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EXECUTIVE SUMMARY

PURPOSE

This audit determines whether the Business Enterprise Program (BEP or Program) trains and places blind
people according to program objectives and operates with adequate management oversight.

BACKGROUND

BEP provides legally blind people with the opportunity to operate their own food service or vending facility.
Legally blind people are trained and licensed by the Program and are competitively awarded facilities where

they function as independent contractors (operators). Once awarded a facility, the operator is responsible
for the day-to-day operations of the facility with oversight provided by BEP.

The Program is paid for with federal funding provided through the Department of Education and set-aside
fees. Set-aside fees are an assessment (17%) made by the Program on the net proceeds of each food
service and vending facility. Funds generated by the assessment can only be spent for expenses such as
equipment, management services, and assuring a fair minimum return (wage) to vendors.

KEY FINDINGS

e $29 million spent since 2000 without determining whether the Program meets the vocational needs
of the blind.

¢ Ineffective oversight increased risk of facility mismanagement.

KEY RECOMMENDATIONS

e The Program should set clear, specific goals that are linked to and measured by performance
measures so that decision-makers can evaluate the Program’s performance.

e The Program should monitor facilities in accordance with its defined schedules as stated in the
“Manual for Food Service Facility Operators.” Specifically, a tracking tool should be created to
ensure that all required monitoring reviews occur as required.

The key findings and recommendations in this summary may not be inclusive of all the findings and recommendations
in this report.
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July 30, 2015

The Honorable Pat McCrory, Governor

Members of the North Carolina General Assembly

Dr. Aldona Wos, Secretary, Department of Health and Human Services
Eddie Weaver, Director, Division of Services for the Blind

Ladies and Gentlemen:

We are pleased to submit this financial related report titled Business Enterprise Program.
The objectives of this audit were to determine whether the Business Enterprise Program
trains and places individuals according to program objectives and operates with adequate
management oversight.

Secretary Wos reviewed a draft copy of this report. Her written comments are included
starting on page nine.

This audit was conducted in accordance with North Carolina General Statute 147-64.7.
We appreciate the cooperation received from management and the employees of the

Department of Health and Human Services, Division of Services for the Blind during our
audit.

Respectfully submitted,

odod! A v

Beth A. Wood, CPA
State Auditor
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BACKGROUND

The North Carolina Department of Health and Human Services Division of Services for the
Blind (Division) provides services to all legally blind and visually impaired residents of the
State. The Division’s programs are designed to promote employment and independence for
the clients served. Division services include vocational rehabilitation employment services,
independent living services, and the training and placement services offered within the
Business Enterprise Program.

The Business Enterprise Program (BEP or Program) provides legally blind citizens with the
opportunity to operate their own food service or vending facility and earn an income. The
Program locates and establishes facility locations and provides the necessary equipment,
initial stock, and petty cash to operate these retail facilities. Facilities are located in federal
and state buildings, at rest areas and welcome centers along interstate highways, and in
some private locations.

Legally blind citizens are trained and licensed by the Program and are competitively awarded
facilities where they function as independent contractors (operators). Once awarded a
facility, the operator is responsible for the day-to-day operations of the facility.

The Program is responsible for assisting the operator set up the business, providing
counseling and management services, and monitoring the operators to ensure that facilities
are managed professionally and effectively.

The Program is paid for with federal funding provided through the Department of Education
and set-aside fees. Set-aside fees are an assessment made by the Program on the net
proceeds’ of each food service and vending facility. Funds generated by the assessment
can only be spent for such items as equipment, management services, and assuring a fair
minimum return (wage) to vendors.

Currently, there are 89 facilities located in North Carolina, operated by 70 operators, with
gross sales totaling approximately $10.6 million a year.” Since the Program’s inception®,
there have been 326 individuals licensed to operate food service and vending facilities. *

! The set-aside fee is charged at 17% of operator net income.

2 Annualized over state fiscal years 2012, 2013 and 2014.

% November 14, 1978.

* BEP self-reported the number of facilities and operators. OSA did not audit this information.
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OBJECTIVES, SCOPE, AND METHODOLOGY

The objectives of this audit were to determine whether the Business Enterprise Program
(BEP or Program) trains and places individuals within program objectives and whether it
operates with adequate management oversight.

