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EXECUTIVE SUMMARY

Background

The New York City Department of Homeless Services (DHS) administers
programs for homeless families and single adults. DHS provides its services
through contracts with community-based organizations (CBOs) throughout New
York City.  DHS supports a variety of programs, including:

• Adult services, such as single adult residences, outreach programs, drop-in
centers, and substance abuse, employment, and homeward bound
programs;

• Family programs, including family residences that have reimbursement
agreements with DHS;

• Single room occupancy (SRO) housing; and

• Medical services.

DHS monitors the CBOs to ensure that they are delivering the required
services and spending DHS funds in accordance with their contracts.  This
monitoring consists of program-quality reviews by DHS staff workers and fiscal
audits by independent Certified Public Accountants (CPAs) hired by DHS. These
audits are conducted in accordance with generally accepted government auditing
standards (GAGAS) and the New York City Comptroller’s Internal Control
Directive #5, Use of Public Accounting Firms for Audits of Delegate Agencies
(Directive #5).
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DHS issued—for the first time—a Request for Proposal (RFP) in March
1998 to all the firms on the Comptroller’s List of Prequalified CPA Firms.  The
RFP was for fiscal audits of the DHS human services contracts for the 1998
program year, and at DHS’s discretion, for approximately one-third of its
contracts for the 1999 program year. The RFP that was issued sought the services
of CPA firms to audit the accounts and reports of the 188 DHS human services
contracts for Fiscal Year 1998, but did not identify the specific contracts to be
audited for Fiscal Year 1999. DHS grouped the 188 contracts into four categories,
according to the types of program involved: adult programs, family programs,
single room occupancy housing, and medical services. The contracts were then
grouped into 15 lots.  DHS awarded the 15 lots to seven CPA firms that
responded to its RFP, at a total cost of $885,000.  The combined value of the
contracts to be audited was approximately $194.5 million.

The DHS Bureau of Audit Services (BAS) is the unit responsible for
monitoring the performance of the CPA contractors. BAS receives and reviews
CPA progress reports, acts as a liaison between the CBOs and the CPA firms,
reviews CPA billings, and reviews the draft and final audit reports submitted by
the CPA firms.

Objectives

The objectives of this audit were to evaluate DHS’s solicitation and award
practices for the procurement of CPA services, and its monitoring of CPA audit
services.

Scope and Methodology

Audit fieldwork was conducted from December 2001 through April 2002.

• We reviewed the procurement process and administration of CPA
audit services acquired under the DHS 1998 Request for Proposal. To
gain an understanding of the DHS solicitation and award process, we
met with DHS officials, and we reviewed various contract documents

• We analyzed the available data to determine whether DHS procurement
practices promoted competition and whether the individual contracts
were awarded to the best proposers based on the criteria established in
the RFP. To ensure that DHS solicited and awarded contracts to firms
that were on the CPA List, we checked the CPA List in effect at the time
the RFP was issued. We reviewed the individual rating sheets to
determine whether the Technical Ratings were adequately supported and
in accordance with the criteria set forth in the RFP. In addition, we
reviewed the ratings of the awarded CPA firms to determine whether
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they had attained the Minimum Average Technical (MAT) score in each
of the rating categories, as defined in the RFP.  We reviewed the CPA
contracts to gain an understanding of the contract requirements. We also
met with agency officials to gain an understanding of how DHS monitors
and administers the CPA contracts. We reviewed monthly progress
reports, several draft and final audit reports, and CPA firm billings
relating to the Fiscal Year 1998 programs.

This audit was conducted in accordance with generally accepted
government auditing standards (GAGAS) and included tests of the records and
other auditing procedures considered necessary.  This audit was conducted in
accordance with the City Comptroller’s audit responsibilities as set forth in
Chapter 5, § 93, of the New York City Charter.

Results in Brief

DHS complied with PPB rules and Directive #5 when soliciting CPA
firms.  However, DHS incorrectly awarded five of the 15 contract lots to a CPA
firm that should have been eliminated from consideration. In that instance, DHS
could have saved $251,400 by awarding the five contract lots to the highest-rated
firm that attained required minimum ratings for each of the proposal evaluation
criteria.  Moreover, DHS did not evaluate proposals by individual lot, as specified
in the RFP. Further some firms, in our opinion, might also have been awarded
more work than they were able to complete within the specified time frames.
Lastly, CPA firms did not always submit monthly progress reports, inform DHS
when key firm personnel were changed, and have their partners or managers
attend audit exit conferences, in accordance with the DHS contracts.

