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Overview 

The Division of Blind Services (DBS) does not currently have a system in place to adequately control Business Enterprises Program (BEP) licensed operations and related reporting.  The limited criterion in the Licensed Operator Facility Agreement (LOFA), and the Business Enterprises Policy and Procedure Manual (BEP Manual) reduces accountability and hinders audit effectiveness.  

Office of Inspector General (OIG) staff identified three primary areas for improvement: establishing monitoring criteria, developing more effective internal controls, and preparing a monitoring plan.  

We recommend that DBS:

· Add specific guidelines and expectations to the LOFA, BEP Manual, and other policies and procedures to which licensed operators may refer for business standards expected by DBS; and use the defined guidelines and expectations to improve accountability and verify licensed operator compliance.

· Implement more effective internal controls to reduce risk to DBS and licensed operators.

· Create a monitoring checklist or other tool and implement a monitoring plan for licensed operators using the revised policies and procedures.
Background

This audit was identified in the OIG annual risk assessment and included in the approved annual audit plan.  It was requested by DBS management and performed in support of the Department’s goal of quality efficient services with the purpose of promoting the strategic imperative of aligning financial resources with performance.

The mission of DBS is to ensure blind and visually impaired persons living in Florida have the tools, support, and opportunity to achieve success.  The BEP provides job opportunities in the food service sector for eligible blind persons under the Randolph-Sheppard Act, a federal law which mandates a priority to blind persons to operate vending facilities on government property.  A prospective licensed operator must attend and successfully complete BEP training and then bid on a BEP facility.  There were 143 BEP facilities in July 2010, composed of ten cafeterias, twenty seven snack bars/other, and a hundred and six highway or non highway vending sites. 

Previous Audit Findings

We reviewed previous reports issued by the OIG and the Florida Office of Program Policy Analysis & Government Accountability (OPPAGA).  OIG staff completed a review of DBS Vocational Rehabilitation contracts in October 2010.  This report may be found on the OIG website: http://www.fldoe.org/ig/.  OIG recommendations included completing efforts to create and implement written policies and procedures and strengthening internal controls related to contract administration.  DBS initiated steps to implement recommendations prior to the issuance of the audit report.

Findings from OPPAGA’s December 2006 report Business Enterprise Program Needs to Modify 
Enterprises and Improve Vendor Training, Support, and Monitoring included: wide range of incomes that vary by facility type, some facilities generate low incomes, and many new licensed operators leave the program because of unsuitable opportunities and inadequate training, support, and monitoring. 
DBS made changes to the BEP training program and their operator selection process for BEP trainees as a result of the OPPAGA findings.  

Audit Results

Current LOFA terms require timely filing of DBS monthly reports and compliance with applicable health, tax, and insurance requirements.  Health, tax, and insurance compliance is partially addressed on the Facility Visitation Report completed by the regional BEP consultant, but further compliance and monitoring needs are detailed in the following Findings and Recommendations section.
Nine percent of all DBS Monthly Business Reports filed for January to June 2010 were late or not received.  Seventeen facilities either filed two consecutive late returns or three late returns within a calendar year, which are grounds for termination according to the BEP Manual.  DBS staff began to track and enforce terminations due to late filings in September 2010.  In addition to continuing efforts to monitor and enforce agreement terms, we suggest DBS implement additional remedies to discourage late filings.    

The maintenance reimbursement requests reviewed were reasonable and passed through several internal controls before payment was made.  Maintenance reimbursement requests are initially checked for sufficient and accurate information before being approved by BEP management and transferred to DBS Fiscal staff for further review.  In addition to the practices already in place, we suggest DBS track maintenance reimbursement requests by inventory ID as well as by licensed operator to monitor for potential abuse and defective equipment; and include reviews of maintenance reimbursement requests in future monitoring efforts.       

OIG recognizes that DBS has identified the need for monitoring licensed operators for agreement compliance and has created a BEP monitoring position.  Also, several licensed operators supplied organized sales logs, cost of goods sold logs, and inventory documents supporting reported data.
Findings and Recommendations

1. Additional criteria are needed to help assure licensed operator accountability and compliance.

The LOFA requires licensed operators to allow authorized agents to inspect documents relevant to the operation of the facility, but it does not define retention terms.  Record retention timeframes and a list of documents that should be readily available would assist licensed operators in complying with future monitoring efforts.  

The BEP Manual states “product availability of self-service vending machines must be maintained at acceptable levels in order to ensure consistent customer satisfaction”.  DBS’ definition of “acceptable levels” is not clear in the BEP Manual; however, a BEP Consultant said he checks for machines to be 80% full.  Written guidelines would assist licensed operators and DBS staff with determining product availability compliance.   

Licensed operators report revenues and expenses on their DBS Monthly Business Reports.  These figures are used to calculate their set aside fee and business averages.  Discrepancies for the calculation of total sales were noted during our review.  For example, one facility reported total sales based on deposits rather than totals from the sales detail log provided.  This caused total sales to be under reported to DBS by approximately $225 for two months.  Guidelines for the calculation of total sales would assist with accurate reporting and verification on the DBS Monthly Business Reports.  

Cost of goods sold, purchase of merchandise discrepancies such as gas/fuel, cleaning products, and personal items on receipts were noted.  Paper products were initially flagged, but the audit staff learned that DBS allows paper products (e.g. napkins and silverware) to be claimed under purchase of merchandise.  Licensed operators could benefit from clearer guidelines for allowable purchases.  