The audit scope included an analysis of Program beginning July 1, 2012, through June 30,
2014.

To accomplish the audit objectives, auditors interviewed personnel, observed operations,
reviewed policies, analyzed accounting records, and examined documentation supporting
transactions, as considered necessary in the circumstances. Whenever sampling was used,
we applied a nonstatistical approach. Therefore, results could not be projected to the
population.

Because of the test nature and other inherent limitations of an audit, together with limitations
of any system of internal and management controls, this audit would not necessarily disclose
all performance weaknesses or lack of compliance.

As a basis for evaluating internal control, auditors applied the internal control guidance
contained in professional auditing standards. As discussed in the standards, internal control
consists of five interrelated components, which are (1) control environment, (2) risk
assessment, (3) control activities, (4) information and communication, and (5) monitoring.

Management is responsible for establishing and maintaining effective internal control.
Internal control is a process designed to provide reasonable assurance that relevant
objectives are achieved. Errors or fraud may nevertheless occur and not be detected
because of the inherent limitations of internal control. Also, projections of any evaluation of
internal control to future periods are subject to the risk that conditions may change or that
compliance with policies and procedures may deteriorate. This audit does not provide a
basis for rendering an opinion on internal control, and consequently, no such opinion has
been issued.

We conducted this performance audit in accordance with generally accepted government
auditing standards. Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our findings and
conclusions based on our audit objectives. We believe that the evidence obtained provides a
reasonable basis for our findings and conclusions based on our audit objectives.
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FINDINGS, RECOMMENDATIONS, AND RESPONSES

1. $29 MILLION SPENT SINCE 2000 WITHOUT DETERMINING WHETHER THE
PROGRAM MEETS THE VOCATIONAL NEEDS OF THE BLIND

During the audit, it was discovered that the Business Enterprise Program (BEP or
Program) did not have goals and measures to determine whether it was meeting the
vocational needs and maximizing business opportunities to provide a living for the legally
blind.

Upon further inquiry, we determined that the Program has not had any goals and
measures since the Program’s inception.’> However due to the unavailability of records,
auditors were unable to review periods further back than 2000.

Since 2000, the Program has spent more than $29 million without establishing Program
goals and measures. Without goals and measures, the Program cannot determine
whether it is meeting the vocational needs and maximizing business opportunities to
provide a living for the legally blind.

$29 Million Spent Since 2000

The Program spent more than $29 million in federal funding and set-aside fees® for
operations since 2000.

According to self-reported information, 80 people (5.7 per year) have been trained and
licensed to operate a food service or vending facility since 2000. Of that 80, 53 (3.8 per
year) have actually been placed in a food service or vending facility to operate.

Taking total Program costs into consideration, it cost $362,500’ to train each person.
When looking at only the people who were ultimately given the opportunity to operate a
facility, approximately $547,170° was spent on each person.

Program Does Not Know Whether It Meets Federal Regulations

Since the Program has not established any goals or performance measures, managers
cannot determine whether they are meeting the vocational needs and maximizing
business opportunities to provide a living for the legally blind. There is no measure to
compare actual performance. For example, there is no way for Program managers to
know whether training 80 people since 2000 and placing 53 of those is exceeding
expectations, meeting expectations, or falling short of expectations.

Federal regulations® state that the Program should “assure that the maximum vocational
potential of such vendors is achieved and suitable employment is maintained within the
State's vending facility program.”

When asked why the Program has not established specific performance goals and
measures, management stated that specific goals and measures have not been set

°> November 14, 1978.

® Set-aside fees are an assessment made by the Program on the net proceeds of each food service and vending
facility.

"' $29 million divided by 80 individuals trained and licensed.

® $29 million divided by 53 individuals placed at a food service or vending facility.

° 34 CFR §395.11.
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because “we do not know how many locations might be developed or how many trainees
will be interested.”

Program Goals and Objectives Should Be Defined and Achievements Measured

Best practices require management to establish goals and objectives for government
programs. Specifically, the Government Accountability Office (GAO) states:™

“Management, with oversight by an oversight body, sets objectives to meet the
entity’s mission, strategic plan, and goals and requirements of applicable laws
and regulations. Management sets objectives before designing an entity's
internal control system. Management may include setting objectives as part of
the strategic planning process.”

