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A MESSAGE FROM THE PRINCIPAL DEPUTY ASSISTANT SECRETARY

FOR CHILDREN AND FAMILIES





I am pleased to present the Administration for Children and Families’ (ACF) Audited Financial Statements for FY 1996.  This is the baseline year for ACF in meeting the requirement for annual audited financial statements.



ACF administers a diverse array of programs serving a variety of vulnerable populations and we have made great strides in several significant areas.  FY 1996 was a year of challenge and change.  As a result of passage of the welfare reform legislation, we are having to redefine our leadership role and revise a number of our operational processes.  I appreciate this opportunity to highlight some critical efforts we’ve made to assure better management and fiscal accountability.



ACF is one of the leaders in the Department in terms of our efforts to become more results-oriented in implementing the requirements of the Government Performance and Results Act (GPRA) of 1993.  We have been and continue to be committed to measuring our success in meeting program goals and objectives, which--in the long run--really means improving the lives of our clients.  Our FY 1996 agency goals framed that commitment:  



ECONOMIC INDEPENDENCE AND PRODUCTIVITY OF FAMILIES



HEALTHY DEVELOPMENT OF CHILDREN AND YOUTH



A RESULTS-ORIENTED ORGANIZATION



Because our goals are crosscutting, ACF programs have had the opportunity to collaborate at the Federal, State and local levels in working to achieve success.  I am particularly proud of the work our programs have done with their partners to select performance measures.  For example, during FY 1996 and into 

FY 1997, the Office of Child Support Enforcement, an official OMB GPRA pilot, worked intensely with State partners to resolve 
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issues and facilitate consensus on performance measures that would become part of the National Child Support Enforcement Strategic Plan.  This Plan was negotiated and accepted in FY 1995 through consensus among Federal and State Child Support Enforcement officials, other State organization officials, legal advocates, and parents’ groups.  The Plan--including its goals, objectives and performance measures--is intended to guide performance planning and reporting well into future years.



In another arena, on November 5, 1996, the Head Start Bureau published the most thorough revision of the Head Start Program Performance Standards in nearly 20 years.  This is a great 

achievement!  These key regulations set the guidelines and standards for quality in Head Start programs nationwide.  In the spirit of the Administration’s reinvention goals, the revised standards were developed based on communication and consultation with over 2,000 people and national organizations, including parents, national experts in child development, national children/family organizations, community educators and Head Start staff.



Some people are unaware that ACF’s programs extend beyond our national borders.  During the last quarter of FY 1996 and into FY 1997, the Office of Refugee Resettlement (ORR) played a lead role in resettling over 6,700 Kurdish evacuees fleeing persecution in Iraq.  Several ORR staff went to Guam to assist in the transition and resettlement efforts.  These efforts were achieved in partnership with private resettlement agencies, the States and other Federal agencies.  These are but a few of the examples of how--though diverse in their purposes and activities--ACF’s programs and its employees are at the heart of the Federal effort to strengthen families and give children a decent chance to succeed.  



During FY 1996, over 450 staff in the central and regional offices attended training in dealing more effectively with partners on behalf of our clients.  We also sponsored a major activity to help make ACF as an agency become more results-oriented.  Our July 1996 “Partnerships for Results” Conference brought together a broad cross-section of ACF central and regional office employees, as well as State and community partners and advocates, to expand and enhance our collective knowledge on issues such as setting program priorities, 
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translating priorities into measurable results, and using multi-level partnerships to achieve results.  The conference showcased the FY 1996 Achieving Success which articulated ACF’s preliminary goals, objectives, and performance measures in critical areas and, as such, formed the basis of our agency strategic plan.  Though we face several challenges in bringing ACF into full compliance with GPRA--such as establishing outcome measures into future years and integrating performance measurement data with the budget--we have laid a solid foundation on which to continue our work with our partners.  



As anticipated, the Welfare Reform legislation of 1996 had major impact during the FY 1997 transition period.  With full implementation, the Temporary Assistance to Needy Families program established under the Personal Responsibility and Work Opportunity Reconciliation Act of 1996 continues to affect how ACF and other Federal agencies and State partners conduct their daily business in ways that directly influence the lives of many of ACF’s clients.  We have had to redefine our role of providing leadership rather than direct administration of the new welfare program.  We are committed to supporting the States to effectively assume their new responsibilities.  We have been working hard both in Washington and in our regional offices to help the States and tribal organizations achieve a smooth and effective transition to these new programs, while simultaneously working to develop data and information systems that meet the requirements of the new legislation.



ACF continues to be an organization committed to achieving its mission:  To lead the nation in improving the economic and social well-being of families, children, individuals and communities.  We look forward to using this forum as a platform for enunciating our successes and our challenges.





						/s/



					Olivia A. Golden



�DATE:		September 30, 1997		



TO:			Olivia A. Golden

			Principal Deputy Assistant Secretary

			  for Children and Families



FROM:		Chief Financial Officer



SUBJECT:		FY 1996 Audited Financial Statements



This memorandum transmits the Administration for Children and Families’ (ACF) FY 1996 audited financial statements as required by the Chief Financial Officers Act of 1990, as amended by the Government Management Reform Act (GMRA) of 1994.  Under the Department’s plan to implement GMRA, ACF has been designated as an individual reporting component requiring an annual financial statements audit of its activities.  This document represents ACF’s first such endeavor.  ACF received a “qualified” opinion from the auditors, a typical first year opinion for most Federal agencies especially when accounting activities are performed by a separate entity.



Notwithstanding a slow beginning for FY 1996 due to the two agency shutdowns and many continuing resolutions early in the year, ACF awarded over $31 billion in grants to 3266 discretionary and mandatory grantees.  These grants were awarded to States, counties, cities, territories, tribal organizations, as well as public and private local agencies.  The balance sheet reflects ACF’s grants-awarding nature and its reliance on legislative appropriations for financial resources to carry out its programmatic and administrative activities.



During FY 1996, ACF produced Achieving Success for Children and Families which established a preliminary set of goals, objectives and performance measures in critical areas and served as the basis of our agency strategic plan.  Many of our programs have made significant progress in implementing comprehensive approaches to planning and performance measurement.  Still, we face challenges in three major technical areas:  1) development of quantifiable performance goals; 2) coordinating and consolidating critical individual program measures into crosscutting outcome measures linked to the strategic plan; and 3) collecting data for many of its measures.  Nevertheless, we �
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intend to rise to these challenges and expect to be in full compliance with the requirements of the Government Performance and Results Act of 1993 by the Act’s effective date.



An area of some concern during FY 1996 was the identification of several Antideficiency Act violations.  Periods immediately preceding and following the two shutdowns--resulting from the hiatus of appropriations--caused confusion throughout the agency.  Likewise, significant downsizing made it difficult to assure adequate funds control during peak grant periods at both the beginning and end of the fiscal year.  In most cases, the proximate cause was ACF offices’ failure to follow our internal funds control and commitment processes.  These violations were investigated and were reported to the President and Congress, as required by law.  We have taken appropriate corrective action to reinforce the necessity of following established funds control procedures throughout ACF and to verify that those procedures were followed.  Similarly, we are working with the Department and the Program Support Center to help correct the accounting deficiencies responsible for the auditors’ qualified opinion of ACF’s FY 1996 audited financial statements.



We are committed to assisting in and supporting this valuable audit process and hope to obtain an unqualified opinion for our FY 1997 financial statements.





						/s/



Norman L. Thompson�Table of Contents
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�	Administration for Children and Families





The mission of the Administration for Children and Families (ACF) is to lead the nation in improving the economic and social well-being of families, children, individuals, and communities.



Profile of the Agency









The Administration for Children and Families, within the U.S. Department of Health and Human Services, is responsible for Federal programs that address the needs of vulnerable children and families throughout our society, including Native Americans, individuals with developmental disabilities, refugees and legalized aliens.  Through its Federal leadership, ACF promotes:



	_	families and individuals empowered to increase their own economic independence and productivity;



	_	strong, healthy, supportive communities having a positive impact on the quality of life and the development of children;



	_	partnerships with individuals, front-line service providers, communities, American Indian tribes, Native communities, states and Congress that enable solutions which transcend traditional agency boundaries;



	_	services planned, reformed, and integrated to improve needed access; and,



	_	a strong commitment to working with people with developmental disabilities, refugees, and migrants to address their needs, strengths, and abilities.



In FY 1996, ACF was responsible for Federally administering and/or managing 47 programs listed in the Catalog of Federal Domestic Assistance.  These are classified in the Federal budget functionally as OTHER INCOME SECURITY, SOCIAL SERVICES, TRAINING AND EMPLOYMENT, and CRIMINAL JUSTICE ASSISTANCE.  ACF staff administer and manage the grant programs in both the headquarters and regional offices.  While the headquarters offices are organized across distinct programmatic lines of authority with a supporting staff office structure, most of the regional offices tend to be organized within a financial, mandatory grants, discretionary grants structure.  Exhibit 1 at page 22 is the ACF Organization Chart.



ACF appropriations for FY 1996 were $33.3 billion, approximately $606 million more than for FY 1995.  This represented 10% of all HHS appropriations and less than one percent of all Federal appropriations (see charts that follow).  Federal administrative costs were less than half of one percent of total ACF spending.  The increase in appropriations for FY 1996 was largely due to increased entitlement spending, especially in the Foster Care and AFDC Child Care and Emergency Assistance programs. 
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The majority of ACF appropriations--almost $20.4 billion (61%)--were for OTHER INCOME SECURITY (Aid to Families with Dependent Children (AFDC), Child Support Enforcement (CSE), the Low Income Home Energy Program (LIHEAP), Refugee Assistance, and the Child Care and Development Block Grant (CCDBG)); approximately $20.3 billion was appropriated for Income Security in FY 1995.  $11.8 billion (36%) was appropriated for SOCIAL SERVICES (Head Start, Social Services and Community Services Block Grants (SSBG and CSBG, respectively), Foster Care and Adoption Assistance, etc. and all ACF administrative expenses).  $1.0 billion was appropriated for TRAINING AND EMPLOYMENT for the Job Opportunities and Basic Skills training program.  ACF Children and Family Services appropriation language included a transfer of $21.4 million from the Department of Justice (CRIME JUSTICE ASSISTANCE).



The chart below reflects the spending by budget function.
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ACF serves and otherwise assists clients diverse in culture, language and ethnicity from low income and/or otherwise vulnerable populations by awarding a variety of mandatory and discretionary grants to States, profit and not-for-profit organizations, universities and individuals. 



	Mandatory grants (entitlement, formula and block) are those which a Federal agency is required by statute to award if the recipients meet the eligibility and compliance requirements of the statute and regulations.  The amount of the award is usually determined either by distributing a fixed amount of money according to a mathematical formula or providing a specified level of funding to all who meet a criteria of need.  The formulas used to allocate the funds available often include such factors as population, per capita income, and various program-specific factors.  



	Discretionary grants are those in which the funding agency has discretion as to the amount and recipient of a grant.  The Federal government, according to specific legislation, exercises judgment in selecting the project/proposal to be supported and selecting the applicant/grantee organization, through a competitive grant process.  Discretionary grants are used to support five different types of activities:  demonstration, research, training, service, and construction.  



On August 22, 1996 President Clinton signed into law "The Personal Responsibility and Work Opportunity Reconciliation Act of 1996" (PRWORA), a comprehensive welfare reform plan that establishes the Temporary Assistance for Needy Families (TANF) program.  This legislation will dramatically change the nation's welfare system into one that requires work in exchange for time-limited assistance.  The new legislation replaces several of ACF's programs that will be described in this document as they existed prior to passage of PRWORA.  Many of them--notably the Aid to Families with Dependent Children (AFDC) program, the Job Opportunities and Basic Skills (JOBS) training program and AFDC Emergency Assistance--will be significantly changed in FY 1997.  In FY 1997, ACF will also be modifying specific performance targets related to programs directly impacted by the new legislation.









The major ACF grant programs during FY 1996 fall roughly within the budget functions as follows:



				OTHER INCOME SECURITY (Budget Code - 609) 



Aid to Families with Dependent Children (AFDC) 



AFDC is the nation's largest cash assistance program serving needy families with children.  AFDC's mission has been two-fold:  1) to assist families with dependent children to meet transitional financial need and 2) to help parents in these families become economically self-sufficient.  To carry out the first mission, AFDC provides transitional cash assistance to families with children deprived of parental care and support.  Most commonly, these are single parent families. 



In fiscal year FY 1996, combined Federal and State benefit payments of approximately $20.5 billion ($11.1 billion in Federal dollars alone) went to over 4.3 million families comprised of 12.0 million individuals.  AFDC has been funded jointly by the Federal and State governments.  States receive funds directly from the Federal government and administer the program within broad Federal guidelines.  Each State establishes the amount of its own need standard (the amount required by a particular size family in order to live) and assistance payment level.  The Federal government monitors State administration.    



Eligibility is based on the needs, income, and resources of the individual family.  The definition of deprivation includes "two-parent" households if the principal earner is unemployed or underemployed.  This two-parent household program is known as the AFDC Unemployed Parent Program (AFDC-UP).      



Child Support Enforcement (CSE)



The CSE program is a Federal/State partnership authorized by title IV-D of the Social Security Act.  It promotes family self-sufficiency by securing regular and timely child support payments.  State CSE programs locate parents, establish paternity, establish and enforce support orders, and collect payments.    



In FY 1996, about $11.9 billion was collected in child support, and services were provided to over 19 million cases through the CSE program.  In addition, over 1,002,506 paternities (of which 285,386 were in-hospital paternities) as well as over one million new support orders were established, and almost five million absent parents were located.  The Federal government funds 66 percent of program costs and makes incentive payments based on program efficiency and effectiveness as well as collections realized.  The Federal government also provides 90 percent matching for paternity testing and 80 or 90 percent matching for some statewide computer systems.