Recommendation:

DBS management should add specific guidelines and expectations to the LOFA, BEP Manual, or other policy and procedure to which licensed operators may refer for business standards.  Areas for further development include, but are not limited to:

a. Record retention requirements

b. Product availability standards

c. Guidelines for calculating Total Sales, Cost of Goods Sold, and other line items on the DBS Monthly Business Reports

d. Allowable items for Cost of Goods Sold: Purchase of Merchandise on DBS Monthly Business Reports 

2. More effective internal controls are needed to reduce risk to DBS and licensed operators.

BEP provides licensed operators with beginning working capital (start up equipment, inventory, and petty cash) when they assume operation of a facility.  The ending working capital is totaled when a licensed operator leaves the facility and the licensed operator owes DBS the difference if they leave with less working capital than initially provided.  DBS records as of November 2010 show over $330,000 in outstanding debts.  A licensed operator included in our sample had a Florida tax lien against the facility and when the BEP consultant made an onsite visit it was found that the licensed operator vacated the facility, owing DBS over $8,000.  DBS has an interest in licensed operators succeeding so that: a) set aside levies are paid, and b) beginning working capital investments are recovered.  Implementing tighter controls and a monitoring plan would benefit DBS by providing alerts of potential issues, such as outstanding tax and insurance liabilities.  
A licensed operator agrees to maintain the level of assigned working capital by signing the LOFA and reports beginning and ending inventory on the DBS Monthly Business Report.  Inventory levels are not currently monitored and many licensed operators do not record actual inventory figures on the DBS Monthly Business Reports.  Almost half (8/17 or 47%) of the licensed operators sampled do not perform a physical inventory.  Almost a quarter (4/17 or 24%) of the licensed operators sampled reported current inventory levels at 75% less than their beginning working capital provided by DBS.  However, licensed operators may have additional working capital (e.g. monies in the machines) not included in reported inventory.  A working capital deficit increases the risk of monies owed when the LOFA is terminated.    
Recommendation:

DBS management should implement more effective internal controls to reduce risk to DBS and licensed operators.  Areas to consider include:

a. Require documentation of compliance with tax and insurance obligations in future monitoring efforts.

b. Define the purpose and expectations of beginning and ending inventory figures on DBS Monthly Business Reports. 

c. Assist licensed operators in establishing inventory controls and require an inventory management document for licensed operators with working capital liabilities owed to DBS.

3. Monitoring is needed to verify licensed operator compliance

BEP is partially funded by a set aside levy that is reinvested into the program and paid by licensed operators based on the net profit calculated on the DBS Monthly Business Reports.  Sales and expense figures reported on the DBS Monthly Business Reports affect the set aside levy owed and therefore affect the funding of the program.  DBS does not currently verify the accuracy of the figures reported by licensed operators on the DBS Monthly Business Reports and at least half of the reported figures for total sales, merchandise purchased, and gross wages from the sample were inaccurate.  
Nine licensed operators had errors in their support for total sales ranging from under reporting by $1,921 to over reporting by $1,385 for April to June 2010.  Documents provided by eleven licensed operators did not support cost of goods sold:  purchase of merchandise.  The extent of the discrepancies were difficult to measure since a majority of licensed operators sampled did not keep logs for recording their expenses and were not able to provide copies of all invoices/receipts.  Many expenses claimed but not supported may be legitimate expenses.  Also, without a log it was not clear if personal items on receipts were claimed as an expense.  Discrepancies in gross wages expense were noted for ten licensed operators, with variance from under reporting by a few dollars to over reporting by several thousand dollars from April to June 2010.  In three instances, over reporting gross wages contributed to licensed operators considering their labor as “contract labor” or “volunteering” and not reportable to the Florida Department of Revenue.  DBS monitoring would promote accurate reporting and deter possible program abuse.  
Recommendation:

DBS management should create a monitoring tool based on strengthened criteria as recommended in the first finding and implement a monitoring plan for licensed operators.  Areas to consider include:

a. Define acceptable support requirements for figures reported to DBS.

b. Assist licensed operators with best practices for recording and documenting sales and expenses.
c. Monitor inventory levels for compliance with working capital requirements.

d. Review support for figures reported on the DBS Monthly Business Report for accuracy and consider corrective actions for inaccurate figures reported to DBS.
Objectives and Scope

The objectives of this audit were to determine whether licensed operators: 1) comply with contract provisions; 2) report accurate sales, expenses, and set aside fees on DBS Monthly Business Reports; 3) comply with tax and insurance requirements; and 4) submit accurate maintenance reimbursement requests.  

The audit scope included a review of compiled DBS Monthly Business Report data from January to June 2010.  Documents requested from licensed operators focused on filings from April to June 2010.  
Methodology

Five licensed operators were selected from each of the five regions for a desk review.  Seventeen of the twenty-five licensed operators supplied requested documents, five left the program, and three failed to supply documents.  Four onsite visits (two each in the Tallahassee District and Jacksonville District) were conducted to meet with licensed operators and follow-up on questions from the desk reviews.
This audit was conducted in accordance with The International Standards for the Professional Practice of Internal Auditing, published by the Institute of Internal Auditing.  The audit team achieved these audit standards by:

· Researching applicable statutes, rules, manuals, and procedures.

· Reviewing DBS Monthly Business Report data and associated files.
· Conducting desk and onsite reviews.
· Interviewing and working with DBS/BEP management and staff throughout the audit process.

Closing Comments

The Office of the Inspector General would like to recognize and acknowledge DBS management and staff and the licensed operators for their assistance during the course of this audit.  Our fieldwork was facilitated by the cooperation and assistance provided by all personnel involved.  

Management Response
Management responded that the Division of Blind Services is making progress with improvements in the Business Enterprise Program.  DBS concurs with and will implement the audit recommendations.
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