Furthermore, GAO states:

“Management defines objectives in specific terms so they are understood at all
levels of the entity. This involves clearly defining what is to be achieved, who is
to achieve it, how it will be achieved, and the time frames for achievement...
Management defines objectives in measureable terms so that performance
toward achieving those objectives can be assessed. Measureable objectives are
generally free of bias and do not require subjective judgments to dominate their
measurement. Measureable objectives are also stated in a quantitative or
gualitative form that permits reasonably consistent measurement.”

RECOMMENDATIONS

The Program should set clear, specific goals that are linked to and measured by
performance measures so that decision-makers can evaluate the Program’s
performance.

Management should review and approve key agency indicators to ensure they are
outcome-based and measure goal achievement.

Management should require the measures to be reported periodically, monitor the
measures, and use the measures in decision making.

AGENCY RESPONSE

While it is difficult to establish goals for training a specified number of individuals due to
the variability in the number of available trainees and vending business opportunities for
placement year-over-year, the Division of Services for the Blind agrees that enhanced
documentation of specific goals and measures related to operator performance would
improve management's decision making processes. The Division will establish,
document, track and periodically evaluate more specific program goals and measures to
ensure the Program maximizes business opportunities to provide a living for the legally
blind.

Auditor's Note: See page nine for full agency response.

% GA0, Standards for Internal Control in the Federal Government, September 2014.
1 GAO, Standards for Internal Control in the Federal Government, September 2014.

4
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2. INEFFECTIVE OVERSIGHT INCREASED RISK OF FACILITY MISMANAGEMENT

The Business Enterprise Program’s (BEP or Program) oversight of licensee operated
food and vending operations was ineffective. More than half of the scheduled oversight
activities were not performed, and those that were performed were not performed in
accordance with BEP’s policies and procedures.

The lack of oversight increased the risk that more than $30 million™ of operator
generated revenue was misreported and the associated set-aside fees™ were not
calculated correctly.

Furthermore, because oversight activities were not performed effectively, there was an
increased risk that poor operator or facility performance, such as poor recordkeeping and
low facility profitability, would go unnoticed and uncorrected.

Oversight Activities Not Performed
The Program did not monitor food service facilities and operators in accordance with

state guidelines or division policies.

The Program could not provide evidence that it monitored business operators for the
period under audit. Analysis of BEP records showed that 200 of 334 (60%) of the
required monitoring activities were not performed:

NOT

OVERSIGHT ACTIVITY PERFORMED REQUIRED %
Sanitation Inspections (Vending Only)™ 125 193 65
Recordkeeping Reviews 27 55 49
Compliance Monitoring Reviews 34 54 63
Financial Analysis and Operating 14 32 44
Standards Reviews
Total 200 334 60

Deficiencies Noted in Oversight Activities

For the oversight activities that were performed by the Program, deficiencies were noted
in two separate analyses.

First, auditors identified errors in the Program’s oversight activities. Auditors sampled
Program oversight activity documentation and found that:

e Ten of 28 (36%) Recordkeeping Reviews'® had supporting invoices or receipts
that did not agree with reported financial information with no documentation that
the issues were resolved.

12 For state fiscal years 2012, 2013 and 2014.

13 Set-aside fees are an assessment made by the Program on the net proceeds of each food service and
vending facility.

“BEPis only responsible for inspections of vending facilities. Sanitation inspections for food service facilities are
the responsibility of local health departments and federal entities.

!5 performed annually to determine if Operators are in compliance with Program recordkeeping guidelines and
federal and state regulations.



FINDINGS, RECOMMENDATIONS, AND RESPONSES

e Three of 18 (17%) Financial Analysis and Standards (FAOS) Reviews™ contained
gross profit percentages that were not properly calculated.