In February 1995, President Clinton signed an Executive Order requiring all Federal executive agencies to facilitate payment of child support.  This action established the Federal Government, through its civilian employees and Uniformed Services members, as a model employer in cooperating fully in efforts to establish paternity and child support orders and to enforce the collection of child and medical support.



Refugee and Entrant Assistance



Refugee Assistance programs, authorized by the Refugee Act of 1980, and programs of assistance to Cuban and Haitian entrants, authorized under Title V of the Refugee Education Assistance Act of 1980, were established to assist refugees and Cuban/Haitian entrants to become employed, economically self-sufficient, and assimilated into society as soon as possible after their arrival in the U.S.  Federal funds are provided to States and non-profit organizations, such as voluntary agencies, to help offset the costs of resettlement.  Increasing refugee employment and reducing welfare dependency is a major emphasis.   



For FY 1996, Congress appropriated approximately $407 million to provide grants for refugee assistance and services in the form of cash assistance, medical assistance, administrative costs, social services, and targeted assistance.  In FY 1996, approximately 74,815 refugees, 906 Amerasians and 9,093 entrants were admitted to the U.S.  These figures do not include Cuban parolees from Havana.



Repatriation



The Repatriation Program assists U.S. citizens and dependents who are returned to the U.S. by the State Department.  If an American citizen in a foreign country becomes ill, is without funds, or needs to be returned to the U.S. because of a threatening situation in a foreign country, necessary services and loans to these citizens are provided through this program.  In FY 1996, 492 citizens in 309 cases received assistance at a cost of about $225,000 (including both assistance and administrative costs).



Low Income Home Energy Assistance Program (LIHEAP)



With LIHEAP funds, the Federal government provides grants to States, territories, Indian tribes, and tribal organizations to assist low-income households in meeting the costs of home heating and cooling needs.  States and tribes may make the payments directly to eligible households or to home energy suppliers who comply with legislative provisions.  LIHEAP funds can also be used by grantees to help low-income households deal with energy-related crises or pay for repairs to make their homes more energy efficient.



In FY 1996, $1.08 billion in grants (including $180 million in contingency funds) was awarded to all 50 states, the District of Columbia, five territories, and 124 Indian tribes and tribal organizations. An estimated 5.5 million households received help with heating costs and winter crisis assistance in FY 1995, the most recent year for which this information is available.  



Child Care and Development Block Grant (CCDBG)



The CCDBG funds State efforts to provide quality child care services for low-income family members who work, train for work, or attend school.  CCDBG provides States, Indian tribes, and territories with funding to help low-income families access quality child care.  In addition, CCDBG increases the availability of early childhood development and before�and after�school care services. To be eligible, a family must need child care either because a parent is working, attending a training or educational program, or because the child needs to receive protective services.  



Funds provide certificates, grants, and contracts for child care services for low-income families.  Parents may choose from a variety of child care providers, including center-based, family child care, and in-home care.  Providers must meet basic health and safety protections required by State, local, or tribal law.



In FY 1996, $932 million in funds were awarded as grants to 292 grantees, including the 50 States, the District of Columbia, Puerto Rico, Guam, Palau, the Commonwealth of Northern Mariana Islands, the Virgin Islands, and 236 Indian tribes.  States must use 25 percent of the funds to improve child care quality and to increase the availability of related services.  Three-fourths of that amount is earmarked for early childhood development and before� and after�school care.  Seventy-five percent is for States to provide direct services for low-income families and to improve availability and quality.  



				SOCIAL SERVICES (Budget Code - 506)



Head Start



The Head Start program provides comprehensive developmental, health, social and parent involvement services to low-income, pre-school children and their families.  It is based on the philosophy that a child benefits from a comprehensive, interdisciplinary program which fosters development and remedies problems through a broad range of services.  Head Start involves the child's entire family and community.



Grants to conduct Head Start programs are awarded to local public or private, non-profit agencies.  Grantees must match the total cost of the program at a rate of 20 percent.  Head Start programs operate in all 50 States, the District of Columbia, Puerto Rico, and the U.S. territories.  At least 10 percent of the enrollment opportunities in each program must be made available to children with disabilities.  



In FY 1996, the enrollment of approximately 752,000 pre�school children from low-income families in about 1400 local Head Start programs was made possible by grants amounting to $3.4 billion.  Since its inception in 1965, more than 15.3 million children and families have received services.  Head Start has provided children with educational, social, medical, dental, nutrition, and mental health services while their families have had the benefit of social services.  An essential part of every Head Start program is the involvement of families in parent education and program planning and operation.  



Foster Care, Adoption Assistance and Independent Living



These programs help States provide care for children who need placement outside their homes, in a foster family home, or in an institution.  These programs:  facilitate the placement of hard-to-place children in permanent adoptive homes, preventing long, inappropriate stays in foster care; assist adoptive children with special needs, including those who are older, members of minority or sibling groups, and/or physically, mentally, or emotionally handicapped individuals; provide activities preparing youth for living on their own; and provide associated administrative and training costs. 



In FY 1996, approximately $3.7 billion was awarded for Foster Care, Adoption Assistance and Independent Living.  These programs are funded jointly by the Federal and State governments.  Monthly payments to families and institutions vary from State to State.  In 1996, benefits were paid on behalf of approximately 267,000 foster children per month and the average monthly number of children for whom adoption assistance payments were made was about 123,000.  Over 70,000 (estimated) children participated in independent living programs.



Social Services Block Grant (SSBG)



In FY 1996, $2.4 billion was appropriated for States to provide social services under the annual Social Services Block Grant.  States have responsibility for determining the services they will provide, the distribution method, and eligibility requirements.  Each State's allocation from the total appropriation is based on its population.



States use the funds for social services to achieve economic self-sufficiency; to prevent or remedy neglect, abuse, or exploitation of children or adults; to avoid or reduce inappropriate institutionalization; and to provide appropriate referral for institutional care.  States have great variation in their definition, design, programs, and range of services.  The most frequently provided services are:  child day care; home- based services which help individuals or families with household and personal care; protective services which prevent or remedy abuse, neglect, or exploitation of children or adults; special services for the physically, mentally, or emotionally disabled; and social support.



Child Welfare Services



Child Welfare Services help State public welfare agencies intervene in maltreatment.  Authorized under title IV-B1 of the Social Security Act, Child Welfare Services are available to children and their families without regard to income.  State services include:  preventive intervention aimed at keeping children within the home; services to develop alternative placements, such as foster care or adoption if children cannot remain at home; and reunification services so that children can return home if at all possible.  



In FY 1996, $277 million was appropriated for Child Welfare Services.  Funds were distributed to States in the form of grants to establish, extend, and strengthen child welfare services.  Each State received a base amount of $70,000.  Additional funds were distributed by a formula based on the State's population of children under age 21 and the complement of the average per capita income.  The State share of expenditures is 25 percent.



The 1993 amendments to the Social Security Act created the Family Preservation and Support Services program (title IV-B2).  Its purpose is to encourage and enable each State to develop and establish, or expand, and to operate a program of family preservation services and community-based family support services.  $225 million was appropriated in FY 1996 to provide grants to States to develop and expand two types of services:  1) innovative child welfare services including family preservation, family reunification and other services and, 2) community-based family support services.



Runaway and Homeless Youth Programs



Enacted in 1974 under the Runaway Youth Act, and subsequently expanded to include homeless youth, this program was created in response to widespread concern about the alarming number of runaways who cross State lines and are exposed to exploitation.  Today an estimated 500,000 to 1.3 million young people run away from or are forced out of their homes, and an estimated 200,000 are homeless.



Grants to public and private agencies provide short-term shelter, crisis intervention, and family reunification services to runaway and homeless youth and their families.  In FY 1996, approximately $43.5 million in Federal appropriations helped to fund more than 375 youth shelters (basic centers) that provide short-term emergency shelter, food, clothing, counseling, and other support services to runaway and homeless youth.  Additionally, through the Transitional Living Program over 75 programs were funded with $14.9 million to help homeless youth, ages 16 to 21, make a successful transition to self-sufficient living and avoid long-term dependency on social services.  Over 60,000 youth were served by these programs in FY 1996.  Among those youth who entered basic centers, nearly 70 percent were reunited with their families.



Community Services Programs



Through Community Services programs, the Federal government provides annual funding to States, territories, Indian tribes and tribal organizations, universities, and other non-profit groups to assist low-income people in local communities.  Community Services funds, including the Community Services Block Grant (CSBG), are primarily used to meet employment, education, housing, income management, energy, health, and emergency needs of the poor.



In FY 1996, $389.6 million was appropriated to award Community Services Block Grants to 57 States and territories.  A total of $2.3 million was awarded directly to 57 Indian tribes and tribal organizations.  Most funds are allocated to approximately 1000 community action agencies or migrant or seasonal farmworker organizations.  For FY 1996, among other Community Services programs, $27.3 million was appropriated for the Urban and Rural Community Economic Development program; $11.5 million for the National Youth Sports Program; and $4 million for the Community Food and Nutrition program.



Developmental Disabilities



Developmental Disabilities programs serve nearly four million Americans.  Developmental disabilities are severe, chronic disabilities attributable to mental or physical impairment, or a combination of both, which are manifested before age 22; are likely to continue indefinitely; and result in substantial limitations in major life activity.  Developmental Disabilities grants support programs that protect the rights and promote the self-sufficiency of Americans with developmental disabilities and their families.  Funds help State governments, local communities, and the private sector to integrate people with developmental disabilities socially and economically into mainstream society.  



In FY 1996, appropriations amounting to approximately $114.2 million supported:  the development of coordinated systems of services through statewide plans; the establishment of protection and advocacy systems to assist individuals in exercising their human and legal rights; interdisciplinary training, technical assistance, and information/dissemination activities provided by agencies affiliated with a university; and projects which focus on the most pressing national issues affecting people with developmental disabilities and their families.  



Native Americans



The Administration for Native Americans (ANA) promotes the goal of social and economic self-sufficiency and the enhancement of the institutions of self-governance for Indian tribes and organizations and other Native American communities.  Under the Native American Programs Act of 1974, as amended, ANA is the only Federal program serving all Native Americans regardless of where they live or their tribal or group affiliation.  Native Americans total over 2.2 million individuals.  Tribes and organizations of American Indians, Alaska Natives, Native Hawaiians, and other Native American Pacific Islanders, including American Samoans, receive over 200 competitive grants annually to encourage self-sufficiency.  



In 1996, about $34.9 million in Federal appropriations supported community-based development programs which strengthen tribal and community economic and social bases.  Program goals include:  enhancing local decisionmaking among community and tribal governments; developing economic activities that provide jobs leading to increased self-sufficiency; and promoting local access to and control and coordination of services that safeguard the health and well-being of Native Americans and that lead to self- supporting communities.



Domestic Violence Programs 



In FY 1996, a total of $33 million in appropriated funds was spent to develop and share successful methods of prevention, intervention, and treatment of domestic violence and its victims.  Funds helped support programs and projects to prevent incidents of family violence, and provide immediate shelter and related assistance for the victims of family violence and their dependents.  Also, the Violent Crime Trust Fund financed an additional $21.4 million for these activities (see CRIMINAL JUSTICE ASSISTANCE).



Federal Administration 
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In FY 1996, Congress appropriated $150.1 million to support 1,732 FTE (full-time equivalents as opposed to “on board staff”) and related expenses associated with administering over $33 billion in Federal programs.  However, total funds obligated for these activities were $149.7 million.  At the end of FY 1996, ACF had 917 employees in its Washington, D.C. headquarters and 793 employees in the ten regional offices.  This represented a five percent decrease over the number of staff in headquarters during FY 1995, and a corresponding decrease of four percent of staff for the regional offices.  Of the 1,710 ACF employees who remained on board on September 30, 1996, 1,686 were full-time permanent and 24 were part-time employees.
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ACF's efforts at de-layering and right-sizing have included an agency-wide initiative to increase the supervisor to staff ratio from an average of 1:4.64 in FY 1993 to an average of 1:9 by FY 1999.  By the end of FY 1996, ACF was able to achieve an average supervisor-staff ratio of 1:6.1.  We achieved this by a combination of redeploying staff resources and restructuring certain management positions.







TRAINING AND EMPLOYMENT (Budget Code - 504)



Job Opportunities and Basic Skills (JOBS) training Program



Under the JOBS program, welfare recipients, with some exceptions, must pursue job training, work experience, and education to become self-sufficient and independent of public assistance.  JOBS participants also receive necessary support services, such as child care and transportation.  



All 50 States, the District of Columbia, Guam, Puerto Rico, and the Virgin Islands, and 76 Indian tribes and Alaska Native organizations now operate JOBS.  In FY 1996, $879 million in Federal matching was spent for the program, including $8.5 million for Indian tribes and Alaska Native organizations.



JOBS programs are targeted toward people on welfare who are most at risk for long-term welfare dependency, especially young parents or never-married mothers who did not finish high school and who had their first child at a young age.  State welfare agencies and tribal organizations have wide flexibility to design JOBS programs that meet the specific needs of AFDC recipients within their jurisdictions.

		



CRIMINAL JUSTICE ASSISTANCE (Budget Code - 754)



Crime Victim Fund



In addition to the $33 million of appropriated funds for Family Violence programs, $21.4 million of funds transferred from the Department of Justice were spent by ACYF on behalf of victims of violent crime and their families, and on the education and prevention of sexual abuse of runaway, homeless and street youth.  These funds also supported the Domestic Violence Hotline which became operational in February 1996.  The hotline has received over 72,000 calls since it became operational.