Delays in work completion was also a problem. Only 52 of the assigned
186 Fiscal Year 1998 audits (28%) were completed by their original contract due
dates.  The other 134 audit reports were delivered by the extended due dates that
were approved by DHS, but documentation detailing the reasons for granting
extensions was lacking for some of the audits.

The DHS monitoring process included reviews of CPA draft and final
reports.  DHS reviewed reports format and content as indicated in Directive #5,
and used a checklist to ensure that each report’s format and content met
requirements.  However, DHS had no overall tracking system to monitor audit
progress and the resolution of audit findings.  Moreover, DHS did not always
maintain documentation supporting changes that occurred between the draft and
final audit reports.
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DHS Response

The matters covered in this report were discussed with officials from DHS
during and at the conclusion of this audit.  A preliminary draft report was sent to
DHS officials and discussed at an exit conference on June 6, 2002.  On June 7,
2002, we submitted a draft report to DHS officials with a request for comments.
We received a written response from DHS on June 21, 2002.  DHS agreed to
implement six of the report’s eight recommendations. Although DHS disagreed
with the recommendation that it develop criteria for the amount of audit work that
can be awarded to firms based on the sizes of their staffs, it agreed to consider
firm size when awarding its next round of CPA contracts.  With regard to the
remaining recommendation, DHS  indicated that it already evaluates audit lots
individually, as recommended.

   
The full text of the DHS response is included as an addendum to this

report.
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INTRODUCTION

Background

The New York City Department of Homeless Services (DHS) administers programs for
homeless families and single adults. DHS provides its services through contracts with
community-based organizations (CBOs) throughout New York City.  DHS supports a variety of
programs, including:

• Adult services, such as, single adult residences, outreach programs, drop-in centers, and
substance abuse, employment, and homeward bound programs;

• Family programs including family residences that have reimbursement agreements with
DHS;

• Single room occupancy (SRO) housing; and

• Medical services.

DHS monitors the CBOs to ensure that they are delivering the required services and
spending DHS funds in accordance with their contracts.  This monitoring consists of program-
quality reviews by DHS staff workers and fiscal audits by independent Certified Public
Accountants (CPAs) hired by DHS. These audits are conducted in accordance with generally
accepted government auditing standards (GAGAS) and the New York City Comptroller’s
Internal Control Directive #5, Use of Public Accounting Firms for Audits of Delegate Agencies
(Directive #5).
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The New York City Procurement Policy Board (PPB) Rules specify the processes and
procedures that govern City agencies when procuring goods and services. Directive #5 provides
additional guidance for agencies in procuring auditing services.  The Comptroller’s Office
maintains a List of Prequalified CPA Firms (CPA List) in accordance with the PPB rules and
with Directive #5.  For audit services, City agencies are required to solicit only those firms that
are on the CPA List.

DHS issued—for the first time—a Request for Proposal (RFP) in March 1998 to all the
firms on the Comptroller’s List of Prequalified CPA firms (CPA List).  The RFP was for fiscal
audits of the DHS human services contracts for the 1998 program year, and at DHS’s discretion,
for approximately one-third of its contracts for the 1999 program year. The RFP that was issued
sought the services of CPA firms to audit the accounts and reports of the 188 DHS human
services contracts for Fiscal Year 1998, but did not identify the specific contracts to be audited
for Fiscal Year 1999. DHS grouped the 188 contracts into four categories, according to the types
of program involved: adult programs, family programs, single room occupancy housing, and
medical services. The contracts were then grouped into 15 lots, consisting of eight to 16
contracts each.  This resulted in the following distribution of lots for which the CPA firms could
offer audit proposals: adult programs, five lots; family programs, five lots; single room
occupancy housing, four lots; and medical services, one lot.

In 1999, DHS awarded the 15 lots to seven CPA firms that responded to its RFP, at a
total cost of $885,000.  The combined value of the contracts to be audited was approximately
$194.5 million.