Second, auditors identified deficiencies in operator documentation that had not been
discovered by the Program’s oversight activities. Auditors sampled operator D-Sheets®’
and found that:

e Forty-eight of 60" (80%) monthly operator D-Sheets lacked at least one piece of
supporting documentation™ for the revenues and/or expenses reported or
contained supporting documentation that did not agree with D-Sheet total.
Revenues and expenses reported on these 48 D-sheets totaled $599,784 and
$150,620, respectively.

o Eight of 60 (13%) monthly operator D-Sheets did not have any documentation to
support the amounts reported. Total sales and expenses reported on these eight
D-sheets totaled $45,551 and $15,615, respectively.

Set-aside Fees at Risk

Because oversight activities were not performed effectively, there was an increased risk
that the more than $30 million®® of operator generated revenue was misreported, which
could cause incorrect calculations of the required operator set-aside fee amounts.

Set-aside fees are an assessment made by the Program on the net proceeds of each
food service and vending facility. Funds generated by the assessment can only be spent
for such items as equipment, management services, and assuring a fair minimum return
(wage) to vendors.

When there is inadequate or incorrect documentation to support the calculation of the
required operator set-aside fee amounts, there is an increased risk that some operators
are not paying the amount of set-aside fees that they should and that set-aside funds®
will not be available for necessary program expenditures.

Poor Performance Goes Unnoticed

Because oversight activities were not performed effectively, there was an increased risk
that poor operator or facility performance - such as poor recordkeeping and low facility
profitability - would go unnoticed and uncorrected. When management is not aware of
underperforming operators and facilities, the opportunity to improve the performance of
the operator or replace the underperformer with another licensed operator is lost.

The “Manual for Food Service Facility Operators” states that “performance against
standards is a major part of our process to transfer or promote an Operator” and that
monitoring is an important task of the Business Enterprise Representatives.*

1% performed bi-annually as a means for evaluating operating facilities and providing a basis for operating
standards.

1" «“D-Sheets” are summary reports of income and expenses that Operators are required to submit to the
Department’s Controller's Office each month. The D-Sheets report revenues, expenses, net proceeds, and the
17% set-aside assessment amount.

18 Across 36 Business Operators.

19 Supporting documentation includes daily sales reports, cash register tapes, and receipts for food and soft drink
purchases.

2 For state fiscal years 2012, 2013 and 2014.

%L Set-Aside fees of $1.5 million dollars were reported as collected during our audit scope.

%2 Business Representatives are responsible for monitoring operators and facilities.

6
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No Effort to Ensure Oversight Occurs

Required oversight activities were unorganized and insufficient because Program
management did not ensure that activities were performed and completed effectively.

Management was unaware of where monitoring activities occurred and where they did
not and did not review activities to ensure activities were performed accurately and
effectively.

There was no centralized tracking tool or management report that ensured oversight
activities occurred at each facility as required.

In order to determine what reviews were performed, auditors had to ask each Business
Representative which facilities they oversaw and what monitoring activities they
performed.

Program Policies Require Oversight

The policies and procedures for conducting monitoring activities are detailed in the
“Manual for Food Service Facility Operators” (Manual). The Manual states that
“performance against standards is a major part of our process to transfer or promote an
Operator” and that monitoring is an important task of the Business Enterprise
Representatives.

The Manual identifies the four major monitoring activities to be performed and at what
intervals. These activities consist of quarterly sanitation inspections, bi-annually FAOS
reviews, and annually recordkeeping and compliance reviews. Forms documenting each
review are to be maintained in each operator’s file.

RECOMMENDATIONS

The Program should monitor facilities in accordance with its defined schedules as stated
in the “Manual for Food Service Facility Operators.” Specifically, a tracking tool should be
created to ensure that all required monitoring reviews occur as required.

The Program chief or a designee should periodically review monitoring activities to
ensure they are completed accurately.

AGENCY RESPONSE

The Department agrees that the oversight and monitoring activities of the Division of
Services for the Blind's Business Enterprise Program (BEP) must be strengthened and it
has already taken a number of steps to strengthen the Division and Program:

e Has set expectations and has accepted the resignation of the Program Director.

o Will evaluate the Business Enterprise Program operations of the Division,
including an assessment of current policies/procedures, financial and program
monitoring mechanisms and general oversight of the Program.

o Will develop a tracking tool to ensure that the required reviews, inspections and
financial analysis are performed timely.

e Will periodically inspect monitoring reviews to ensure adequate and complete
documentation is submitted.
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e Will establish procedures to strengthen reporting requirements and develop a
process to review operators’ monthly report submissions for accuracy and validity
of supporting documentation.