Performance Goals/Measures











ACF has made significant progress in developing performance measures that are tied to its strategic goals and objectives and will be using this performance information to improve decisionmaking.  This section spells out our goals, objectives, and performance measures developed to date, and summarizes a number of activities we have initiated over the past couple of years to meet the requirements of Government Performance and Results Act of 1993 (GPRA).



One major product of these activities was the development of the ACF Report Card--"Achieving Success for Children and Families."  Developed with the cooperation and consensus of all program and staff offices, “Achieving Success” is a preliminary set of goals, objectives, and performance measures in critical areas.  Many States also have launched innovative efforts and are working in partnership with ACF to benchmark, measure performance and track results.  Because our goals are crosscutting, they offer ACF programs the opportunity to continue to collaborate at the Federal, State, and local level in achieving success.  



In the coming years, ACF will be developing new performance measures and continuing to revise and refine our objectives.  "Achieving Success" will be the strategic framework we use to continue the dialogue across ACF programs and among our various partners to identify, expand, and measure our success in reaching these mutually agreeable goals, objectives, and performance measures.  This focused approach will facilitate data collection and sharing across levels of government and between governments and private sector organizations, and will provide the critical linkage for future management and budget decisions.



Many of the Agency target performance measures will have to be revised due to the enactment of welfare reform legislation and our new relationship with our partners which that legislation implies.  A few examples of the goals and target performance measures from the FY 1996 "Achieving Success" are included below:
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GOAL:  ECONOMIC INDEPENDENCE AND PRODUCTIVITY OF FAMILIES

	

	Measurably improve the economic independence and productivity of families by

	reforming the welfare system and by stimulating the changes in attitude and behavior 

	necessary to achieve results.

�





•	PROMOTE EMPLOYMENT:  Increase employment and economic independence by reducing reliance on public welfare programs, providing job training and encouraging job creation.  Focus on the abilities and skills of individuals, enabling them to be more self-sufficient and to pursue jobs in their communities.  

	SOURCE: ACF-108





Target:	Increase the number of refugees entering employment from employment-related social services by 5% annually.

  

       1990       1991       1992       1993       1994        1995

	ÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄ

    25,000    23,683    26,009     30,408     32,430    35,533

                    -5.3%     +9.8%    +16.9%     +6.6%     +9.6%
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	SOURCE: ORR-6



• 	PROMOTE PARENTAL RESPONSIBILITY:  Establish paternities for children born out-of-wedlock and ensure that parents support their children.





Target:	Increase the number of paternity establishments to 800,000 in FY '96.



    1991        1992       1993       1994       1995        1996

	ÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄ

  472,105  515,857  554,637  590,819  735,000  [800,000]
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	SOURCE: OCSE-156







�



GOAL:  HEALTHY DEVELOPMENT OF CHILDREN AND YOUTH



	Increase the number of children, youth and families who have improved health, development and well-being and live in stable communities.

�



• 	PROVIDE QUALITY CHILD CARE WHICH PROMOTES COMPREHENSIVE EARLY CHILDHOOD DEVELOPMENT: Provide high quality early childhood programs, such as Head Start or accredited child care programs, so that early childhood experiences improve children's development and school readiness.



Target:	In FY ‘95 increase by 11,500 the number of children receiving comprehensive early childhood development services though Head Start.



 (School year)  91-92        92-93       93-94       94-95        95-96

ÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄÄ 

                       621,078    713,903    740,493    750,696  [756,896]

                                        +92,825   +26,590    +10,203   [+6,200]











	SOURCE: HSPIR



• 	ENSURE SAFETY AND WELL-BEING OF CHILDREN AND YOUTH:  Help children and youth while they are living with their own families, when appropriate.  When necessary, place children and youth in stable, family-like settings consistent with the needs of each child or youth.  Support children and youth with developmental disabilities in individual and small group dwellings that will include them in community life.



Target:	Increase to 70% or more the proportion of children who exit the foster care system through either reunification or adoption within two years of placement.



�



				  	1995              1996



					 68.8%            [70%]



�



	SOURCE: Estimated from VCIS and AFCARS



•	BUILD HEALTHY, SAFE AND SUPPORTIVE COMMUNITIES AND TRIBES:  Strengthen local communities through community partnerships and improving civic participation; increase community development investments so that families and children can lead healthy, safe, and productive lives.  Work with Tribes and Native American communities to develop strategies and programs that will promote social and economic development and self-sufficiency.

	



Target:	Increase by 7% the provision of outreach services by training and technical assistance (T&TA) providers to the diverse Native American population, with particular emphasis on urban Native organizations, rural and non-Federally recognized Tribes.





















�



	T&TA visits



	1995         1996



	 441          [472]



	                 [+7%]



�



	SOURCE: ANA



�



GOAL:  A RESULTS-ORIENTED ORGANIZATION



	Be a high-performing, customer focused organization that values its partners and 

	empowers employees to achieve results.

�





•	SATISFY CUSTOMERS AND PARTNERS:  In 1996, through an ACF-wide strategy, (1) measure partner satisfaction with ACF performance, establishing baseline(s) for periodically assessing and demonstrating improvement in the way ACF facilitates its partners' efforts to provide services to meet the needs of children and families; and (2) assist our partners in developing standards for measuring customer expectations and satisfaction with ACF-funded services and activities. 



•	DEVELOP PARTNERSHIPS FOCUSED ON RESULTS:  Build results-oriented partnership agreements and collaborative relationships with ACF's partners (jurisdictions or organizations receiving Federal funds from ACF to deliver services or benefits to the public, such as:  States and Territories; Tribes and Native Organizations; national or regional associations or provider groups; cities, counties, and other jurisdictions).  Establish agreements that commit both parties to cooperation and action (with mutually agreed-upon measures of successful results) in service of ACF's customers:  America's children and families.





GPRA Implementation at ACF









Summary of Specific Program Activities



Differences in substance, resources, partnership groups, statutory mandates, and the state of the art with respect to measurement affects the development of realistic goals, objectives and performance measures for ACF programs.  Because actual performance depends upon State implementation of our programs, ACF has been working closely with its partners to select performance measures and annual performance targets.  These measures will be used for program planning, budget formulation and to assure program accountability.  



At the Agency level, the Performance Measures (PM) Workgroup, made up of a team of leaders experienced in outcome measure development and strategic planning, was chartered to assist ACF to become a more results-oriented organization and begin a cross-cutting dialogue for establishing meaningful, challenging goals and targets for additional programs.  One of the major activities resulting from the efforts of the PM Workgroup was a "Partnerships for Results" conference held in July 1996.  The conference  brought together a broad cross-section of ACF national and regional office employees, as well as State and community partners and advocates, to expand and enhance the collective knowledge on issues such as setting program priorities, translating priorities into measurable results, and using multi-level partnerships to achieve results.  In addition, as a result of other related ACF initiatives, over 450 employees in the central and regional offices have attended training focused on dealing effectively with partners.



ACF's commitment to use its resources more effectively and efficiently to achieve its mission are demonstrated by goals outlined in the FYs 1997-2001 CFO Five Year Plan:



	Increase the use of ADP and other technologies to improve productivity and customer services and to reduce costs;



	Streamline financial and administrative processes to reduce lead times and increase responsiveness while, at the same time, maintaining/enhancing internal controls;



	Integrate the myriad of oversight and control functions, such as CFO-related activities, budget planning, Federal Managers' Financial Integrity Act (FMFIA), and systems reviews;



	Improve guidance and technical assistance to grantees; 



	Strengthen financial management capabilities and skills within ACF; 



	Enhance ACF's efforts to develop a results-oriented environment for its own activities and the activities of its grantees in accordance with the requirements of the Government Performance and Results Act (GPRA); and,



	Link program priorities to the distribution of resources to assure that the distribution of resources is commensurate with programmatic strategic goals.

	

Also, senior staff performance plans have been developed to reflect the agency's goals, objectives, and program performance measures.  The following provides information on the status of a few selected programs to illustrate the progress that is being made on developing performance measures and partnership agreement on these measures:



Office of Child Support Enforcement (OCSE)



An official OMB GPRA pilot, OCSE achieved consensus with its State partners on outcome measures in FY 1996. The measures will indicate success in achieving the previously developed National Child Support Enforcement Strategic Plan.  



Five experimental cooperative agreements are demonstrating aspects of results-oriented management such as an analysis of performance indicators, a study to support strategic planning efforts, and evaluation of performance-based contracting.  Two additional projects were funded in FY 1996 to demonstrate aspects of performance measurement in working with county attorneys and hard to collect cases.



Head Start



Head Start Performance Standards are mandated regulatory requirements that grantees and delegate agencies must implement in order to operate a Head Start program.  These standards define what a grantee/delegate must do (e.g., services that must be provided, how grantees/delegates must share leadership responsibilities with parents, etc.).



Performance measures are being established by the Head Start Bureau in order to assess the achievement of the program’s overall goal of enhancing the social competence of children from low-income families.  Specific goals are outlined for the areas of Health, Education, Partnerships with Families, and Program Management.  These measures define the benefits that children and families should experience from their participation in the Head Start Program.  Performance measures hold the program accountable at the national level for effects that the Program is expected to produce.  The results that the Head Start Program is intended to produce must be linked to what the Program does--i.e., the Performance Standards.  This initial work is part of a long-term effort to develop, implement and refine program performance measures for the Head Start Program.  The development of program performance measures is only one of a number of efforts that are underway to improve the quality of Head Start services.



AFDC and JOBS Programs (replaced in FY 1997 by the Temporary Assistance to Needy Families (TANF) program)



In the past several years, the AFDC Quality Control Academy was created to involve ACF partners and customers in the design effort to streamline the AFDC Quality Control (QC) System.  In response to the AFDC QC Academy recommendations, the Office of Family Assistance (OFA) worked to streamline the current QC system which has now been superseded by the TANFBG legislation.



In FY 1996, to the extent possible, OFA staff continued to coordinate efforts to:  1) integrate welfare-to-work performance measures with those of programs with common goals, such as Child Support Enforcement, child care and Department of Labor programs; and, 2) encourage other related programs, especially those with integrated QC systems (Food Stamps and Medicaid), to move toward a compatible outcome-based QC system within the framework of the new welfare reform legislation.



With the enactment of PRWORA of 1996, ACF will focus our work with States to assure that more people enter the work force and that more families achieve economic stability.



Child Welfare



The Children's Bureau (CB) has taken the following major steps in the development of performance measures:



Adoption Strategic Plan--In December 1995, CB sponsored a meeting with the adoption network to develop the Adoption Strategic Plan.  The adoption network is composed of Federal, State, and local government staff, advocates, and representatives from national organizations.  A critical part of the plan was the development of performance measures.  A special add-on session was held in conjunction with the “Partnerships for Results” conference, sponsored by ACF, in which the strategies for implementing the plan were developed.  Since then, ACF has been negotiating with many States on partnership agreements.



Monitoring--For the past two years, CB has been working with its partners to develop a new monitoring and review system for Child and Family Services.  The new monitoring system focuses on three major outcome areas: safety, permanency, and child and family well-being.  The outcomes in each of these areas have measures associated with them which are derived in part from data submitted to the Adoption and Foster Care Analysis and Reporting System (AFCARS).  Regulations to formally implement this system were published in December 1993.  The first data submissions began in FY 1995.



Community Services Programs



The Community Services Block Grant (CSBG) Task Force on Monitoring and Assessment was chartered by the Director of the Office of Community Services (OCS) in August 1994 to develop a results/outcome-oriented monitoring and assessment approach for the State agencies receiving funds under the CSBG and the LIHEAP (Low Income Home Energy Assistance Program).  



All CSBG partners have agreed to a national framework of six community service goals.  A menu of performance indicators has been created for use by States and community action agencies in making their commitments to achieve results.  A process has been proposed for States and community action agencies to select the most appropriate goals and measures for their own States/ communities; the indicators will be aggregated at the national level as OCS’ GPRA Strategic and Annual Performance plans.  Plans for technical assistance and program auditing are being reformulated to focus away from process and toward accomplishment of results that benefit low-income people.



Low Income Home Energy Assistance (LIHEAP)



Section 311(b) of the LIHEAP statute, required HHS to develop model performance goals and measures for the LIHEAP program by November 1995 in consultation with State, territorial, tribal and local grantees, and to be used by LIHEAP grantees at their option in developing their FY 1997 plans.



OCS worked with the National Association of State Community Services Programs and the National Association of Community Action Agencies to assist in developing model monitoring and goals/measures procedures with a national panel and an advisory group of LIHEAP administrators.  The minutes of the meetings were circulated for review and comment to all interested parties on the LIHEAP mailing list.  In addition, the subject was discussed at several conferences.  Interested parties were invited to make oral or written presentations to the National Panel at its April meeting. The recommended goals and measures were also discussed at an OCS workshop for LIHEAP grantees held October 30-31, 1996.  Final model goals and measures were issued to grantees in November 1995.  Contracts have been awarded with training and technical assistance funds to allow several pilot States to begin implementing the goals and measures, with the intent to determine both best practices and barriers to implementation.



Developmental Disabilities



The Administration for Developmental Disabilities' (ADD) overall goals for individuals with developmental disabilities are independence, productivity, and community inclusion--that is the right to enjoy the opportunity to live independently, enjoy self-determination make choices, contribute to society, and experience full integration inclusion in the economic, political, social, cultural, and educational mainstream of American society.  ADD continues to work closely with the Developmental Disabilities Program Network (State Developmental Disabilities Councils, State Protection and Advocacy agencies, University Affiliated Programs, and others) to reach consensus on national objectives and indicators.  ADD will ask each grantee to contribute to this process by providing intermediate outcomes for community supports and services (priorities such as employment, education, health care, home and community living, recreation, and worship).



At the same time, ADD is automating its current paper-based program reporting process.  This system will be phased in over several years and aims to integrate program reporting and performance measurement reporting.  ADD has begun several pilot projects to test a new model approach to program reporting.  From the pilot experiences, revisions will be incorporated into the model.  In addition, the workgroup will collect comments on the Outcome Measures Model from all stakeholders including  consumers, the ADD network, and ADD staff. 



