generally, due to the
additional risk of fraud or loss, as well as the increased costs in processing paper
checks, special handling disbursements should only be used when the additional
costs and risks associated with their use can be justified.

While reviewing BCSE disbursements for State Fiscal Year (SFY) 2009, we noted
the DHHR Finance Division processed 96 checks by “special handling;” whereas,
the expenditures were either exclusively paid from BCSE accounts, or the
expenditures were allocated in part to BCSE funds in combination with funds of
other DHHR bureaus and divisions. We believe the DHHR did not have sufficient
reasons in order to justify the “special handling” of 81 of these checks totaling
$186,171 in disbursements, as listed below:

e Twenty workers compensation checks totaling $33,386;

e Three unemployment compensation checks totaling $2,552;

e Ten payments to contractors totaling $69,973;

e Thirty-one association dues or professional membership fee checks totaling
$7,750;

e Eight postal and freight checks totaling $28,500;

e Eight computer equipment and supply checks totaling $41,206;

e One book/periodical expenditure check in the amount of $2,804.

WYV Code §5A-8-9 states in part:
“The head of each agency shall:

. . . (b) Make and maintain records containing adequate and
proper documentation of the organization, functions, policies,
decisions, procedures and essential transactions of the agency
designed to furnish information to protect the legal and
financial rights of the State and of persons directly affected by
the agency’s activities. . . .”

WV Code §12-3-1a, as amended, states in part:

“ Payment by deposit in bank account.
“...Provided, That after the first day of July, two thousand two,
the State Auditor shall cease issuing paper warrants except for

income tax refunds. After that date all warrants except for
income tax refunds, shall be issued by electronic funds transfer:
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Cause:

Effect:

Recommendation:

Spending Unit’s
Response:

Provided, however, That the Auditor, in his or her discretion,
may issue paper warrants on an emergency basis.”

The Director of DHHR-Accounts Payable stated some checks were received by
the BCSE in order to attach additional documentation or to hand-deliver them in
order to prevent the checks from being late. However, DHHR/BCSE was unable
to provide sufficient examples or explanations to justify these checks to be
special handled.

DHHR-Finance designated 84 checks totaling $186,225 as “special handling”
without sufficient justification for doing so. There is an increased risk State
checks may be lost or stolen when designated for “special handling”.

We recommend the DHHR and the BCSE comply with W.V. Code §5A-8-9 and

W.V. Code §12-3-1a, as amended, and avoid processing payments by “special
handling” unless circumstances justify such processing.

See Appendix B
Also, see Appendix A for Auditor’'s Comment to Response
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STATE OF WEST VIRGINIA

OFFICE OF THE LEGISLATIVE AUDITOR, TO WIT:

I, Stacy L. Sneed, CPA, CICA, Director of the Legislative Post Audit Division, do hereby
certify that the report appended hereto was made under my direction and supervision, under the
provisions of the West Virginia Code, Chapter 4, Article 2, as amended, and that the same is a true and
correct copy of said report.

Given under my hand this 21 day of July 2012.

Stacy L. Sneed, CPA, CICA, Director
Legislative Post Audit Division

Copy forwarded to the Secretary of the Department of Administration to be filed as a public record.
Copies forwarded to the Bureau of Child Support Enforcement; the Department of Health and Human
Resources; Governor; Attorney General; and State Auditor.



WEST VIRGINIA
BUREAU OF CHILD SUPPORT ENFORCEMENT

Appendix A
Auditor’s Comments to Spending Unit’s Response
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Auditor’s Comment to Finding 4 Response:

As we stated in our finding, the BCSE has no practical method of determining
how much money is owed either to the State or to the State’s public assistance
programs in the form of BCSE receivables resulting from BSCE’s operation of the
State’s support enforcement program. However, there are indications amounts
owed are significant since the BCSE wrote-off as uncollectable approximately
$1.87 million in receivables in March 2008. A write-off of debt owed the State is
not just a cost to the State—it is also a cost for the State’s taxpayers. Therefore,
we believe DHHR and BCSE have a responsibility to the taxpayers of this State to
use those methods permissible under Federal and State regulations to limit the
accumulation of uncollectable debt.

