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PERFORMANCE AUDIT OF THE
CORPORATION FOR NATIONAL AND COMMUNITY SERVICE'S
COMPLIANCE WITH THE
IMPROPER PAYMENTS ELIMINATION AND RECOVERY ACT OF 2010 FOR
FISCAL YEAR 2014

l. EXECUTIVE SUMMARY

For fiscal year (FY) 2014, the Corporation for National and Community Service (CNCS) did
not perform a reliable assessment of the susceptibility of its programs and activities to
improper payments, nor did it did it reliably estimate the amount or the rate of improper
payments in the AmeriCorps Program. As a result, the improper payments information
reported in CNCS'’s FY 2014 Agency Financial Report (AFR) is unreliable and is also
incomplete in other respects. We found significant flaws at every stage of CNCS'’s improper
payments assessment process. Some of those flaws had a tendency to understate CNCS'’s
improper payments.

Given the infirmities discovered in this evaluation, we believe that CNCS has not met its
obligation to perform a susceptibility analysis in FY 2014 and should not wait two years
before performing a reliable analysis. Instead, CNCS should use the information in this
evaluation to conduct a more accurate risk assessment in FY 2015, develop a better
estimate of improper payments in the AmeriCorps Program, and accurately report the
results.

The Improper Payments Elimination and Recovery Act of 2010 (IPERA) requires Federal
agencies to identify and reduce improper payments and report annually on their efforts in

the AFR. IPERA also requires each agency’s Inspector General to perform an audit of the
agency’s compliance with IPERA. To fulfill this obligation, the Office of Inspector General
(OIG) contracted with Cotton & Company LLP (referred to as “we” in this report) to conduct a
performance audit of CNCS’s compliance with IPERA for FY 2014.

Our audit found that CNCS did not meet the IPERA compliance requirements outlined in
Office of Management and Budget (OMB) Memorandum M-15-02. The specific findings are
discussed in detail below.
¢ CNCS’s improper payments reporting in the FY 2014 AFR was not complete and
accurate and was not completed in accordance with OMB A-136 reporting
requirements.

e CNCS's risk assessment was not supported by a complete, accurate, and systematic
method.

¢ CNCS did not prepare a statistically valid estimate of improper payments.

e CNCS did not consistently follow the methodology outlined in its certified sampling
plan.

e CNCS did not properly identify improper payments.



We also identified the following other matters relating to our evaluation of CNCS'’s
performance in reducing and recapturing improper payments:

¢ CNCS did not adequately report on high-dollar overpayments.

e CNCS does not have a cost-effective program in place to recover improper
payments.

Because CNCS failed to meet IPERA requirements, the information reported in the AFR is
not complete and accurate, and as a result, the estimated improper payment rate and dollar
amount reported cannot be relied upon. Further, CNCS may not have identified all high-
dollar overpayments and cannot demonstrate that it has a cost-effective program in place to
recover improper payments.

We recommend that CNCS take the following corrective actions:

e Implement internal controls and review procedures over the Improper Payments
subsection of AFR Section IV, Other Information, to ensure that elements required
per OMB Circular A-136 are reported in the FY 2015 AFR and that the information is
complete and accurate.

¢ Re-perform the IPERA risk assessment in FY 2015, using an improved process to
ensure that it is complete, accurate, and supported by a systematic method.

¢ Engage a qualified statistician to implement a statistically valid sampling plan and
provide oversight throughout the planning and estimation process to ensure that the
results are valid and that CNCS is in compliance with IPERA.

e« Take appropriate action to improve the statistical sampling process, including
ensuring that individual samples with indicia of improper payments are not eliminated
from consideration.

o Develop a comprehensive testing methodology supported by appropriate criteria and
documentation, and consistently apply that methodology to selected sample items.

e Improve the process for identifying and reporting on high-dollar overpayments.

Implement a cost-effective program to recover improper payments.

CNCS management generally concurred with the overall findings and recommendations in
the audit report and stated that it has already begun implementing many of the
recommendations.