An initiative, entitled "Ensuring the Strength of the Protection and Advocacy Programs for the 21st Century" is underway to bring together the disability community and representatives from the P&As to discuss their common concerns and avenues to build partnerships between the two groups.  During FY 1996, work group meetings were held in Washington, D.C., St. Louis, Missouri, and Oakland, California, to develop recommendations to help facilitate these partnerships. 



An Outcome Measures Workgroup was established in collaboration with the American Association of University Affiliated Programs (AAUAP).  The goal of this workgroup was to develop performance measures and an Outcome Measures Model in order to evaluate the impact of UAP involvement on the lives of individuals with developmental disabilities.  This effort will assist UAPs, Developmental Disabilities Councils (DDC) and Protection and Advocacy Systems to develop outcome measures and assist ADD and its grantees to meet the mandates set by GPRA and NPR.  



Refugee Resettlement Program



In early FY 1996, ORR staff provided technical assistance to and participated in negotiations with each State to help them set FY 1996 goals for the six ORR performance measures based on FY 1995 actual performance.  FY 1996 Annual Outcome Goal Plans for the 47 States participating in the State-administered program were reviewed and approved.  Quarterly progress toward achieving projected goals on the six ORR performance measures is tracked by State, and in the case of California, by county. 



ORR is in the process of extending performance measurement to its other major grant programs, the Match Grant Program and Wilson/Fish Alternative projects.  Current grantees for Wilson/Fish Alternative projects have negotiated Annual Outcome Goals on the six ORR performance measures as part of their FY 1996 application to ORR for continued funding.  Matching Grant agencies have been working in partnership with ORR to develop specific performance measures for the program, which will be implemented during FY 1997.





Major Initiatives and Accomplishments









Welfare Reform



Even before Congress passed welfare reform legislation, States were acting to try new approaches.  With encouragement, support and cooperation from the Clinton Administration, 43 States moved forward with 78 welfare reform experiments in FY 1996.  The Clinton Administration, addressing one of the key components of welfare reform--parental responsibility--also requested teen mothers receiving welfare to stay in school, required Federal employees to pay their child support, and cracked down on people who owe child support and cross State lines.  As a result of these efforts and President Clinton's efforts to strengthen the economy, child support collections increased by 49.6 percent to $11.9 billion between fiscal years 1992 and 1996, and there are 2.112 million fewer people on welfare today than when President Clinton took office.  



Earlier this year, President Clinton also directed that we pilot a national "new hire" program that is matched against lists of parents who are delinquent in their child support payments.  The pilot has been underway for several months and more than six million new hire reports have been received from 20 States.  These were matched against tax offset masterfiles resulting in 60,000 matches as  well as against Federal Parent Locator Service files resulting in an additional 36,000 matches.  PRWORA is building on these efforts by allowing States flexibility to reform their welfare reform systems and to build on the demonstrations initiated under the Clinton Administration.



The Temporary Assistance for Needy Families (TANF) program--created under PRWORA--contains strong work requirements, a performance bonus to reward States for moving welfare recipients into jobs, State maintenance of efforts requirements, comprehensive child support enforcement, and support for families moving from welfare to work--including increased funding for child care and guaranteed medical coverage.  It replaces the AFDC, JOBS and Emergency Assistance programs with a new block grant program.  A State is eligible to participate in the new program no earlier than the submittal of its State TANF plan.  A State will receive its block grant funds once the Secretary has found the State's plan to be complete.  States must submit their TANF plans no later than July 1, 1997 and can choose to do so earlier.  As of September 30, 1996, only 14 States had submitted State plans and two were certified as complete.  Federal funding for the new block grant will be $16.8 billion annually from fiscal 1998 through fiscal 2001 (1996 and 1997 funding is in transition from the old AFDC program to the new TANF program).   



Over the past few months, ACF has been working very hard to ensure that we are in a position to meet our responsibilities under the legislation and to facilitate implementation of the law at the State and community level.  One of our first priorities has been to disseminate information on the amounts of TANF and child care funds that States and tribes can receive and how they can access that money.  Thus, we prepared and distributed allocation tables for both child care and TANF, and have sent out instructions on how to apply for the FY 1997 "mandatory" child care funds.  In addition, we distributed a guide which States could use to develop their TANF plans.  Because the new child care provisions had an effective date of October 1, we made it a priority to provide guidance immediately to all State welfare commissioners and State Child Care and Development Block Grant lead agencies outlining a simplified process under which States could begin receiving funding in order to be able to operate a more unified child care system.  



Grants Business Process Reengineering (BPR)



As a result of recommendations provided by the ACF Grants Reengineering (BPR) study to simplify grant application, management, and financial reporting forms and processes, several policy/procedural deviations to existing HHS Grants Administration Manual (GAM) requirements were requested and approved by the Department on a trial basis.  The Grants Reengineering Actualization Team (GREAT), established in FY 1995, continued to implement the BPR study recommendations through working subteams.  ACF Senior Staff cleared eight revised grants administration policy and procedural documents, supporting 19 BPR policy and 12 routine policy updates; 478 ACF Headquarters and Regional staff have received training on the first module of the grants training; 13 grants management staff were moved from the Division of Discretionary Grants into program positions in the three headquarters BPR pilot offices (ADD, ORR and ACYF/Head Start); two regional pilots were established; and a baseline BPR Customer Satisfaction Survey was conducted.



As a major, exciting initiative under BPR, ACF is designing a new, integrated grants administration system (GATES) for use throughout all headquarters and regional office components.  This system will be integrated, share information across programs, be linked electronically to other related systems, and be designed to support decision-making and accountability.  Joint Application Development (JAD) groups provide input into the GATES structure and features.  The JAD groups comprise representatives from every ACF program and regional office, plus affected staff offices.  The JAD also review each GATES module before implementation to ensure that GATES will meet the needs of every ACF grant-making component.  These sessions promote a partnership between the system development team and all interested ACF parties to facilitate the design and development of the new automated grants management and administration system.  In addition, the sessions provide the forum for a dynamic exchange of information-sharing across program and financial management lines.  The pre-award discretionary grant module and the Formula, Entitlement and Block Grant module have been completed, and users are being trained in both modules.  Other modules are under development.





Major Challenges









Welfare Reform



In the few months since enactment of PRWORA, ACF and State partners have been working together to understand and implement the requirements of the new legislation.  States have been given a tremendous amount of flexibility under PRWORA to design a program which provides assistance to needy families and helps them to find jobs and become self-sufficient as quickly as possible.  Because State plans can be filed at any time prior to July 1, 1997, most States have been sorting through the complexities of the law and the variety of options and opportunities available to them.  



While much of the action has shifted from the Federal Government to the States, ACF has made a concerted effort in Washington and in our regional offices to help the States and tribes achieve a smooth and effective transition to these new programs.  In return for this new authority and flexibility, the legislation holds States more accountable for program performance.  It includes a variety of provisions--on penalties, performance-based funding, data collection and reporting, and research and evaluation--designed both to ensure accountability and promote performance.   At the Federal level, ACF will be helping define and regulate these provisions as well as monitoring State performance and program implementation, as required by law.  



ACF is reviewing the new TANF plans to ensure that they are complete--that they include the necessary certifications and descriptions of how the State will serve needy families, help them move into work, and provide for fair and equitable treatment.  Later, as required by the new statute, ACF will be ranking States according to their performance, identifying and studying the high performers and low performers, providing an overall assessment of the legislation's impact on children and families, and tracking child poverty.  



One of our other major roles will be to administer the financial reduction provisions found in the new section 409 of the Social Security Act.  Under these provisions, we will be focusing on State compliance with a number of key statutory requirements, including child support enforcement, data reporting, participation rates, and maintenance of effort.  In consultation with our State partners, we will clarify the expectations on the States, and the availability of good cause exceptions, etc.  In this way, we will be able to ensure that any financial reductions are applied consistently.  We will work with States to develop a new child support incentive funding structure that rewards results rather than giving minimum payments to all States regardless of performance.  The law requires that we report to the Congress by March 1, 1997 on our efforts.

  

Another big challenge for ACF will be our major new responsibilities for compiling and disseminating information.  For example, the comprehensive Child Support Enforcement provisions called for in PRWORA build on the assumption that States have a computer infrastructure in place and have converted paper files to an automated database.  We will continue to work with States to improve their systems, and will also focus on privacy concerns associated with these types of activities.  The investment of additional enhanced funding is critical to allow all States to move to the next level of automation, including centralized child support collections and disbursement.  This will enable States to use technology more effectively, to monitor cases more efficiently, and to do proactive matching of entire caseloads for location, establishment, and collection.  ACF is discussing linkages with the Social Security Administration regarding PRWORA requirements for the new case registry and new hire directory to be established in every State, with a centralized case registry and national new hire database to be maintained in ACF.  Finally, with the introduction of a potentially greater tribal role in the child support enforcement program, we are aware of the special needs of tribes related to automation.  We will assist those tribes that wish to take advantage of the new authority in their planning for automated child support enforcement systems.  



Through forums, program instructions, and other vehicles, ACF is addressing the most critical questions and concerns related to implementing the Welfare Reform legislation.  Because of the law’s complexity and the hundreds of questions that it has evoked, we have been focusing first on questions that affect State implementation decisions.  We will continue to consult with States and tribes extensively as we develop data collection and information requirements and regulations, performance measures, and research and evaluation strategies.  We also have been working with the Department and Congress as we identify operational and technical issues that might be addressed through legislative proposals, program guidance or other avenues.  Through this process, we will strive to ensure that the changes that result from this legislation are positive and work for the good of children, families, and communities.   



Mandatory Grant Monitoring



Our regional offices have already begun reporting concerns that--with the increase in the number and complexity of and expenditures for mandatory grant programs--they will not be able to provide an adequate level of financial monitoring given available budget and staff resources.  At least one region has developed a plan to:  identify high risk areas, develop a strategic plan for implementing appropriate monitoring activities, and, identify training opportunities to enhance staff skills and knowledge in the financial management and program areas.   This is an area that we understand our auditors will also be citing as a problem associated with their opinion of our audited financial statements this year.  







Budget Controls



During FY 1996, ACF CFO staff have been engaged in several investigations of potential cases of Antideficiency Act violations brought about by either a breakdown in the understanding of existing controls concerning the availability of funds during a hiatus of appropriation (specifically occurring during the furloughs and ensuing continuing resolutions early in the year), and/or a lack of consistency in the application of controls regarding utilization of a commitment process prior to the obligation of funds.  After concluding that the first situation did not warrant reporting an Antideficiency Act violation, to prevent future misunderstanding, the CFO issued instructions to Headquarters and Regional managers clarifying allowable activities during a hiatus of appropriation.  ACF continues to investigate the remaining situations, as well as consider how best to impose a consistent, rational commitment process agency-wide for grants, contracts and other funding activities that utilize different and often non-interactive systems for obligating the funds.  



Miscellaneous Systems Issues



During FY 1996, separate OMB and HHS systems mandates directly or indirectly impacted ACF activities.  OMB Bulletin No. 96-02, "Consolidation of Agency Data Centers" lead HHS to conclude that ACF could not merely continue to lease space and share telecommunications lines with the Social Security Administration's (SSA) data center.  ACF has been negotiating with SSA regarding their substantial involvement in the Child Support Enforcement new hire system.  As of the end of FY 1997, the ACF computer center will be terminated.  SSA will subsume ACF’s data center operations to support Child Support.  The National Institutes of Health will host all other ACF computer center needs.  While other Departments have sizable funds available to accomplish this type of consolidation, there are no capitol funds available within HHS for this purpose and ACF will have to absorb the cost.



Finally, as part of its reinvention activities, the Department moved many administrative management functions such as accounting and property management out of the Office of the Secretary and into the Program Support Center (PSC), a cross-servicing center for administrative functions.  PSC is physically located in Rockville, Maryland whereas the former CORE Accounting operation was located in Washington, D.C.  Since ACF purchases accounting services from the Department, we have been adjusting to the move.  A continuing concern merely exacerbated by this move is CORE's inability to provide the type and timely budget information and reports that would allow ACF to maintain better and consistent oversight of its resources.

Interpretation of Financial Statements



� EMBED Word.Picture.6  ���







The Administration for Children and Families is a grants-awarding agency.  That is, ACF uses funds appropriated by the Congress to support authorized entitlement and discretionary programs.  Grants are made available under ACF's programs to State, county, city and tribal governments as well as public and private local agencies.  ACF's balance sheet reflects its grants-awarding nature.  As Of 9/30/96, its assets were overwhelmingly either fund balances with the Treasury (64%)--the equivalent of cash in the bank, or advances and prepayments (36%).  Advances are cash outlays made to grantees or others to cover part or all of the recipients' anticipated expenses; prepayments are payments made to grantees to cover certain periodic expenses before those expenses are incurred.  This chart depicts the assets and liabilities in FY 1996 on ACF’s balance sheet; additional information is provided in the Supplemental Notes. 



ACF's liabilities are minimal, resulting mainly from accrued payroll and liabilities for administrative costs.  ACF's net position is derived from unexpended appropriations and cumulative results of operations.  Unexpended appropriations consist of undelivered orders (obligated funds for services not yet received) and unobligated funds.  Cumulative results of operations represent the agency's equity, that is, the net difference between its expenses and its financing sources, over the most recent five year period.  Examples of funds contributing to the cumulative results of operations include lapsed funds and deobligations.  