Auditor’s Comment to Finding 5 Response:

We requested the BCSE’s documentation procedures. Upon our review of these
procedures, we noted a retention schedule that listed items not to be retained
in the case files, such as attorney letters and moving child forms. In addition,
emails communicating authorization to perform functions between various
BCSE personnel, such as the discharge of a repayment agreement, are not
maintained as matter of policy, as evidenced by the BCSE’s scanning policy. We
were also referred by BCSE personnel to the BCSE’s State Plan. Upon our review,
we found no additional documentation retention procedures within this plan.
In addition, we reviewed Appendix C of the BCSE policy manual including a
“General Retention Schedule” noted as an exhibit in the Appendix. After
reviewing the documents and procedures noted above, it is our opinion the
BCSE’s document retention procedures remain insufficient.

We informed BCSE of instances of missing documents prior to the close of field
work; however, many of these documents were not provided until after our exit
conference was held on July 17, 2012. Although we accepted some of these
documents, the late arrival of other documents prevented us from performing
audit tests

Auditor’s Comment to Finding 6 Response:

On multiple occasions we requested the BCSE provide us with their calculations
supporting base compensation amounts paid to PSI. Although BCSE personnel
told us they had these documents, they were not provided to us.

Auditor’s Comment to Finding 8 Response:

All of the NCPs in the cases noted in our finding owed in excess of $500 and, in
one-half of the cases noted, the NCPs owed in excess of $5,000. Available
assets exceeded $500 in all but one case. The Federal Office of Child Support
Enforcement’s guide for Automated Systems for Child Support Enforcement
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(October 2008) states that “...an aggressive FIDM process can have collateral
benefits such as settlements, locations, and re-starting of on-time payments....”
Therefore, we believe seizure of NCP assets was the appropriate course of
action in the cases noted in our finding when considering the arrearage
amounts owed by the NCPs and the available assets uncovered through FIDM.

Auditor’s Comment to Finding 13 Response:

As noted in our comments to the BCSE’s response to Finding #5, in our opinion
the BCSE’s documentation retention policies are inadequate. In regards to the
assertion that some cases were not compliant with the 20 day rule, we were
unable to substantiate this assertion in the cases noted in Finding 13 due to
inadequate documentation. Also, due to the time required for testing, we were
unable to perform test procedures on the applications received after the date of
our exit conference with the BCSE. We noted some documents represented by
BCSE as support applications did not conform to the usual applications or
referrals we observed during our field work. Due to this and time constraints,
we were unable to verify nine documents as valid replacements for applications.
An additional six documents were not provided in their entirety by the BCSE.
These fifteen documents are noted as exceptions in Finding #13.

In reference to BCSE’s assertion that the OSCAR system documents case
creation dates, we were unable to corroborate the case creation dates by other
information either within the system or outside of it. DHHR-MIS system
personnel, when asked, could not provide information from the DHHR’s RAPIDS
computer system that would corroborate the case creation dates recorded in
the OSCAR system in all instances. Therefore, we were unable to independently
verify if case creation dates noted in OSCAR system were correct.

Auditor’s Comment to Finding 15 Response:

The agency indicated in their responses that circumstances warranted
the “special handling” of checks for all of exceptions noted in our finding.
They provided explanations for all the types of special handled
disbursements noted in our finding. However, we believe the reasons
provided by the agency to not justify the special handling of checks.

For example, for worker’s compensation checks and unemployment checks the
agency said special handling was necessary because they were “time sensitive.”
Based on our experience, there would be no decrease in the delivery time of
special handled checks versus those mailed from the Treasurer’s Office.
Although, we cannot rule out the possibility of time savings if such special
handled checks were hand-delivered by the agency, we contend any time saved
would be minimal and not warrant the additional risk and cost involved in
special handling these checks.

-54 -



Also, the agency stated payments to a contractor needed to be special handled
because the “address on the invoice was different than the address on the
commitment document.” It is our understanding entries can be easily
effectuated in WVFIMS to overcome situations where a vendor mailing address
is not the same as the vendor address recorded in the commitment document.
Therefore, special handling is not required.

Finally, the agency contended payments for DHHR postage meters need to be
special handled because “the vendor (Pitney Bowes) will not load postage until
the United States Postal Office (USPS) has been paid. Vendor further requires
the state warrant be made payable to the USPS but sent to them (vendor) so
they may personally tender it to the USPS.” But, the Legislative Auditor’s Office
does not special handle checks for their postage machines. Rather, checks are
made payable to “Reserve Account Pitney Bowles” and mailed directly from the
State Treasurer’s Office with no special handling required.
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WEST VIRGINIA
BUREAU OF CHILD SUPPORT ENFORCEMENT

Appendix B
Spending Unit’s Response to Findings











































































































































































































































