The DHS Bureau of Audit Services (BAS) is the unit responsible for monitoring the
performance of the CPA contractors. BAS receives and reviews CPA progress reports, acts as a
liaison between the CBOs and the CPA firms, reviews CPA billings, and reviews the draft and
final audit reports submitted by the CPA firms.

Objectives

The objectives of this audit were to evaluate:

1)  DHS solicitation and award practices for the procurement of CPA services.
2)  DHS monitoring of CPA audit services.

Scope and Methodology

Audit fieldwork was conducted from December 2001 through April 2002.

We reviewed the procurement process and administration of CPA audit services acquired
under the DHS 1998 Request for Proposal relating to the Fiscal Year 1998 program contracts.
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To gain an understanding of the DHS solicitation and award process, we met with DHS
officials, and we reviewed the following documents:

• Pre-solicitation Report - indicates the need for the CPA contracted services, the method
of procurement and solicitation that would be used, the expected cost and benefits of the
CPA contracts, the expected time frame for issuing the RFP, and the dates of contract
award, expected start and completion.

• Request for Proposal (RFP) - indicates the scope of work, and performance
requirements, and requests information pertaining to the experience of the firm, the
qualifications of the proposed staff, the number of proposed hours of service, and the
proposed price.

• Individual Rating Sheets - is prepared by members of the DHS evaluation team
members and indicating their ratings of the proposals submitted.

• The rating guide - is used by the DHS evaluators to evaluate the proposals submitted by
the proposing CPA firms.

• Proposals - is submitted by the CPA firms in response to the RFP.

• Recommendation of Award - documents the agency’s basis for awarding a contract to
a selected firm.

We analyzed the available data to determine whether DHS procurement practices promoted
competition and whether the individual contracts were awarded to the best proposers based on the
criteria established in the RFP. To ensure that DHS solicited and awarded contracts to firms that
were on the CPA List, we checked the CPA List in effect at the time the RFP was issued. We
reviewed the individual rating sheets to determine whether the Technical Ratings were adequately
supported and in accordance with the criteria set forth in the RFP. In addition, we reviewed the
ratings of the awarded CPA firms to determine whether they had attained the Minimum Average
Technical (MAT) score in each of the rating categories, as defined in the RFP.  We reviewed the
CPA contracts to gain an understanding of the contract requirements.

We met with agency officials to gain an understanding of how DHS monitors and
administers the CPA contracts, and reviewed the following documents:

• Monthly Progress Reports of CPA firms.

• DHS VENDEX evaluations for the first year of each CPA firm’s contract.

• Draft and final report review checklists where DHS reviewers document whether audit
reports meet DHS requirements.
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• Documentation supporting extensions granted to the CPA firms by DHS for submitting
final audit reports.

• Draft and final audit reports.

• CPA firm billings.

This audit was conducted in accordance with generally accepted government auditing
standards (GAGAS) and included those tests of the records and other auditing procedures we
considered necessary.  This audit was performed in accordance with the City Comptroller’s audit
responsibilities as set forth in Chapter 5, Section 93 of the New York City Charter.

DHS Response

The matters covered in this report were discussed with officials from DHS during and at
the conclusion of this audit.  A preliminary draft report was sent to DHS officials and discussed
at an exit conference on June 6, 2002.  On June 7, 2002, we submitted a draft report to DHS
officials with a request for comments. We received a written response from DHS on June 21,
2002.  DHS agreed to implement six of the report’s eight recommendations. Although DHS
disagreed with the recommendation that it develop criteria for the amount of audit work that can
be awarded to firms based on the sizes of their staffs, it agreed to consider firm size when
awarding its next round of CPA contracts.  With regard to the remaining recommendation, DHS
indicated that it already evaluates audit lots individually, as recommended.

   
The full text of the DHS response is included as an addendum to this report.

OFFICE OF THE COMPTROLLER
NEW YORK CITY

DATE FILED: June 27, 2002
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FINDINGS AND RECOMMENDATIONS

DHS complied with PPB rules and Directive #5 when soliciting CPA firms.  However,
DHS awarded five of the 15 contract lots to a CPA firm that should have been eliminated from
incorrectly consideration. In that instance, DHS could have saved $251,400 by awarding the five
contract lots to the highest-rated firm that attained required minimum ratings for each of the
proposal evaluation criteria.  Moreover, DHS did not evaluate proposals by individual lot, as
specified in the RFP. Further some firms, in our opinion, might also have been awarded more
work than they were able to complete within the specified time frames. Lastly, CPA firms did
not always submit monthly progress reports, inform DHS when key firm personnel were
changed, and have their partners or managers attend audit exit conferences, in accordance with
the DHS contracts.