ACF pays almost all of its grants through the Department's Payment Management System (PMS).  This system electronically transfers funding to grant recipients.  ACF's use of PMS has been critical to insuring a strong performance record under the Cash Management Improvement Act (CMIA).  This Act and its

implementing regulations govern when funds are drawn down by States and is intended to insure that neither the Federal government nor States should benefit from use of the cash.  Equally strong is the record of prompt payment for ACF vendors which are paid by the Department's Program Support Center (PSC).  



ACF shares debt collection efforts with the PSC.  ACF identifies debts needing collection, and for entitlement grants, does the actual collection as well.  Some debts are collected up front, through a grant offset, before a new grant is awarded; others are collected via a check from the grantee long after the initial grant was paid, and often after undergoing a protracted appeals process.  For discretionary grants, the PSC does the actual collection after ACF identifies outstanding debts; again, these debts are often subject to appeals.  Finally, the PSC manages the accounting records for both discretionary and entitlement debts which are collected.  These debt collection efforts have allowed a low level of accounts receivable to be maintained.  Over the last three years, from FY 1994 to FY 1996, total accounts receivable (outstanding debts) have ranged from a low of $400 million to a high of $936 million.  ACF reduced accounts receivable in FY 1996 by $612.9 million, of which approximately $573 million was attributable to the IV-E Foster Care program. 



There are different types of collection efforts:  collection of child support delinquencies through the Internal Revenue Service's tax offset system, pursuit of funds loaned to repatriates under the Repatriation program, and collection of program and audit disallowances.  In the future, as a result of welfare reform, ACF will be managing a new loan program to States for which the total amount loaned cannot exceed $1.7 billion. 



Implementation of the Debt Collection Act of 1996 began for HHS components in FY 1997.  Under this Act, ACF is forwarding, via the Program Support Center, debts delinquent for more than 180 days to Treasury for offset.  Similarly, implementation of new accounting standards, under which costs will be captured by program area, is ongoing and due to be completed by the end of FY 1998.  



Yet other changes have occurred.  ACF now focuses on helping States by providing technical assistance before errors occur.  In the past, ACF focused on conducting on-site reviews which tended to catch States in errors.  At the same time, ACF has been involved over the last several years with tying budgeted funds to the development and implementation of performance measures.  This effort developed momentum in ACF in FY 1996, especially in the Child Support Enforcement and the Head Start programs.  This progress is addressed separately in another section of this Overview.    



As with its balance sheet, ACF's revenues and expenditures are also straightforward.  Over 99 percent of ACF's funding comes from Congressional appropriations; the balance is overwhelmingly derived from reimbursable activities.  Similarly, being a grants-awarding agency, over 99 percent of ACF's expenditures are in the form of program grants.  The remainder, less than one percent, are for Federal administrative expenditures to operate ACF.  Of these expenditures for Federal administration, over 75 percent went for salary and benefit costs for ACF personnel.  These percentages have all stayed fairly stable over time.



Despite fluctuations in individual programs, funding for the agency as a whole has gone up over time, albeit with larger increases in key discretionary programs like Head Start.  At the same time, the Congress chose for the first time in FY 1996 to eliminate a number of small categorical discretionary programs, and is expected to level fund many of the remaining programs in the future.  Most of the growth in funding through FY 1996, however, came in the entitlement programs, where services or benefits are provided to 

any individual who meets the qualifications for assistance contained in the law.  With the passage of welfare reform in FY 1996, this upward trend should slow substantially in the future.  Funding for Federal administration peaked in FY 1995, and has declined in both FY 1996 and FY 1997.
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Report on the Financial Statements Audit 

of the Administration for Children and 

Families for Fiscal Year 1996





�To the Management of the

Administration for Children and Families

Washington, D.C.



	Independent Auditor's Report on Financial Statements



We have audited the accompanying statement of financial position of the Administration for Children and Families (ACF) as of September 30, 1996, and the related statement of operations and changes in net position for the year then ended.  These financial statements are the responsibility of the Administration for Children and Families' management.  Our responsibility is to express an opinion on these financial statements based on our audit.



The Single Audit Act of 1984 and the Office of Management and Budget Circular A-133 mandate that recipients of Federal funds have an audit of their activities performed by independent non-Federal auditors.  These non-Federal audit reports, which are submitted to Federal awarding agencies, provide information about the: validity of Federal expenditures, adequacy of internal controls over Federal funds, extent of compliance with grant rules and regulations, and amounts of recommended disallowances that could affect ACF's receivables in the statement of financial position and ACF's grant expenses in the statement of operations.  



As a result of the requirements for non-Federal audits, we did not perform audits of ACF's recipients.  To the maximum extent possible, we used the work of the other auditors who performed those audits.



We conducted our audit in accordance with generally accepted auditing standards, Government Auditing Standards (1994 revision), issued by the Comptroller General of the United States, and Office of Management and Budget (OMB) Bulletin 93-06, Audit Requirements for Federal Financial Statements.  Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement.   An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.  An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation.  We believe that our audit and the reports of the other auditors provide a reasonable basis for our opinion.



At the Federal agency level, we audited the process for accumulating and consolidating financial information submitted by the prime recipients that comprise and administer the ACF programs, and we evaluated the internal control structure and performed tests on ACF's compliance with laws and regulations at that level.



The recipients' non-Federal audit reports are required to be submitted within 13 months after the recipients' fiscal year end.  Given this time frame, the recipients' fiscal year 1996 audit reports have not been completed and made available for our use.



Because this is a first year audit and in the absence of a benchmark, we relied on the work of the Office of Inspector General (OIG) who conducted reviews of the working papers for a sample of the most current non-Federal audits completed.  Based on the results of these reviews, we believe that the ACF grant recipients had adequate internal control systems in place to ensure compliance with grant rules and regulations, and that the recipients complied, in all material respects, with those rules and regulations.  



A review of audit disallowances reported in prior years (FY 1993 through FY 1995) non-Federal audit reports showed a range of $7.6 million to $20.1 million.  Disallowances for fiscal year 1996 could affect the grant receivables in the statement of financial position and the grant expense amounts reported on the statement of operations.  In addition, we were not able to satisfy ourselves as to the beginning balance of the net position (stated at $17,819,919,000) because this is ACF's first audit.  We were also unable to satisfy ourselves as to the accounts payable balances (stated at $5,166,000 intragovernmental; and $8,927,000 governmental), and undelivered orders balance (stated at $17,485,866,000).  We were unable to perform audit procedures for accounts payable because ACF did not provide us with the subsidiary ledger supporting the accounts payable balances timely.  Also audit procedures were not performed for undelivered orders because ACF did not provide adequate documentation timely to support undelivered orders balance, a component of net position.  The effect on the financial statements of these preceding issues is not reasonably determinable. 



As described in note 1, these financial statements were prepared in conformity with the hierarchy of accounting principles and standards as approved by the principals of the Federal Accounting Standards Advisory Board.  This hierarchy is a comprehensive basis of accounting other than generally accepted accounting principles.



In our opinion, except for the effects of such adjustments on the financial statements, if any, as might have been determined to be necessary had we satisfied ourselves about the disallowances from non-Federal audits for fiscal year 1996, as to the beginning balance of the net position, as to accounts payable, and as to undelivered orders, a component of net position, the financial statements referred to in the first paragraph, present fairly, in all material respects, the financial position of the Administration for Children and Families as of September 30, 1996, and the results of its operations for the year then ended in conformity with the basis of accounting described in Note 1.



In accordance with OMB Bulletin 94-01 which defines the form and content of financial statements to be used by executive departments and agencies, the Department of Health and Human Services (DHHS) requested and received a waiver from OMB for all DHHS organizations preparing the statement of cash flows and the statement of budgetary resources and actual expenses for fiscal year 1996.  Accordingly, ACF did not include the statement of cash flows and the statement of budgetary resources and actual expenses in its fiscal year 1996 financial statements.



In accordance with Government Auditing Standards, we have also issued a report dated January 28, 1997 on our consideration of the Administration for Children and Families' internal control structure and a report dated January 28, 1997 on its compliance with applicable laws and regulations.



Our audit was conducted for the purpose of expressing an opinion on the financial statements referred to in the first paragraph of this report taken as a whole.  The information presented in the management's Overview of the Administration for Children and Families' financial statements is not a required part of the financial statements but supplementary information required by OMB Bulletin No. 94-01, Form and Content of Agency Financial Statements.  Such information has not been subjected to the auditing procedures applied in the audit of the financial statements and, accordingly, we express no opinion on it.



The accompanying statement of financial position as of September 30, 1995, and the related statement of operations and changes in net position for the year then ended are presented for comparison purposes.   However, we did not audit or review those statements and, accordingly, do not express an opinion or other form of assurance on them. 



This report is intended for the information of the Administration for Children and Families management, the Department of Health and Human Services, Office of Inspector General, and the Office of Management and Budget.  However, this report is a matter of public record and its distribution is not limited



January 28, 1997

�

� EMBED Excel.Sheet.5  ���

DEPARTMENT OF HEALTH AND HUMAN SERVICES��������ADMINISTRATION FOR CHILDREN AND FAMILIES��������STATEMENT OF OPERATIONS AND CHANGES IN NET POSITION ��������FOR THE PERIOD ENDED SEPTEMBER 30, 1996 ��������(Dollars in Thousands)��������������(UNAUDITED)���TRAINING AND�SOCIAL�INCOME�CRIMINAL�FY '96�FY '95���EMPLOYMENT�SERVICES�SECURITY�JUSTICE�TOTAL�TOTAL��REVENUES AND FINANCING SOURCES��������  Appropriated Capital Used�$914,968 �$10,999,588 �$19,272,753 �$4,122 �$31,191,431 �$32,109,626 ��  Revenues from Sales of Goods and Services:����� ���       To the Public� - �5,571 � - �25 �5,596 �9,326 ��       Intragovernmental� - �15,826 �935 � - �16,761 �17,895 ��  Other Revenues and Financing Sources (Note 12)� - �471 �114 � - �585 �6,298 ����������  Total Revenues and Financing Sources�$914,968 �$11,021,456 �$19,273,802 �$4,147 �$31,214,373 �$32,143,145 ������� ���EXPENSES����� ���  Operating Expenses by Object Classification: (Note 9)����� ���      Personal Services and Benefits� - �$116,621 � - � - �$116,621 �$120,225 ��      Travel and Transportation� - �3,610 � - � - �3,610 �4,457 ��      Rental, Communication and Utilities� - �15,329 �25 � - �15,354 �15,161 ��      Printing and Reproduction� - �495 � - �11 �506 �1,525 ��      Contractual Services� - �91,204 �5,756 �986 �97,946 �99,020 ��      Supplies and Materials� - �672 � - � - �672 �460 ��      Equipment not Capitalized� - �3,402 � - � - �3,402 �10,247 ��      Grants, Subsidies and Contributions�914,968 �10,770,659 �19,266,972 �3,125 �30,955,724 �31,861,382 ��      Insurance Claims and Indemnities� - �13 � - � - �13 �42 ������� ���  Total Expenses�$914,968 �$11,002,005 �$19,272,753 �$4,122 �$31,193,848 �$32,112,519 ������� ���  Excess(Shortage) of Revenues and����� ���      Financing Sources Over Total Expenses�$0 �$19,451 �$1,049 �$25 �$20,525 �$30,626 �� ����� ���Net Position,   Beginning Balance, as����� ���    Previously Stated�$1,569,076 �$7,704,991 �$8,518,952 �$26,900 �$17,819,919 �$17,789,293 ��Excess (Shortage) of Revenues and  ����� ���    Financing Sources Over Total Expenses�0 �19,451 �1,049 �25 �20,525 �30,626 ��Plus (Minus) Non-Operating Changes (Note 10)�139,380 �945,889 �1,817,502 �(4,122)�2,898,649 � - ����������Net Position, Ending Balance�$1,708,456 �$8,670,331 �$10,337,503 �$22,803 �$20,739,093 �$17,819,919 ����������The accompanying notes are an integral part of these statements.

����������������

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:



BASIS OF  ACCOUNTING AND PRESENTATION 



These financial statements have been prepared to report the financial position and results of operations of the Administration for Children and Families (ACF or the Administration), as required by the Chief Financial Officers Act of 1990 (CFO Act) and the Government Management Reform Act of 1994.  They have been prepared from the books and records of ACF in accordance with the form and content for guidance specified by the Office of Management and Budget (OMB) Bulletin 94-01, Form and Content of Agency Financial Statements, and ACF accounting policies which are summarized in this note.



Until a sufficiently comprehensive set of accounting standards is agreed to and published by the Joint Financial Management Improvement Program (JFMIP) principals, which will constitute generally accepted accounting principles for the federal government, the following hierarchy shall constitute other comprehensive basis of accounting used for preparing these financial statements:



•	Individual standards developed by the Federal Accounting Standards Advisory Board and agreed to and published by the JFMIP principals.



•	Form and content requirements included in OMB Bulletin 94-01 and subsequent issuances.



•	Accounting standards contained in agency accounting policy, procedures manuals and/or related guidelines, so long as they are prevalent practices.

 

•	Accounting principles published by authoritative standard setting bodies and other authoritative sources:  (1) in the absence of other guidance in the first three parts of this hierarchy; and (2) if the use of such accounting standards improve the meaningfulness of these financial statements. 



The financial statements have been prepared on an accrual accounting basis.  Under the accrual method, revenues are recognized when earned and expenses are recognized when a liability is incurred, without regard to receipt or payment of cash.  Transactions are recorded on a budgetary basis to ensure compliance with legal constraints and controls over the use of funds.  These statements therefore may be different from other financial reports prepared by ACF, pursuant to OMB directives, that are used to monitor and control the use of budgetary resources.  To appropriately present the results of its principal activities, ACF has presented a Statement of Operations and Changes in Net Position with the detail changes in net position presented in note 7.  DHHS was granted a waiver by the Office of Management and Budget from preparing the Consolidated Statements of Cash Flows and Consolidated Statement of Budgetary Resources and Actual Expenses as required by 94-01.  As such, these statements are not included in the annual report of the ACF.