. BACKGROUND

The Improper Payments Elimination and Recovery Act of 2010 (IPERA), Public Law (PL)
111-204, dated July 22, 2010, amended the Improper Payments Information Act of 2002
(IPIA), PL 107-300. IPERA requires agencies to periodically review and identify programs
and activities that may be susceptible to significant improper payments, and to report on
their actions to reduce and recover improper payments. As directed under IPERA, the
Office of Management and Budget (OMB) issued Memorandum M-11-16, Issuance of



Revised Parts | and Il to Appendix C of OMB Circular A-123, on April 14, 2011. This
memorandum provides agencies with detailed guidance on the implementation of IPERA.
The enactment of the Improper Payments Elimination and Recovery Improvement Act of
2012 (IPERIA), PL 112-248, dated January 10, 2013, provided an opportunity for OMB to re-
examine existing guidance to ensure that agencies are effectively reducing improper
payment rates while also complying with multiple legislative and administrative
requirements. OMB issued Memorandum M-15-02, Appendix C to Circular No. A-123,
Requirements for Effective Estimation and Remediation of Improper Payments, on October
20, 2014. OMB Memorandum M-15-02 modifies all prior OMB Circular A-123, Appendix C
guidance.

OMB Memorandum M-15-02, Part Il, Section A, Subsection 3 expands on the Inspector
General (IG)’s responsibilities as outlined in IPERA, including:

e Reviewing agency improper payment reporting in the agency’s annual Agency
Financial Report (AFR) and accompanying materials.

e Determining whether the agency is in compliance with IPERA.

The IG is also directed to evaluate the accuracy and completeness of agency improper
payment reporting, as well as the agency’s performance in reducing and recapturing
improper payments.

This performance audit was designed to meet the objectives identified in the Objectives,
Scope, and Methodology section of this report (Appendix B), which address the IG’s
responsibilities as described in OMB Memorandum M-15-02, Part Il, Section A, Subsection
3.

We conducted this performance audit in accordance with Generally Accepted Government
Auditing Standards (GAGAS). Those standards require that we plan and perform the audit
to obtain sufficient, appropriate evidence to provide a reasonable basis for our findings
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.

The contents of this report were discussed in an exit conference with Corporation for
National and Community Service (CNCS) management on April 23, 2015. CNCS
management’s written response to the draft report are summarized in Section IV below and
have been included in their entirety as Appendix C to this report.

1"l AUDIT RESULTS

Based on the audit procedures performed, we determined that CNCS did not meet five of
the six applicable OMB criteria for compliance noted in the audit objectives. The following
table identifies each criterion and states whether CNCS met the criterion. Following the
table are brief synopses of the related compliance findings. The detailed findings and
recommendations are included in Appendix A to this report.



OMB Criteria for IPERA

Compliance Results’ Explanation of Results
Published a Performance and CNCS published an AFR for FY 2014 and
Accountability Report (PAR) posted the report and accompanying
or AFR for the most recent materials to the agency website; however,
fiscal year and posted that Not , the information was not complete, accurate,
. Compliant . . ;

report and any accompanying and reliable, nor was it reported in
materials required by OMB on accordance with OMB A-136 reporting
the agency website. requirements. See Finding 1.
Conducted a program-specific CNCS conducted a program-specific risk
risk assessment for each Not assessment; however, the risk assessment
program or activity that Compliant was not supported by a complete, accurate,
conforms to Section 3321 of and systematic method and is therefore
Title 31 U.S.C. (if required). unreliable. See Finding 2.
Published improper payment CNCS published an improper payment
estimates for all programs and estimate for the AmeriCorps State and
activities identified as National Cost Reimbursement Grant

X L Not . ;
susceptible to significant Compliant Program; however, the estimate was not
improper payments under [the statistically valid. The testing results, and
agency’s] risk assessment (if therefore the reported estimates, are
required). unreliable. See Findings 3, 4, and 5.
Published programmatic N CNCS did not publish corrective action