Delays in work completion was also a problem. Only 52 of the assigned 186 Fiscal Year
1998 audits (28%) were completed by their original contract due dates.  The other 134 audit
reports were delivered by the extended due dates that were approved by DHS, but the
documentation detailing the reasons for granting extensions was inadequate.  Causes for the
delays included delays in providing the CPA firms with the required year-end closeout
documents and delays in the audit process itself.

The DHS monitoring process included reviews of CPA draft and final reports.  DHS
reviewed reports format and content as indicated in Directive #5, and used a checklist to ensure
that each report’s format and content met requirements.  However, DHS had no overall tracking
system to monitor audit progress and the resolution of audit findings.  Moreover, DHS did not
always maintain documentation supporting changes that occurred between the draft and final
audit reports.

DHS Awarded Five Lots to a Vendor That
Should Have Been Eliminated from
Consideration, Based on the RFP Criteria

DHS incorrectly awarded five of the 15 contract lots to a CPA firm that should have been
eliminated from consideration, because the firm failed to attain the required minimum rating for
one of the RFP proposal evaluation criteria.  The awarded CPA firm’s price of $488,120 for the
five lots was $251,400 higher than the $236,720 proposed price offered by the highest rated
proposer that had attained the required minimal ratings for each of the evaluation criteria.

The RFP indicated that each evaluation committee member would be assigned audit lots
and would “individually evaluate every technical proposal for that lot on a scale totaling 100
points.” The RFP stated that the evaluation team ratings of the reviewed proposal would then be
averaged, and that those proposals that received “an overall average technical score of less than
70 points will not be further considered.”  In addition, each proposal was required to meet “the
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minimum average threshold (MAT) scores” for each of the technical evaluation criteria indicated
below:

• Level of qualifications and relevant experience (maximum point value: 45, MAT 30
points)

• Quality and appropriateness of proposed audit plans (maximum point value: 30, MAT
20 points)

• Cost effectiveness of budget/fee proposal. (maximum point value: 25, MAT 15
points).

The CPA firm that was awarded lots one through five should have been disqualified
because it failed to attain a MAT score of 15 points or more under the “Cost effectiveness of
budget/fee proposal” criterion. Its MAT score was 13.75. Awarding this contract therefore
violated Section 3-03 of the PPB Rules, which requires that the “Award shall be based on the
evaluation factors set forth in the RFP.”  DHS officials were unable to provide us with
documentation showing that they evaluated whether the proposing firms had attained the
required MAT ratings.

Recommendation:

For future RFPs, DHS should:

1. Ensure that all the criteria set forth in the RFP are used to evaluate proposals.

Agency Response: DHS agrees with and intends to implement this
recommendation.

DHS Did Not Evaluate Proposals
According to RFP Specifications

DHS did not evaluate proposals by individual lot, as specified in the RFP.  The evaluators
inappropriately rated the submitted proposals by program type. Thus, proposals for multiple lots
of work within a program type were evaluated together, not individually.  This process had a
negative effect on the evaluations of smaller firms that submitted proposals on more than one lot
within a program type, since the evaluators were concerned about the ability of the smaller firms
to complete the larger amount of work related to multiple lots in a timely manner.  Had the
evaluators considered each firm’s proposals for individual lots, these concerns would not have
been a factor in the evaluation.
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Recommendation

2. For future RFPs, DHS should structure the proposal evaluation process in a manner to
ensure that each audit lot is evaluated separately, especially if that is the methodology
specified in the RFP.

Agency Response:  “DHS disagrees with this finding and therefore cannot
implement the recommendation.  DHS did, in fact follow the methodology
established within the RFP which assured that each lot was evaluated separately.
It was clear throughout the RFP that proposals would be reviewed and awarded
on a per lot basis.  The RFP stated that ‘CPA firms may propose to audit more
than one program group and more than one lot within a particular program group.
In such case, proposers shall submit a separate and complete technical proposal
for each program group being proposed which includes a separate and complete
budget/fee proposal for each lot being proposed within the applicable program
group.’  The RFP also stated that ‘a contract will be awarded for each lot to the
qualified proposer whose proposal DHS determines to be the most advantageous
to the City, based on a combination of technical quality and proposed fee.’  In
addition, the RFP stated that ‘the budget/fee proposal should indicate the number
and level of staff (managerial and non-managerial), hourly rates and audit fees per
human services contract and for the total lot.’”