The anticipated completion date for the above corrective action is December 31, 2015.

Auditor's Note: See page nine for full agency response.
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North Carolina Department of Health and Human Services

Pat McCrory Aldona Z. Wos, M.D.
Governor Ambassador (Ret.)
Secretary DHHS

July 16,2015

The Honorable Beth A. Wood, State Auditor
Office of the State Auditor

2 South Salisbury Street

20601 Mail Service Center

Raleigh, NC 27699-0601

Dear Auditor Wood:

We have reviewed the draft report of the financial related audit of the Business Enterprise Program of the
North Carolina Department of Health and Human Services’ Division of Services for the Blind (Division).
The following are our responses and corrective action plans to the Audit Findings and Recommendations.

AUDIT FINDINGS AND RECOMMENDATIONS

1. $29 MILLION SPENT SINCE 2000 WITHOUT DETERMINING WHETHER THE
PROGRAM MEETS THE VOCATIONAL NEEDS OF THE BLIND

During the audit, it was discovered that the Business Enterprise Program (BEP or Program) did not
have goals and measures to determine whether it is meeting the vocational needs and maximizing
business opportunities to provide a living for the legally blind.

Upon further inquiry, we determined that the Program has not had any goals and measures since the
Program’s inceptiou.s However due to the unavailability of records, auditors were unable to review
periods further back than 2000.

Since 2000, the Program has spent more than $29 million without establishing Program goals and
measures. Without goals and measures, the Program cannot determine whether it is meeting the
vocational needs and maximizing business opportunities to provide a living for the legally blind.

$29 Million Spent Since 2000

The Program spent more than $29 million in federal funding and set-aside fees for operations since
2000,

$ November 14, 1978.
www.ncdhhs.gov
Tel 919-855-4800 = Fax 919-715-4645
Akh Location: 101 Blair Drive * Adams Building » Raleigh, NC 27603
s E Mailing Address: 2001 Mail Service Center » Raleigh, NC 27699-2001

An Equal Opportunity / Affirmative Action Employer

o
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Honorable Beth A. Wood
July 16, 2015
Page 3 of 8

Management should review and approve key agency indicators to ensure they are outcome-based and
measure goal achievement.

Management should require the measures to be reported periodically, monitor the measures, and use
the measures in decision makKing.

Department’s Response:

The Division of Services for the Blind’s Business Enterprise Program’s mission, as set forth in the
Randolph-Sheppard Act (“Act™), is to provide persons who are blind with business ownership
opportunities including remunerative employment and self-support through the operation of vending
and food service facilities on federal and other property. Enacted into law in 1936, the Act enhances
employment opportunities for well trained and licensed blind persons to operate these facilities. The
law was subsequently amended in 1954 and again in 1974 to ultimately ensure (through federal
contracting set aside rules) individuals who are blind are afforded priority in the operation of vending
businesses that arc on federal property. This priority has broadened in most states through state laws
to include state, county, municipal and private locations as well. Under the Randolph-Sheppard Act,
state licensing agencies (in this case, the Division of Services for the Blind) recruit, train, license and
place individuals who are blind as business owners and operators of vending facilities located on
federal and other propertics. The Act authorizes a blind individual licensed by the state licensing
agency to conduct specified activities in vending facilities through permits or contracts.

The Division of Services for the Blind’s objectives for the Business Enterprise Program are
accomplished, in part, through collaboration with its vocational rehabilitation services. In accordance
with federal regulation, the training is designed to assure the maximum vocational potential of blind
business owners/vendors who may seck to participate in the Business Enterprise Program. The
Division also provides vocational rehabilitation training authorized by the Rehabilitation Act (34 CFR
395.11) to prepare legally blind individuals for suitable employment, potential business opportunities
and possible placement within the Business Enterprise Program. Individuals desiring placement as
operators in the Business Enterprise Program must complete specified vocational rehabilitation
training and are assessed by their assigned vocational rehabilitation counselor for participation in the
Program. Upon completion of the training modules and with the recommendation of the refevant
trainer(s), individuals are licensed and encouraged to apply for placement as a self-employed operator
in the Business Enterprise Program.