The form and content of the Statement of Financial Position, as suggested by OMB, have been adjusted to present non-entity assets (and offsetting liabilities) for revenue collected or to be collected but not yet distributed to the various entities expected to receive these funds.



REPORTING ENTITY



ACF was established in 1991 by an administrative decision of the Secretary to merge two major operating divisions of the Department of Health and Human Services (DHHS): the Family Support Administration and the Office of Human Development Services.  The purpose of the merger was to bring under one agency all service and assistance payments that support children and families.



ACF is a component agency within the DHHS.  Essentially, ACF provides national leadership and direction to plan, manage and coordinate the nationwide administration of comprehensive and supportive programs for vulnerable children and families, Native Americans, persons with developmental disabilities, refugees and legalized aliens to help them achieve stability, economic security, responsibility and self sufficiency.



ACF uses appropriated funds to support authorized mandatory and discretionary grant programs.  Such programs are carried out by state, county, city and tribal governments as well as public and private local agencies.  The financial statements report activity for the appropriated funds listed below.  Also included is the related appropriation account symbol and period of fund availability (i.e., annual, indefinite, multi-year).



Annual Appropriations



75 1500		Program Administration

75 1502		Low Income Home Energy Assistance

75 1503		Refugee Entrant Assistance

75 1504		Community Services Block Grant

75 1508		Interim Assistance to States for Legalization

75 1509		Payment to States for AFDC Work Programs

75 1511		Refugee Resettlement Assistance

75 1512		Administration for Children and Families

75 1515		Payments to States for Child Care Assistance

75 1534		Social Services Block Grant

75 1536		Administration for Children and Families

75 1545		Payment to States for Foster Care and Adoption Assistance

75 1552		Child Care Temporary Assistance for Needy Families

75 1553		Children's Research & Technical Assistance

75 5 8605	Administration for Children and Families



Indefinite Appropriations



75 X 1501	Family Support Payment to States

75 X 1504	Community Services Block Grant

75 X 1534	Social Services Block Grant

75 X 1536	Administration for Children and Families

75 X 6234	Collections for Past Due Support from Federal Tax Refunds

75 X 6288	Payment to States from Receipts for Child Support



Multi-Year Appropriations



75 4/6 1503				Refugee Entrant Assistance

75 1508 (8/4, 8/5, 9/5, 0/5, 1/5, 3/5, 4/5)	Interim Assistance to States for Legalization

75 2/3 1536				Administration for Children and Families







BUDGETS AND BUDGETARY ACCOUNTING



Financing sources are provided through congressional appropriations on an annual, multi-year and no-year basis.  Appropriations are used to finance operating expenses and purchase property and equipment as specified by law.  Annual appropriations are available for incurring obligations only during a specified year.  Multiple-year appropriations are available for a definite period of time in excess of one fiscal year.  Indefinite or "X-year" appropriations are available for an indefinite period.



Transactions are recorded on a accrual accounting basis and a budgetary basis.  Under the accrual method, revenues are recognized when earned and expenses are recognized when a liability is incurred, without regard to receipt or payment of cash. Budgetary accounting facilitates compliance with legal constraints and controls over the use of Federal funds.



FINANCIAL STATEMENTS PRESENTED



ACF is a grant issuing organization with over $31 billion in expenditures. Approximately 99.2 percent of the appropriated funds are spent on the agency's grants: discretionary, entitlement, formula and block.  Grants are disbursed through the Payment Management System (PMS), Program Support Center, DHHS.  The remainder of the appropriated funds are used to finance administrative activities of ACF.  These funds are issued and tracked by DHHS's Program Support Center.



Types of Grants



Discretionary - grants are issued according to the Federal Government's judgment.  The grantee organization is selected through a competitive grant process.  The amount awarded is usually determined through a negotiated agreement between the grantee and the grants program office.  An example is a grant awarded under the Head Start Program.



Entitlement - is an "open-ended" mandatory grant that a Federal agency is required by statute to award if the recipients meet the eligibility and compliance requirements of the statute and regulations.  Usually, the amount of the award is determined by multiplying the grantee's expenditures by the Federal matching rate.  However, legislation authorizes appropriation of funds sufficient to pay a set number of the grantees.   An example is a grant awarded under the Foster Care and Adoption Assistance program.



Formula - is a "close-ended" mandatory grant that a Federal agency is required by statute to award if the recipients meet the eligibility and compliance requirements.  The amount of the award is determined by multiplying a fixed amount of money by a mathematical index.  Therefore, the award is fixed in amount, hence "close-ended".



Block - is a "close-ended" mandatory grant that consists of several smaller, specific-purpose grants consolidated into one "block".  The amount of the award is determined by multiplying the appropriated amount of money by a mathematical index.  Generally, these grants provide greater flexibility of use and place fewer Federal administrative restrictions on the grantees.



ALLOWABLE EXPENSES



ACF's approximately 60 programs are administered through about 8 program offices and 10 regional offices.  ACF issues and monitors approximately 6,000 grants/awards. Allowable expenses are program specific depending on the underlying objective of the program.  However, all grantees are required to comply with appropriate cost principles described in OMB Circulars A-21, A-87, A-122 which specify unallowable uses (expenditures) of Federal funds.



REVENUE AND EXPENSE RECOGNITION



ACF receives the majority of the funding needed to support the programs through appropriations.  ACF receives annual, multi-year, and no-year appropriations that may be used, within statutory limits, for operating and capital expenditures (if applicable).  Additional amounts are obtained through reimbursements for services performed for other Federal agencies.



Appropriations are recognized as revenue at the time the program or administrative expenses are incurred.  For block grant and non-block grant program expenses recognition differs.  Block grant expenses are recognized when cash is disbursed and non-block grant expenses are recognized when Division of Payment Management (DPM) receives form PMS-272 "Federal Cash Transactions Report"  from the grantee.  At a minimum, the PMS-272 is required to be filed quarterly.  Other revenues are recognized when earned. 



ENTITY ASSETS

	

Entity assets are used to conduct the operations and activities of the Administration.  Entity assets consist of cash or other assets which could be readily converted into cash to meet the Administration's current or future operational needs.



•	Funds with U.S. Treasury 



	Cash receipts and disbursements are processed by the U.S. Treasury.  The funds with the U.S. Treasury are available to pay current liabilities and finance authorized purchase commitments.  There are no cash balances held outside the U.S. Treasury. 



•	Accounts Receivable



	Intragovernmental accounts receivable are mostly related to amounts billed under interagency agreements. Governmental accounts receivable represent reimbursement due from grant disallowances and travel related refunds from ACF employees, as well as reimbursements from other Federal government accounts for goods and services rendered. ACF employees use a government credit card for travel and are billed by the credit card company.  They submit a travel voucher and are subsequently reimbursed by the Government.



	Since the collectibility of receivables is almost one hundred percent, no provision is used to write accounts receivable down from gross to net realizable value.  Intragovernmental receivables are considered one hundred percent collectable because the sole debtor in this category is the U.S. Federal government.  Since the majority of Governmental receivables are from grant disallowances and can be collected through offset of future funding, these receivables are considered almost one hundred per percent collectable.



	The only instance when a Governmental receivable may not be collected is if the grantee debtor ceases to receive Federal grant funding,, the amount is less than $100,000 (hundred thousand dollars) and the corporation is being dissolved.  For debts with individuals, the amount is written-off if the debtor deceases or if the social security number of the debtor is unknown.  Past experience indicates that corporate grantees are rarely dissolved and social security numbers are often known.







•	Advances and Prepayments



	Intragovernmental Advances primarily consist of Advances by Non-expenditure and Other Advances.  Advances by Non-expenditure are transfers between appropriations, funds and other accounts that are authorized by law for goods and services to be provided.  Other Advances are related to the general appropriations for ACF.



	Governmental Advances primarily consist of Advances to State Agencies Under Letter-of-Credit.  These funds are disbursed through PMS for grants awarded under programs such as Head Start and Aid to Families with Dependent Children.  The recipients of these grant funds are mostly state and local governments, but also include universities and other non-profit organizations.  Governmental Advances also consist of Advances to All Other, Travel Advances and Emergency Salary Advances.  These advances are related to the general appropriations for ACF.



NON-ENTITY ASSETS



"Non-entity assets" consists of  funds which are to be forwarded by ACF to States for Child Support payments.  Because the non-entity assets are not considered as financing sources (revenue) available to offset operating expenses, a corresponding liability is recorded and presented as a governmental liability under "liabilities not covered by budgetary resources" in account "Liabilities for Deposits and Suspense Accounts" in the Statement of Financial Position to reflect the custodial/fiduciary nature of these activities.

	

The presentation of non-entity assets and liabilities in a separate, self-balancing set of accounts ensures the net position of the Administration presents only those resources which will be consumed in current or future operating cycles, while the non-entity categories contain resources relating to the Fund's custodial/fiduciary activities.



LIABILITIES COVERED BY BUDGETARY RESOURCES



Liabilities covered by budgetary resources represent liabilities incurred which will be covered by available budgetary resources.  The components of such liabilities for the Administration are as follows:



•	Accounts Payable



	Amounts owed for goods and services received, progress in contract performance made, and rents due.



•	Other Liabilities



	Other Intragovernmental Liabilities primarily consist of "Advances from Federal Agencies by Non�expenditure Transactions".  Non�expenditure transactions are credits and withdrawals between appropriations, funds, and other accounts authorized by law for goods and services to be furnished.  Also included are "Advances - All Others", which are advanced from the general appropriation for ACF.



	"Advances through Third Party Drafts" are payments for emergency salaries, travel advances and miscellaneous requirements.









•	Accrued Payroll



	ACF's payroll accounting is performed by the HHS centralized payroll system (Accounting for Pay System).  It computes employee pay and benefits and is also used to process commissioned officer payroll data.  Accordingly, the entries for accruing payroll are generated by this system.



	Retirement Plan



	ACF employees are eligible for benefits under the Civil Service Retirement System (CSRS) or the Federal Employees Retirement System (FERS).  On January 1, 1987, FERS went into effect pursuant to Public Law 99-335.  Almost all new employees hired after December 31, 1983 are automatically covered by FERS.  FERS employees are also covered under the Federal Insurance Contributions Act (FICA).  Certain employees hired prior to January 1, 1984 who were previously covered under  the Civil Service Retirement System can elect to either join FERS or remain in CSRS when they return to the Federal government after a break in service. 



	For employees under FERS, ACF withholds funds for FICA and additional 0.8 percent of base pay.  ACF's FICA contribution (7.65 percent of pay) for Medicare and Old-Age Survivors & Disability Insurance is transferred to the Social Security Administration (SSA).  ACF contributes an additional 11.4 percent of FERS employees' pay which is transferred, along with the 0.8 percent FERS withholding, to the Federal Employees' Retirement Fund.  This fund, maintained by the U.S. Office of Personnel Management (OPM), finances payments to retirees under the FERS Basic Benefit Plan.  On April 1, 1987, the Federal Government initiated the Thrift Savings Plan (TSP), which is a retirement savings and investment plan for employees covered by either FERS or CSRS.  For FERS employees eligible for TSP, ACF is mandated to contribute 1 percent of gross pay and matches participants' contribution up to an additional 4 percent.  Both employee and Agency TSP contributions are transferred to the Federal Retirement Thrift Investment Board. 



	Under CSRS, ACF withholds 7% of gross earnings and matches this withholding with equal contributions which are transferred to the Civil Service Retirement System.  Additionally, 1.45 percent of pay is withheld for Medicare and matched by ACF, then forwarded to SSA.  The CSRS participants may also contribute up to 5% of their base pay to a TSP account, but there is no Agency matching contribution.



	Although ACF contributes a portion of pension benefits for eligible employees and makes the necessary payroll withholding, it does not account for the assets of the retirement plans.  The ACF also does not have actuarial data with respect to accumulated plan benefits or the unfunded liability relative to its eligible employees.  These amounts are reported by the respective plan administrators and are not allocated to the individual employers.  The Office of Personnel  Management (OPM) also accounts for all health and life insurance programs for retired eligible employees.



•	Liability for Deposit Funds and Suspense Accounts 



	As explained in the above non-entity assets section, Liability for  Deposit Funds presented here are a corresponding liability recorded to reflect the custodial/fiduciary nature of the non-entity assets (Child Support payment funds).  The funds were included in the Fund Balance with Treasury.



	The presentation of non-entity assets and the corresponding liabilities in a separate, self-balancing set of accounts ensures that the net position of the Administration presents only those resources which will be consumed in current or future operating cycles.



	The remaining balance of $179 in the "Liability for Deposit Funds and Suspense Accounts" represent amounts recorded to suspense accounts.



LIABILITIES NOT COVERED BY BUDGETARY RESOURCES



These amounts represent liabilities of the Administration which are not covered by available budgetary resources.  The components of such liabilities for the Administration are as follows:



•	Accrued Leave Liability



	Annual leave is accrued as it is earned and reduced as leave is taken.  The balance in the accrued annual leave account is adjusted to reflect current pay rates of cumulative annual leave earned but not taken.  Sick and other types of nonvested leave are expensed as taken.  To the extent current or prior year appropriations are not available to fund annual leave earned but not taken, funding will be obtained from future financing sources.



•	Other Actuarial Liabilities



	The Federal Employees’ Compensation Act (FECA) provides income and medical cost protection to covered Federal civilian employees injured on the job, employees who have incurred a work related occupational disease and beneficiaries of employees whose death is attributable to a job related injury or occupational disease.  Claims incurred for benefits for ACF’s employees under FECA are administered by the Department of Labor (DOL) and are ultimately paid by ACF.  These future workers’ compensation estimates were generated by DOL from an application of actuarial procedures developed to estimate the liability for FECA benefits.