Auditor Comment: Proposals for multiple lots of work within a program type
were evaluated together, not individually, as claimed by DHS.  As stated earlier,
this method of evaluating the firms inappropriately penalized smaller firms that
submitted proposals.  Therefore, we repeat our recommendation that DHS
structure the proposal evaluation process in a manner that ensures a separate
evaluation of each audit lot.

DHS Did Not Have Specific Criteria
For Determining the Amount
Of Work Awarded to Firms

DHS did not have specific criteria for determining the amount of audit work a firm of a
given size could be awarded.1 DHS relied on CPA firms “to submit proposals only for those lots
whose total contract value is consistent with their staffing and experience,” but did not have
specific criteria for the amount of work firms should be awarded, based on the sizes of their
staffs. We noted that one firm was awarded four lots consisting of 49 audits even though it had
only 16 professional staff members. Consequently, there were significant delays in the audits: on
average, these audits took 253 days from the date of contract registration to the date of the exit
conference.  Under the contract, the audits were supposed to be completed within 120 days from
contract registration.  In contrast, another firm, with 54 professional staff members, was awarded
                                                
1 Other City agencies including the Department for the Aging and the Department of Mental Health have

established limits on the amount of audit work they will award CPA firms based on staffing size.
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five lots consisting of 57 audits, of which 48 were completed within the RFP time frame.
Therefore some firms, in our opinion, might also have been awarded more work than they were
able to complete within the specified time frames.

Recommendation

3. DHS should develop criteria for the amount of audit work that can be awarded to firms,
based on the sizes of their staffs.

Agency Response: “DHS disagrees with the finding.”  DHS stated: “Based on the
pertinent information presented in the proposals, the evaluation committee
members considered the amount of work the proposers were capable of
performing. Their conclusions were reflected in their ratings for both the technical
proposals . . . and the fee proposal.”

Despite its disagreement, DHS stated that it “will examine the application of firm
size versus quantity of award in the next Request for Proposal to be released some
time in the Fall of 2002.”

Lack of Documentation for
Extensions Granted to Firms

Under the DHS contract, the CPAs were to complete the Fiscal Year 1998 audits within
120 days of contract registration.  Only 52 (28 percent) of the 186 Fiscal Year 1998 audits were
completed by the original due date. According to DHS records, the remaining 134 audits were
delivered by the approved extended due dates. However, DHS sometimes did not have
documentation showing why extensions were approved. Without such documentation, we cannot
determine whether extensions granted by DHS were justified.

According to BAS personnel, the CPA firms verbally notified them of delays and
occasionally provided letters requesting extensions or indicated reasons for delays in their
monthly progress reports. BAS established no written procedures or guidelines to assist the staff
in deciding whether or not an extension was warranted.

Recommendation

4. DHS should establish a formal process for approving extensions, and maintain adequate
documentation justifying the extensions.

Agency Response: DHS agreed with and intends to implement this
recommendation.  DHS stated:

“The Bureau of Audit Services has an informal process for approving the
extensions and maintaining adequate documentation justifying the extensions.
However,  BAS intends to formalize the process by having CPA firms request



9

extensions by submitting an application for an extension to complete the audit.
Based on the reasons given for the delay and the timeliness of the request, the
audit firm will be informed in writing of the request’s approval or denial.  Each
request for an extension along with its final disposition will be maintained in the
specific audit file.”

Noncompliance With DHS
Contract Requirements

CPA firms did not consistently adhere to contract requirements as indicated below:

• CPA firms are required to submit monthly progress reports to DHS on the status of
their audits and the projected due dates for the draft and final audit reports. Most
firms did not submit these reports monthly. Rather, they submitted them haphazardly
and the reports, when submitted, did not always provide the information that was
required. For example, the CPA firm that was awarded lots seven through 10
submitted only four monthly progress reports over an eight-month period, and the
reports generally lacked projected due-dates.