. . . ot : .
corrective action plans in the Compliant plans for all identified root causes of
PAR or AFR (if required). improper payments. See Finding 1.
Published, and has met, CNCS published an annual reduction
annual reduction targets for target. It had not established reduction
each program assessed to be | Compliant targets in prior years because it had not
at risk and measured for previously published an improper payments
improper payments. error rate.
Reported a gross improper CNCS’s AFR did report an improper
payment rate of less than 10 payment rate of less than 10 percent for the
percent for each program and Not AmeriCorps State and National Cost
activity for which an improper Compliant Reimbursement Grant Program; however,

payment estimate was
obtained and published in the
PAR or AFR.

the lack of a statistically valid sampling
process makes these results inaccurate
and unreliable. See Findings 3, 4, and 5.

Compliance Findings

CNCS did not meet five of the six applicable OMB criteria for IPERA compliance. The
detailed findings and recommendations are included in Appendix A to this report.

! OMB Memorandum M-15-02 requires that the compliance review clearly state the agency’s
compliance status (i.e., compliant or non-compliant). The results were reported in accordance with
this requirement, and further explanation is provided to support instances where CNCS partially met

compliance criteria.




Finding 1. CNCS’s improper payments reporting in the FY 2014 AFR was not
complete and accurate, nor was it completed in accordance with OMB A-
136 reporting requirements.

CNCS'’s improper payments reporting in the FY 2014 AFR was not complete and accurate,
nor was it completed in accordance with OMB A-136 reporting requirements. Among other
issues, CNCS:

e Reported inaccurate information for the AmeriCorps State and National Program
improper payment estimate, including the current-year (CY) estimated improper
payment dollar value? and CY+1 estimated outlays.?

¢ Did not document that it had developed the CY improper payment estimate using a
12-month reporting period other than FY 2014 and did not consistently use the same
12-month reporting period throughout the IPERA assessment.”

¢ Did not report on payment recapture audits or recovery auditing efforts.

o Did not report the actions and methods it used to recoup overpayments identified in
the FY 2014 IPERA assessment or report a justification regarding whether any
overpayments had been determined not to be collectable.

e Did not report on the Do Not Pay Initiative to Prevent Improper Payments.

CNCS management lacked understanding of the OMB A-136 reporting requirements and
did not have adequate procedures, supervision, or oversight to ensure that information
reported in the AFR was complete and accurate, and that it was reported in accordance with
OMB A-136 requirements.

We recommend that CNCS take appropriate action to implement internal controls and
review procedures over the Improper Payments subsection of AFR Section IV, Other
Information, to ensure that the elements required per OMB Circular A-136 are reported and
that the information is complete and accurate.

2 CNCS appropriately calculated the error rate itself using FFR expenditures; however, CNCS should
have applied that error rate to the total CY outlays reported.

¥ CNCS appropriately calculated this figure using obligations and outlays data reported in the FY
2015 Congressional Budget Justification; however, it calculated the estimated outlays as
$325,600,000 rather than $325,393,000.

* CNCS conducted the risk assessment on a population of disbursements for the reporting period July
1, 2013, through June 30, 2014, and selected the statistical sample from a population of FFR
expenditures reported between April 1, 2013, and March 31, 2014. It then extrapolated the statistical
sample results on a population of FFR expenditures reported between January 1 and December 31,
2013.



Finding 2. CNCS’s risk assessment was not supported by a complete, accurate, and
systematic method to identify programs that are susceptible to significant
improper payments.

CNCS's risk assessment was not supported by a complete, accurate, and systematic
method to identify those programs that are susceptible to significant improper payments.
Among other issues:

e CNCS's risk assessment conclusions for all programs were based on a population of
disbursements that may not have been complete and accurate.

e CNCS made a $2 million error in the calculation used to allocate the National Service
Trust (Education Awards) between the AmeriCorps State and National Service
Award and the National Civilian Community Corps (NCCC) and AmeriCorps
Volunteers in Service to America (VISTA) program awards.

¢ CNCS did not consider all relevant risk factors in determining susceptibility to
significant improper payments in the National Service Trust (Education Awards)
disbursements, including awards improperly certified or disbursed for the benefit of
individuals who had not undergone the required criminal history background checks
(CHC).