	The DOL estimated actuarial liability for FECA benefits includes the expected liability for death, disability, medical, and miscellaneous costs for approved compensation cases.  The liability was determined using the paid losses extrapolation method calculated over the next 23 year period.  This method utilizes historical benefit payment patterns related to a specific incurred period to predict the ultimate payments related to that period.  These annual benefit payments have been discounted to present value using the discount rate of 7% in year one and thereafter.  ACF's share of the Department's estimated liability as of September 30, 1996 was $2,996.



NET POSITION



•	Unobligated Balance -- This is represented by Available and Unavailable funds.  Funds available are from multi-year and indefinite appropriations. Unavailable funds are from expired appropriations and rescissions.



•	Undelivered Orders -- This category represents the amount of Advances outstanding, undelivered purchase orders, contracts and asset sharing requests which have been obligated with current budget resources.  An expense is recognized and the corresponding obligations are reduced as goods are received or services are performed.



 •	Cumulative Results of Operations -- This category represents the net difference, since the inception of the activity, between 1) expenses, losses and distributions and 2) financing sources including appropriations, revenues and gains.





NOTE 2 - FUND BALANCES WITH U.S. TREASURY



Fund balances with U.S. Treasury as of September 30, 1996, and 1995, consist of the following:



							1996

				 Obligated		Unobligated		                  Total

						Available              Restricted



Appropriated Funds			$9,786,522		$2,376,735		$1,347,226		$13,510,483

Non-Entity Funds				                 0		                 0		         6,734		        6,734

	Total				$9,786,522		$2,376,735		$1,353,960		$13,517,217



							1995	 (Unaudited)

				     Obligated		Unobligated		                  Total

						Available               Restricted



Appropriated Funds			$9,281,274		$969,386		$1,118,554		$11,369,214

Non-Entity Funds				                 0		            0		        15,545		     15,545

	Total				$9,281,274		$969,386		$1,134,099		$11,384,759



�NOTE 3 - ACCOUNTS RECEIVABLE



Accounts Receivable as of September 30, 1996 and 1995, consists of the following:



			(Unaudited)

		1996	1995



	Intragovernmental	$3,399	$6,177

	Allowance for estimated uncollectible amounts	     0	     0

	Total	$3,399	$6,177



	Governmental	$1,459	$5,321

	Allowance for estimated uncollectible amounts	     0	     0

	Total	$1,459	$5,321

	





NOTE 4 - ADVANCES AND PREPAYMENTS



Advances and Prepayments as of September 30, 1996 and 1995, consists of the following:

			 

			(Unaudited)

		1996	1995



	Intragovernmental	$    37,862	$  193,873

	Governmental	7,685,117	6,739,282

	Total	$7,722,979	$6,933,155



Advances to grantees amount to approximately 99% or $7.6 billion of Governmental Advances and Prepayments.



�NOTE 5 - OTHER LIABILITIES



The following summarizes other liabilities as of September 30, 1996, and 1995 :



			(Unaudited)

		1996	1995

Intragovernmental:

	Advances from Federal Agencies	$466,584	$470,830

	Advances - All Other	15	51

Governmental:

	Advances through Third Party Draft	       37	       49

	Total	$466,636	$470,930





NOTE 6 - LIABILITY FOR DEPOSIT FUNDS & SUSPENSE ACCOUNTS



This balance consists of funds received by ACF from the Internal Revenue Service that are to be transferred under the Payments to States from Receipts for Child Support program. 





NOTE 7 - WORKMAN'S COMPENSATION ACTUARIAL LIABILITY



The Administration accrues liability for future benefits expected for death, disability, medical, and miscellaneous costs.  These liabilities are calculated by the Department of Labor using the paid losses extrapolation method calculated over the next 23 year period.  During the fiscal years ended September 30, 1996 and 1995, $2,996, and $2,893, respectively, of actuarial liabilities were reported.



�NOTE 8 - NET POSITION



The following represents components of net position for fiscal years ended September 30, 1996, and 1995:

			(Unaudited)

		1996	1995

APPROPRIATED FUNDS

Unexpended Appropriations:

Unobligated, Available	$ 2,733,142 	$ 1,301,869 

Undelivered Orders	17,485,866 	16,018,490 

Cumulative Results of Operations	532,347 	509,403 

Future Funding Requirements	    (12,262)	      (9,843)

   Total	$20,739,093 	$17,819,919 





NOTE 9 - PROGRAM EXPENSES:



The following reflects components of program expenses for fiscal years ended September 30, 1996, and 1995:



			(Unaudited)

		1996	1995

ACF Entitlement Programs:		

Family Support Payments to States	$16,978,285	$17,626,496

Social Services Block Grant	     2,478,472	  2,500,830

Payments to States for Foster Care 

    and Adoption Assistance 	977,171	1,130,203

Job Opportunities and Basic Skills	914,968	948,018

Family Preservation and Support 	89,452	 19,373

State Legalization Impact Assistance Grants	36,251	115,879



ACF Discretionary Programs:

Children and Families Services	$ 8,228,633	$ 7,924,578

Low Income Home Energy Assistance Program	1,056,762	1,434,101

Refugee Resettlement	361,884	355,089

Violent Crime Reduction Programs	47,254	37,712

Child Care and Development	            24,716	            20,240

 Total Program Expenses:	$31,193,848	$32,112,519







NOTE 10 - NON OPERATING CHANGES



The amount represents any transactions that directly affected the net position during the fiscal year that were not part of the revenues and financing sources, expenses, extraordinary items, or prior period adjustment.  In fiscal year 1996, Non-operating changes of $2,898,649, represent a net increase in Unexpended Appropriations from fiscal year 1995 to fiscal year 1996.





NOTE 11 - COLLECTION OF EXCESS STATE ERRORS



The Family Support Payments to States appropriations account, which funded Aid to Families with Dependent Children (AFDC) and related programs in FY 1996, includes a budgetary line item for the collection of excess state errors.  These are disallowances assessed against States which have exceeded error rate tolerances specified in the Omnibus Budget Reconciliation Act of 1989, P.L. 101-239, the statute which includes the provisions governing quality control.  There are approximately 11 cases under appeal from Quality Control disallowances under the Aid to Families with Dependent Children (AFDC) program.  These cases involve fiscal year 1991 and total $32,500, with another $240,000  potentially at issue for fiscal years 1992-96.  Settlement discussions are currently underway.





NOTE 12 - OTHER REVENUE AND FINANCING SOURCES



The following represents components of Other Revenue and Financing Sources for fiscal years ended September 30, 1996:  Parking Fees $7; Other Sales $326; and Disposal of Assets $251.
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To the Management of the

Administration for Children and Families

Washington, D.C.



	INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL STRUCTURE



We have audited the financial statements of the Administration for Children and Families (ACF) as of and for the year ended September 30, 1996, and have issued our report thereon dated January 28, 1997.



We conducted our audit in accordance with generally accepted auditing standards, Government Auditing Standards (1994 revision), issued by the Comptroller General of the United States, and Office of Management and Budget (OMB) Bulletin 93-06, Audit Requirements for Federal Financial Statements. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement.



The management of the Administration for Children and Families is responsible for establishing and maintaining an internal control structure.  In fulfilling this responsibility, estimates and judgments by management are required to assess the expected benefits and related costs of internal control structure policies and procedures.  The objectives of an internal control structure are to provide management with reasonable, but not absolute, assurance that:



•	transactions, including those related to obligations and costs, are executed in compliance with applicable laws and regulations that could have a direct material effect on the financial statements and any other laws and regulations that OMB, ACF's management or the Inspector General have identified as being significant for which compliance can be objectively measured and evaluated;

•	funds, property, and other assets are safeguarded against loss from unauthorized use or disposition;

•	transactions are properly recorded and accounted for to permit the preparation of reliable financial reports in accordance with applicable accounting principles described in note 1 to the financial statements and to maintain accountability over assets; and

•	data that support reported performance indicators are properly recorded and accounted for to permit preparation of reliable and complete performance information.



Because of the inherent limitations in any internal control structure, errors or irregularities may nevertheless occur and not be detected. Also, projection of an evaluation of the structure to future periods is subject to the risk that procedures may become inadequate because of changes in conditions or that the effectiveness of the design and operation of policies and procedures may deteriorate.



In planning and performing our audit of the financial statements of the Administration for Children and Families for the year ended September 30, 1996, we obtained an understanding of the internal control structure.  With respect to the internal control structure, we obtained an understanding of the design of significant internal control structures, policies and procedures, determined whether they have been placed in operation, assessed control risks and performed tests of ACF's internal control structure in order to determine our auditing procedures for the purpose of expressing our opinion on the financial statements and not to provide assurance on the internal control structure.  Accordingly, we do not express such an opinion. Our consideration included an understanding of the significant internal control structure policies and procedures and assessing the level of control risk relevant to all significant cycles, classes of transactions, or account balances.



With respect to the performance measure control objective described above, we obtained an understanding of relevant internal control structure policies and procedures designed to achieve this control objective and assessed control risk.



We noted certain matters involving the internal control structure and its operation that we considered to be reportable conditions under standards established by the American Institute of Certified Public Accountants and OMB Bulletin 93-06.  Reportable conditions involve matters coming to our attention relating to significant deficiencies in the design or operation of the internal control structure over financial reporting that, in our judgment, could adversely affect Administration for Children and Families' ability to ensure that the objectives of the internal control structure, as previously defined are being achieved.



A material weakness is a condition in which the design or operation of one or more of the specific internal control structure elements does not reduce to a relatively low level the risk that errors or irregularities in amounts that would be material in relation to the financial statements being audited, or material to a performance indicator or aggregation of related performances indicators, may occur and not be detected within a timely period by employees in the normal course of performing their assigned functions.



Our consideration of the internal control structure would not necessarily disclose all matters in the internal control structure that might be reportable conditions and, accordingly, would not necessarily disclose all reportable conditions that are also considered to be material weaknesses as defined above.   



The identified material weakness and reportable conditions, as defined above, are summarized below with further explanation in the Exhibit accompanying this report. 



MATERIAL WEAKNESS    

	

	Actual expenses incurred by discretionary grant recipients are not recorded in the system until the grant is closed-out. Also, the fourth quarter of the fiscal year net disbursements are entered in the CORE accounting system for the first quarter of the following fiscal year.

	The amount of net disbursement reported quarterly by discretionary grant recipients on the federal cash transaction report (PMS-272) is recorded as expenses in the CORE accounting system. Discretionary grant recipients also semi-annually submit an expenditure report (SF-269) to ACF program administration which summarizes actual expenses incurred using the funds drawn on the grant.  However this information is not used in the accounting system.  Expenses reported in the expenditure report are not reconciled to the expenses recorded in the CORE accounting system until the close-out period.  However, the information contained in the expenditure report should be used annually to provide a better estimate of actual expenses reported in the financial statements.



REPORTABLE CONDITIONS        



	Certain program and financial reports were either not submitted or not submitted timely.

	As a part of grant administration, the regional offices are to perform grant monitoring of the grantees.  Grant monitoring includes site visits, review of all reports submitted by the recipients, performance review, and quality control reviews.  However, a review of various ACF programs administered out of the regional offices revealed that a number of program and financial reports were either not submitted or not submitted timely by the grantees.  These reports, due from the grantees thirty (30) days after the end of each quarter, contain data relating to grantees' expenses, quality control reviews by states, statistics on performance, etc.  The regional offices review the data contained in the reports as part of their oversight function of the grantees.  These program and financial reports need to be reviewed timely and adequately to achieve effective grant monitoring.





	The Subsidiary ledger for Accounts payable was not provided timely.

	ACF was unable to provide a subsidiary ledger for the accounts payable balance reported in the Statement of Financial Position in a timely manner.  ACF should request the Program Support Center (PSC) to program the CORE accounting system to generate a detailed listing of accounts payable whenever needed.  This will allow ACF to retrieve the related supporting documentation for accounts payable balances reported in the Statement of Financial Position.



	A listing of Undelivered Orders was not provided timely.

	ACF was unable to provide a comprehensive listing of undelivered orders, a component of net position, in a timely manner.  ACF should request the Program Support Center (PSC) to refine the program, as necessary, so that the system generates a timely, detailed listing of undelivered orders, which will enable the timely reconciliation between the subsidiary ledger and the general ledger.  Such detail listing will allow ACF to retrieve the documentation supporting the undelivered orders balance, when needed, for management and financial statement purposes.



	Single Audit Act and A-133 reports due are not tracked.

	The Single Audit Act and OMB circular A-133 mandate that recipients of Federal funds have an audit of their activities performed by independent non-Federal auditors.  These non-Federal audit reports are submitted to the National External Audit Resolution (NEAR) center for review.  The NEAR forwards all identified audit findings to the appropriate ACF administration offices for the grantees that ACF oversees.  ACF does not track reports due from grantees it oversees.  If the required report is not received, ACF does not follow up with the grantee to obtain the report, and, therefore is unaware of audit findings, if any.  ACF needs to track reports due from grantees in order to monitor grants adequately.



We also noted other matters involving the internal control structure and its operation that we have reported to the ACF's management in a separate letter.



In accordance with Government Auditing Standards, we have issued a qualified report dated January 28, 1997 on our audit of the Administration for Children and Families' statement of financial position and the statement of operations and changes in net position and a report dated January 28, 1997 on its compliance with laws and regulations.



This report is intended for the information of the Administration for Children and Families' management, the Department of Health and Human Services, Office of Inspector General, and the Office of Management and Budget.  However, this report is a matter of public record and its distribution is not limited.





January 28, 1997 
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To the Management of the

Administration for Children and Families

Washington, D.C.



	INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WITH LAWS

	AND REGULATIONS



We have audited the financial statements of the Administration for Children and Families (ACF) as of and for the year ended September 30, 1996, and have issued our report thereon dated January 28,1997.



We conducted our audit in accordance with generally accepted auditing standards, Government Auditing Standards (1994 Revision), issued by the Comptroller General of the United States, and Office of Management and Budget Bulletin 93-06, Audit Requirements for Federal Financial Statements.  Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement.  



Compliance with laws and regulations applicable to the Administration for Children and Families is the responsibility of the Administration for Children and Families' management.  As part of obtaining reasonable assurance about whether the financial statements are free of material misstatements, we performed tests of the Administration for Children and Families' compliance with certain provisions of the following laws and regulations that may directly affect the financial statements and certain other laws and regulations designated by OMB, the Administration for Children and Families, and the Office of Inspector General, including but not limited to the:



•	Budget and Accounting Procedures Act of 1950

•	Prompt Payment Act

•	Chief Financial Officers Act of 1990

•	Federal Managers' Financial Integrity Act of 1992 (FMFIA)

•	Debt Collection Act of 1982

•	Anti-deficiency Act

•	Civil Service Reform Act

•	Civil Service Retirement Act

•	Fair Labor Standards Act

•	Cash Management Improvement Act (CMIA) of 1990 (P.L. 101-453)

•	Federal Employees Compensation Act

•	Federal Employees Life Insurance Act

•	Government Performance and Results Act of 1993

•	Government Management Reform Act of 1994

•	Federal Financial Management Improvement Act of 1996 (S1130)



We also obtained an understanding of management's process for evaluating and reporting on internal control and accounting systems as required by the FMFIA and related Treasury implementing procedures as it relates to ACF and compared the ACF's most recent FMFIA reports with the evaluation we conducted of the ACF's internal control structure.   



As required by section 1517 of the Title 31 of the United States code, ACF management noted several violations of the Anti-Deficiency Act may have occurred in FY 1996.  ACF is investigating and preparing a report that will be transmitted to the President of the United States in the near future.  The results of ACF's investigation thus far, show that two violations occurred in the Children and Family Services Programs appropriation and two occurred in the Low Income Home Energy Assistance Program (LIHEAP) appropriation.



§	The Family Violence allotment of $32,892,500 for FY 1996 was  exceeded by $318,489.37.  Twelve grants were de-obligated in the Family Violence Discretionary allowance of the account to rectify the over-obligation.



§	In a contract for services of a consultant, $25,520 of FY 1996 funds were used to extend the contract for a performance period that began in FY 1997.  The contract was charged to the CS/Community Economic Development allotment of the Children and Family Services appropriation.  This contract has been terminated.



§	The LIHEAP Training and Technical Assistance (T&TA) legislated limit was exceeded by $45,761, but the allotment was not exceeded.



§	The LIHEAP Block Grants to States--Director allotment was over-obligated by $92,099.  A grant awarded under the Residential Energy Assistance Challenge Option (REACH) caused the allotment to be over-obligated.  Further, a grant was issued to a grantee that is not eligible under the REACH program.  The $100,000 issued to the ineligible grantee has since been de-obligated.





The results of our tests indicate that, with the exception of the above Anti-deficiency Act violations, the Administration for Children and Families complied, in all material respects, with the provisions referred to in the preceding paragraphs.  However, the objective of our audit was not to provide an opinion on overall compliance with such provisions.  Accordingly, we do not express such an opinion.



In accordance with Government Auditing Standards, we have also issued a report dated January 28, 1997 on our audit of the Administration for Children and Families' statement of financial position, the statements of operations and changes in net position which was qualified and a report dated January 28, 1997 on our consideration of the ACF's internal control structure.



This report is intended for the information of the ACF's management, the Department of Health and Human Services, Office of Inspector General, and the Office of Management and Budget.  However, this report is a matter of public record and its distribution is not limited.









January 28, 1997 
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	EXHIBIT ON THE 



	MATERIAL WEAKNESS AND 



	REPORTABLE CONDITIONS



�MATERIAL WEAKNESS



Actual expenses incurred by discretionary grant recipients are not reconciled with funds drawn from the payment system and the accounting system quarterly until the grant is closed-out. Also, the fourth quarter of the fiscal year net disbursements are entered in the CORE accounting system for the first quarter of the following fiscal year.



Condition

The amount of net disbursement reported quarterly by discretionary grant recipients on the federal cash transaction report (PMS-272) is recorded as expenses in the CORE accounting system.  Discretionary grant recipients also semi-annually submit an expenditure report (SF-269) to ACF program administration which summarizes actual expenses incurred using the funds drawn on the grant.  However, this information is not used in the accounting system.  Expenses reported in the expenditure report are not reconciled to the expenses recorded in the CORE accounting system until the close-out period.  Information contained in the expenditure report should be used annually to provide a better estimate of actual expenses reported in the financial statements.



Cause

ACF does not use the best available information to estimate annually for financial statement purposes, actual expenses incurred by discretionary grant recipients.



Criteria

Accounting standards require that expenses be recorded in the period in which they were incurred (accrual accounting) to properly match revenues and expenses.



Effect

Expenses reported in the financial statements for the year may be misstated.



Recommendation

The PSC should develop a better estimate for annual financial statement of expenses using the actual expenses reported by the recipients in the semi-annual reports (SF-269) for discretionary grants.  



ACF's Response

We agree with the finding, but the recommendation is not an appropriate solution.  This is a Department-wide issue on which the Director of Financial Policy, ASMB, has taken the lead to develop procedures for corrective actions for FY 97.



PSC's Response

We concur that the PSC should develop a better estimate  for discretionary grant expenses for the year end financial statement; however, another method will provide a better estimate than the one using the SF-269.  First, we would like to clarify that the estimate for discretionary grant expenditures is necessary, because grantees are only required to submit the PMS-272, summary of calendar quarter actual expenses, 45 days after the end of the quarter.  Thus, the last quarters of the FY expenditures are not available for financial statement reporting and ACF must estimate the last quarter expenditures.  It is the Department's position not to use SF-269 because this report is based on accruals.  Instead, the Department has a task force developing the estimate for the last quarters expenses based on historical PMS-272 data that is maintained by PMS.  This process would provide more consistency department-wide and would be more cost effective.



�REPORTABLE CONDITION



A.	Certain program and financial reports were either not submitted or not submitted timely



Condition

As a part of grant administration, the regional offices perform grant monitoring of the grantees.  Such grant monitoring includes site visits, review of all reports submitted by the recipients, performance review, and quality control reviews.  However, a review of various ACF programs administered out of the regional offices revealed that a number of program and financial reports were either not submitted or not submitted timely.  These reports are due from the grantees thirty (30) days after the end of each quarter.  These reports contain data relating to grantees expenses, quality control reviews by states, statistics on performance, etc.  The data contained in the reports are reviewed by the regional offices as part of their oversight function of the grantees. 



The following reports were not submitted timely:



Region/ Program�Grantee�Report�Date due�Date submitted��2  AFDC  �NJ�ACF 231�01/31/96�05/03/96��2  AFDC  �NJ�ACF 231�04/30/96�07/26/96��2  AFDC�NJ�ACF 3637�01/31/96�06/06/96��2  AFDC�NJ�ACF 3637�04/30/96�07/24/96��2  AFDC�NJ�ACF 3645�01/31/96�02/05/96��2  AFDC�NJ�ACF 3800�01/31/96�06/06/96��2  AFDC�NJ�ACF 3800�04/30/96�09/06/96��2  AFDC�NJ�ACF 3800�07/31/96�09/09/96��5  JOBS�OH�ACF 331�01/31/96�02/13/96��5  JOBS�OH�ACF 331�04/30/96�05/09/96��5  JOBS�OH�ACF 331�07/31/96�08/08/96��5  JOBS�OH�ACF 320�01/31/96�08/16/96��5  JOBS�OH�ACF 331 Semi-annual�04/30/96�05/08/96��

The following reports were not submitted:



Region/ Program�Grantee�Report�Qtr��5  JOBS�OH�ACF 103�2��5  JOBS�OH�ACF 103�3��5  JOBS�OH�ACF 332�2��5  JOBS�OH�ACF 332�3��Cause

The grantees' failure to adhere to the requirements of the grant awards and the lack of follow-up by the regional offices.



Criteria

All required reports as indicated above are due 30 days after the end of the period as stipulated in the grant awards.



Effect	

Failure of grantees to submit or timely submit reports could result in the regional offices' inability to effectively monitor the respective programs. 



Recommendation

We recommend that all reports be submitted timely.  We further recommend that ACF's regional offices implement a system whereby a log of all outstanding reports is maintained and grantees are promptly reminded of all reports due. 



ACF's Response

As we indicated before, only 231s and 331s are financial reports.  In addition, we previously commented on behalf of Region V that Ohio was granted, on an exception basis only, additional time to submit expenditure reports.  With respect to the reports listed as not submitted, it should be noted that the missing reports were received from the State after completion of the auditor's field work.



Region V does not plan specific corrective action with respect to the JOBS program because of the cessation of the program as of July 1, 1997.  Like other ACF regions, Region V is currently restructuring its offices to meet the demands and responsibilities from Welfare Reform.  As we accomplish this restructuring this calendar year, we will be implementing a series of operational changes to our monitoring systems to assure timely reporting for all of ACF's existing and new programs.





B.	The subsidiary ledger for Accounts Payable was not provided timely.



Condition

ACF was unable to provide subsidiary ledger during the audit field work for the accounts payable balance reported in the Statement of Financial Position.  Consequently, we were not able to perform any audit procedures on accounts payable.



Cause

ACF could not timely produce a detailed listing of accounts payable from the CORE accounting system.  Consequently, the source documents could not be obtained.



Criteria

SFFAS No. 1 states that when an entity accepts title to goods, the entity should recognize a liability for the unpaid amount of the goods.  If invoices for those goods are not available when financial statements are prepared, the amounts owed should be estimated.



Effect

Due to ACF's inability to support the amount reported for accounts payable, the balance in the Statement of Financial Position could not be tested for reasonableness and validity.  Therefore, an opinion on whether the balance is reasonably stated was not rendered.  Also, the information is not available for management control purposes.



Recommendation

ACF should request the Program Support Center (PSC) to program the CORE accounting system to generate a detailed listing of accounts payable.  Such detail listing will allow ACF to retrieve the related supporting documentation for accounts payable balances when needed for management and financial statement purposes.



ACF's Response (by PSC)

We concur with this recommendation.  The PSC made available the Accounts Payable subsidiary ledger prior to issuance of the Auditor's Opinion.  No additional programming is necessary.  The PSC does not expect this issue to arise in the future.





C.	A listing of Undelivered Orders was not provided timely.



Condition

ACF was unable to provide a comprehensive listing of undelivered orders during the audit field work.  Consequently, we were unable to perform audit procedures on undelivered orders.



Cause

Undelivered orders are directly related to accounts payable.  ACF could not timely provide a subsidiary ledger for accounts payable.  Consequently, a listing for undelivered orders was not provided, timely.  As a result, we were unable to perform audit procedures on undelivered orders.



Criteria

SFFAS No. 1 states that when an entity accepts title to goods, the entity should recognize a liability for the unpaid amount of the goods.  If invoices for those goods are not available when financial statements are prepared, the amounts owed should be estimated.



Effect

Due to ACF's inability to support the amount reported for undelivered orders, a component of the net position, the balance in the Statement of Financial Position could not be tested for reasonableness and validity.  Therefore, an opinion on whether the balance is reasonably stated was not rendered.  Also, the information is not available for management control purposes.



Recommendation

ACF should request the Program Support Center (PSC) to refine the program, as necessary, so that the system generates a timely, detailed listing of undelivered orders, which will enable the timely reconciliation between the subsidiary ledger and the general ledger.  Such detail listing will allow ACF to retrieve the documentation supporting the undelivered orders balance, when needed, for management and financial statement purposes.







ACF's Response (by PSC)

Subsequent to the end of field work, we were advised that the CORE accounting system has been revised to timely generate a comprehensive listing of undelivered orders.





D.	Single Audit Act and A-133 reports due are not tracked.



Condition	

The Single Audit Act and Office of Management and Budget Circular A-133 mandate that recipients of Federal funds have an audit of their activities performed by independent non-Federal auditors.  These non-Federal audit reports are submitted to National External Audit Resolution (NEAR) center for review.  The NEAR forwards all identified audit findings to the respective ACF administration offices (Regions and Headquarters) that oversee the grantees that are not in compliance for resolution.  ACF could not tell us exactly which recipients have not submitted their reports and how many reports are supposed to be received by the NEAR center.  We noted that a log of the audit reports received from the recipients was not maintained by ACF.

Cause

ACF does not maintain a log of all non-Federal audits report of recipients which will track each recipient's audit report.  Such log will show the total population of recipients, dates reports are due, dates reports are received and the outstanding reports.



Criteria

A proper internal control requires that adequate records be kept for all reports received and all reports removed.



Effect

ACF's failure to track all Single Audit Act and OMB A-133 reports due could result in inadequate monitoring of Federal grants.



Recommendation

ACF should implement a system to track all non-Federal audit reports due by ACF and NEAR.  Tracking of these reports can be achieved by maintaining a log which shows the total population of recipients, dates reports are due, dates reports are received and the outstanding reports.  This will enable ACF to know the number of non-Federal audit reports received and those outstanding at all times.  ACF can then follow-up with grantees to obtain reports due but not received.



ACF's Response

This finding is correct.  However, this is not an ACF problem, but rather an HHS-wide problem.  One of the main thrusts of the Single Audit Act was to try and prevent a multitude of HHS offices contacting grantees all seeking the same audit report.  Accordingly, the ACF Audit Liaison has been appointed to an HHS work group which has initiated procedures to develop an HHS-wide system to track external audit receipt.
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