• The contracts required that the CPA firms notify DHS of any significant changes in
key personnel.  Although certain firms made changes that would warrant notification,
DHS generally was not notified.  For example, the CPA firm that was awarded lot 12
indicated that four professional staff members would be assigned to the 11 audits.
However, according to the bills submitted by the firm, all of the audits were done by
one individual.  DHS was never notified of this significant change in staffing. It
should be noted that four of this firm’s 11 audits required extensions.

• DHS’s CPA contracts required that a partner or manager of the CPA firm attend all
exit conferences. However, a partner or manager from the CPA firm that was
awarded lot 15 did not attend exit conferences for 3 of the 15 audits.

Recommendation

5. DHS should enforce the CPA contract requirements relating to the monthly submission of
progress reports, changes in key personnel, and attendance at exit conferences.

Agency Response: DHS agreed with and intends to implement this
recommendation. DHS stated:

“The Bureau of Audit Services (BAS) will notify all audit firms of the strict
enforcement of all contract provisions.  Furthermore, each DHS auditor will
continue to utilize our tracking system to record the submission of monthly
progress reports and review the submission for completeness.  Additionally, BAS
will continue to maintain contact with the auditors to make certain that we are
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aware of any changes in key personnel changes. When exit conferences are
scheduled, we will remind the audit firms that meetings cannot take place without
the attendance of either a partner or manager.”    

DHS Monitoring of CPA Audits Can Be Improved

DHS had no tracking system to monitor audit progress and the resolution of audit
findings during the audit period. Furthermore, DHS report-review files do not always contain
sufficient documentation to explain and justify the changes in audit findings between draft and
final audit reports.  For example, the auditor for one family program questioned costs totaling
$243,459 in a draft report.  Those questioned costs were reduced to $1,013 in the final report.
No explanation was given in the final report, and DHS files did not explain this reduction.
Changes between the draft and final report generally occur based on information provided at the
exit conference by the audited entity. DHS should require that CPA firms submit a memo
explaining and justifying any significant changes between the draft and final report.  In addition,
the DHS final report review checklist should include a section for noting whether the findings
between the draft and final report changed.

 At the exit conference, DHS provided documentation showing that a tracking system has
been developed and implemented. However, the tracking system needs to be expanded to
incorporate additional details relating to contracted audits’ findings and recommendations.   In
addition, on June 7, 2002, DHS showed us a memo from a CPA firm explaining the reasons why
changes between the draft and final audit report indicated above were made.

Recommendations:

DHS should:

6. Maintain and expand its tracking system to monitor audit progress and audit-finding
resolution.

Agency Response: DHS agreed with and intends to implement this
recommendation.  DHS stated:

“The Bureau of Audit Services (BAS) shared with the auditors the method used
since 1999 to track an audit’s progress.  Each month, CPA firms are required to
submit a Monthly Progress Report.  This document provides information that
includes the audit’s status and alerts us to potential problems.  BAS intends to
meet with DHS’ Financial Management departments and the appropriate program
departments to find ways of incorporating audit-finding resolutions into the
tracking system.

“In the future, if funds are available, we hope to implement a more comprehensive
electronic tracking system.”
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7. Require that CPA firms disclose either in final audit reports or in a memo to DHS
the reason for significant changes in audit findings.

Agency Response: DHS agreed with and intends to implement this
recommendation.  DHS stated: “The Bureau of Audit Services (BAS) will instruct
the audit firms to explain either in the final audit report or in a memo to BAS the
reason(s) for significant changes between the draft and final audit reports.”

8. Revise its final audit review checklist to include a section for noting whether the findings
between the draft and final report changed.

Agency Response: DHS agreed with and intends to implement this
recommendation. DHS stated:

“The Bureau of Audit Services (BAS) is in the process of revising its final audit
review checklist to include other sections.  BAS will include a section that notes
whether there are significant changes in the findings between the draft and final
reports.  Presently, at exit conferences, agreed to changes are noted by BAS
auditors.  When the final report is prepared for BAS’ review, comparisons are
made between the information recorded at the exit conference and the final report
to ensure that changes agreed to at the exit conference have been incorporated in
the final report.  When our revised checklist is completed, the procedures
described above will be formalized.”


