Placement in the Program is dependent on the availability of vending business opportunities located
within federal and state facilities. The Business Enterprise Program selects licensed individuals
through a competitive application process for placement and available operating locations.! Funding
for the Program not only covers the costs of training but provides for the purchase, setup and
maintenance of equipment for the operating facilities and the oversight and monitoring of the
locations’ business operations.” Training and development costs for potential operators are expended
through the Division of Services for the Blind’s vocational rehabilitation fund but are not a part of the
Program costs. All operators are self-employed and sign an operating contract with the Division of

U In order to ensure a competitive application process, training is provided to more individuals than the number available vending

business opportunities.

2 The Division’s reference to the fact that the total Program costs include these other expenses in addition to the cost of training
individuals is important in light of the calculation of the cost to train each person and the amount spent on each person who were given
the opportunity to operate a facility in the Audit Findings and Recommendations.
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Services for the Blind. These operators pay set-aside fees to the Division on a monthly basis in
accordance with federal regulations. Currently this amount is 17% of their monthly net income. These
funds are used to match federal funding for the administration of the Business Enterprises Program.

Program expenditures for the stated audit period of July 1, 2012 through June 30, 2014 were
approximately $5.8 million, which included $1.4 million provided by set-aside fees paid from
operator profits.* During the audit period, Vocational Rehabilitation Services trained and licensed 14
individuals for placement in the BEP program. The total training cost for the 14 individuals was
$461,891.57 or an average of $32,992.25 to train each person. It should be noted these are the
amounts spent for the individuals’ entire vocational rehabilitation case not just for Business
Enterprise Program Training. Vocational Rehabilitation Services, paid for under Title I of the
Rehabilitation Act, covers the range of rchabilitation services, including comprehensive case
management and support, vocational evaluation, work adjustment, on the job training and evaluation,
job placements, assistive technology, job coaching ete.

In summary, the Division of Services for the Blind’s Business Enterprise Program’s objectives are
aligned with the mission of the Randolph-Sheppard Act. Furthermore, the Program, in collaboration
with the Division of Services for the Blind rehabilitation services, provides a pool of candidates from
which available opportunities are filled; and, in fact, all available opportunities have been filled by the
Division of Services for the Blind. While it is difficult to establish goals for training a specified
number of individuals due to the variability in the number of available trainees and vending business
opportunities for placement year-over-year, the Division of Services for the Blind agrees that
enhanced documentation of specific goals and measures related to opcrator performance would
improve management’s decision making processes. The Division will establish, document, track and
periodically evaluate more specific program goals and measures to ensure the Program maximizes
business opportunitics to provide a living for the legally blind.

AUDIT FINDINGS AND RECOMMENDATIONS

2. INEFFECTIVE OVERSIGHT INCREASED RISK OF FACILITY MISMANAGEMENT

The Business Enterprise Program’s (BEP or Program) oversight of licensee operated food and
vending operations was ineffective. More than half of the scheduled oversight activities were not
performed, and those that were performed were not performed in accordance with BEP’s policies and

procedures.

The lack of oversight increased the risk that more than $30 million'! of operator gencrated revenue
was misreported and the associated set-aside fees were not calculated correctly.

Furthermore, because oversight activities were not performed effectively, there was an increased risk
that poor operator or facility performance, such as poor recordkeeping and low facility profitability,
would go unnoticed and uncorrected.

* 1t should be noted that the Division complies with federal record retention guidelines directing the Division to dispose of operational
records after five years.

" For state fiscal years 2012, 2013 and 2014,
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Oversight Activities Not Performed

The Program did not monitor food service facilities and operators in accordance with state guidelines
or division policies.

The Program could not provide evidence that it monitored business operators for the period under
audit. Analysis of BEP records showed that 206 of 340 (61%) of the required monitoring activities
were not performed:

Sanitation Inspections (Vending Only)"? 125 193 65
Recordkeeping Reviews 27 55 49
Compliance Monitoring Reviews 34 54 | 63
Financial Analysis and Operating Standards 14 32 44

| Reviews
Total 200 334 60

Deficiencies Noted in Oversight Activities

For the oversight activities that were performed by the Program, deficiencies were noted in two
separate analyses.

First, auditors identified errors in the Program’s oversight activities. Auditors sampled Program
oversight activity documentation and found that:

e Ten of 28 (36%) Recordkeeping Reviews'? had supporting invoices or receipts that did not agree
with reported financial information with no documentation that the issues were resolved.

» Three of 18 (17%) Financial Analysis and Standards (FAQS) Reviews' contained gross profit
percentages that were not properly calculated.

Second, auditors identified deficiencies in operator documentation that had not been discovered by
the Program’s oversight activities. Auditors sampled operator D-Sheets'® and found that:

 Forty-eight of 60'¢ (80%) monthly operator D-Sheets lacked at least one piece of supporting
documentation'” for the revenues and/or expenses reported or contained supporting
documentation that did not agree with D-Sheet total. Revenues and expenses reported on these 48
D-sheets totaled $599,784 and $150,620, respectively.

» Eight of 60 (13%) monthly operator D-Sheets did not have any documentation to support the
amounts reported. Total sales and expenses reported on these eight D-sheets totaled $45,551 and
$15,615, respectively.

12 BEP is only responsible for inspections of vending facilities. Sanitation inspections for food service facilities are the responsibility of
local health depariments and federal entities.

3 Performed annually to determine if Operators are in compliance with Program recordkeeping guidelines and federal and state

regulations.

4 Parformed bi-annually as a means for evaluating operating facilities and providing a basis for operating standards.

15 “D-Sheets” are summary reports of income and expenses that Operators are required to submit to the Depantment's Controller's

Office each month. The D-Sheets report revenues, expenses, net proceeds, and the 17% set-aside assessment amount.

% Across 36 Business Operators.

" Supporting documentation includes daily sales reports, cash register tapes, and receipts for food and soft drink purchases.
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Set-aside Fees at Risk

Because oversight activities were not performed effectively, there was an increased risk that the more
than $30 million'® of operator generated revenue was misreported, which could cause incorrect
caleulations of the required operator set-aside fee amounts,

Set-aside fees are an assessment made by the Program on the net proceeds of each food service and
vending facility. Funds generated by the assessment can only be spent for such items as equipment,
management services, and assuring a fair minimum return (wage) to vendors.

When there is inadequate or incorrect documentation to support the calculation of the required
operator set-aside fee amounts, there is an increased risk that some operators are not paying the
amount of set-aside fees that they should and that set-aside funds'? will not be available for necessary
program expenditures.

Poor Performance Goes Unnoticed

Because oversight activities were not performed effectively, there was an increased risk that poor
operator or facility performance - such as poor recordkeeping and low facility profitability - would go
unnoticed and uncorrected. When management is not aware of underperforming operators and
facilities, the opportunity to improve the performance of the operator or replace the underperformer
with another licensed operator is lost.

The “Manual for Food Service Facility Operators™ states that “performance against standards is a
major part of our process to transfer or promote an Operator” and that monitoring is an important task
of the Business Enterprise Representatives.

No Effort to Epsure Oversight Occurs

Required oversight activities were unorganized and insufficient because Program management did not
ensure that activities were performed and completed effectively.

Management was unaware of where monitoring activities occurred and where they did not and did not
review activities to ensure activities were performed accurately and effectively.

There was no centralized tracking tool or management report that ensured oversight activities
occurred at each facility as required.

In order to determine what reviews were performed, auditors had to ask each Business
Representative®® which facilities they oversaw and what monitoring activities they performed.

Program Policies Require Oversight

The policies and procedures for conducting monitoring activities are detailed in the “Manual for Food
Service Facility Operators” (Manual). The Manual states that “performance against standards is a
major part of our process to transfer or promote an Operator” and that monitoring is an important task
of the Business Enterprise Representatives.

¥ For state fiscal years 2012, 2013 and 2014.
8 Set-Aside fees of $1.5 million dollars were reported as collected during our audit scope.
20 Business Representatives are responsible for monitoring operators and facilities.

14



RESPONSE FROM DEPARTMENT OF HEALTH AND HUMAN SERVICES

Honorable Beth A. Wood
July 16, 2015
Page 7 of 8

The Manual identifies the four major monitoring activities to be performed and at what intervals.
These activities consist of quarterly sanitation inspections, bi-annually FAOS reviews, and annually
recordkeeping and compliance reviews. Forms documenting each review are to be maintained in each
operator’s file.

Recommendation: The Program should monitor facilities in accordance with its defined schedules as
stated in the “Manual for Food Service Facility Operators.” Specifically, a tracking tool should be
created to ensure that all required monitoring reviews occur as required.

The Program chief or a designee should periodically review monitoring activities to ensure they are
completed accurately.

Division Response:

The Department agrees that the oversight and monitoring activities of the Division of Services for the
Blind’s Business Enterprise Program (BEP) must be strengthened and it has already taken a number
of steps to strengthen the Division and Program. The Deputy Secretary of Human Services has met
with Division and Program staff to set expectations and has accepted the resignation of the Program
Director. New interim leadership for the program is already underway and will be identified within
the next 30 days. In addition, she has directed the Department’s new Senior Director for Employment
Services to evaluate the Business Enterprise Program operations of the Division. This evaluation
will include an assessment of current policies/procedures, financial and program monitoring
mechanisms and general oversight of the Program.

Under the direction of the Department’s Senior Director for Employment Services, the Division will
develop a tracking tool to ensure that the required reviews, inspections and financial analysis are
performed timely and adequately monitored for compliance and completeness. In addition to the
tracking tool, the Division will pursue efforts to upgrade the technology currently available to the
monitoring staff to enable them to perform their jobs more effectively. The Department’s Senior
Director for Employment Services and the Director of the Division of Services for the Blind will
periodically inspect monitoring reviews to ensure adequate and complete documentation is submitted.

The Division acknowledges there were occurrences noted during the audit that Business Enterprise
Program operators did not maintain required monthiy receipts for purchases due to isolated
circumstances. In one instance, the operator lost records while moving his operation from one
location to another. In another instance, the widow of a deceased operator was unable to locate the
records. There were also records unavailable from two operators that had been previously removed
from the Program due to lack of compliance, These operators were uncooperative with requests to
produce the records. The Division will recommend additional requirements for Business Enterprise
Operators’ financial reporting, if needed, to the Elected Committee of Blind Vendors. The Division
will establish procedures to strengthen reporting requirements and develop a process to review
operators’ monthly repart submissions for accuracy and validity of supporting documentation. It is
envisioned that enhanced technology in monitoring and reporting will prevent the loss of information
and assist program leadership to assess the status of the program goals and objectives in real time.

The anticipated completion date for the above corrective action is December 31, 2015.
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We greatly appreciate the professionalism of your review staff and the analysis and recommended
corrective actions provided in your report. If you need any additional information, please contact
Mary R. Johnson at (919) 855-3738.

Sincerely,

Aldona Wos, M.D.

AZW:mij

ce: Sherry Bradsher, Deputy Secretary for Human Services
Matt McKillip, Senior Policy Advisor
Eddie Weaver, Director, Division of Services for the Blind
Emery E. Milliken, General Counsel
Laketha M. Miller, Controller
Claudia Horn, Senior Director of Employment Services
Chet Spruill, Director, Office of Internal Audit
John E. Thompson, Manager, Audit Resolution & Monitoring
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ORDERING INFORMATION

COPIES OF THIS REPORT MAY BE OBTAINED BY CONTACTING:

Office of the State Auditor
State of North Carolina
2 South Salisbury Street
20601 Mail Service Center
Raleigh, North Carolina 27699-0600

Telephone: 919-807-7500
Facsimile: 919-807-7647
Internet: http://www.ncauditor.net

To report alleged incidents of fraud, waste or abuse in state government contact the
Office of the State Auditor Fraud Hotline: 1-800-730-8477
or download our free app.

https://play.qgoogle.com/store/apps/details?id=net.ncauditor.ncauditor

https://itunes.apple.com/us/app/nc-state-auditor-hotline/id567315745

For additional information contact:
Bill Holmes
Director of External Affairs
919-807-7513

This audit required 2,635 hours at an approximate cost of $260,865.
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