¢ CNCS did not consider risks related to the findings reported in CNCS OIG reports,
including weaknesses present throughout CNCS'’s procurement process and the
high rate of errors in grantees’ determinations that early-exiting AmeriCorps
members qualified for partial education awards because they left the program due to
compelling personal circumstances.

e The transaction testing underlying the risk assessment deviated significantly from the
testing plans and training documentation, and these deviations could potentially
understate CNCS’s improper payments. Re-performance testing found that 11 of the
16 transactions tested were incorrectly reported as proper payments despite failing
to comply with CHC requirements, while another was incorrectly reported as a proper
payment despite lack of documentation to support the transaction amount.

CNCS does not have adequate procedures, controls, supervision, or oversight to ensure
that a complete, accurate, and systematic method is in place for the IPERA risk assessment,
or that CNCS complies with its own testing plans and criteria.

We recommend that CNCS improve its IPERA risk assessment process so that it is
complete and accurate, and so that it represents a systematic method. In addition, CNCS
should re-perform the IPERA risk assessment in FY 2015, using an improved process to
ensure that it is complete, accurate, and supported by a systematic method.

Finding 3. CNCS did not prepare a statistically valid estimate of improper payments
as required by IPERA.

IPERA requires each agency to produce a statistically valid estimate of the improper
payments made by each risk-susceptible program and activity and to include the results in
its AFR. CNCS’s sampling plan did not thoroughly and adequately address all aspects of



statistical sampling and estimation, despite being certified by a qualified statistician. In
addition, CNCS made ad-hoc decisions and inconsistently applied criteria throughout the
sampling and estimation process. As a result, CNCS did not prepare a statistically valid
estimate of improper payments as required by IPERA. The results reported in the AFR
therefore cannot be relied upon.

CNCS did not have adequate procedures, supervision, oversight, or quality control
procedures to ensure that the statistical methodology for selecting the IPERA sample is
comprehensive and accurate, and that it actually followed its sampling methodology.
Specific deficiencies included:

e Lack of an appropriate approach for sample failures and replacements. For
example, by treating as a sample failure items for which the grantee’s internal
financial information (i.e., the general ledger) did not support the Federal funds
reported as expended according to its Federal Financial Report (FFR)®, CNCS
eliminated from the sample population transactions with an increased risk of being
improper payments. In addition, of the 17 items deemed sample failures, we found
that 14 should have been included, and that at least 7 of those items should have
been identified as improper payments.

¢ Incorrect and inconsistent selection of transactions for testing. We found that CNCS
selected the wrong dollar amount for testing in 3 out of 45 instances, according to its
own methodology.

e Failure to create and/or retain the documentation supporting sample selection.

e Calculating the error rate based on data from a different period than that from which
the samples were selected.

e Using the wrong formula to determine the sample size and failing to validate that the
results of its statistical sample achieved the desired level of precision.

We recommend that CNCS take appropriate action to engage a qualified statistician
throughout the improper payment assessment process. The statistician should implement a
statistically valid sampling plan and provide oversight throughout the planning and
estimation process to ensure that CNCS is in compliance with IPERA.

Finding 4. CNCS did not consistently follow the methodology outlined in its certified
sampling plan.

CNCS did not follow the methodology outlined in its certified sampling plan, nor did it
provide any explanation as to why it did not follow the plan. The sampling plan was signed
by a qualified statistician who certified that it would result in a statistically valid estimate.

® For example, CNCS requested general ledger detail from a state Commission to support $535,231
of costs claimed through an FFR for the period ending September 30, 2013. The general ledger detail
provided by the commission supported $2,725,964 of expenses but did not include any support for
how the $535,231 was calculated. As CNCS was unable to reconcile the general ledger data to the
FFR amount claimed, it deemed the transaction a sample failure.



CNCS also did not have adequate procedures, supervision, oversight, or quality control
procedures to ensure that it followed its sampling methodology and properly described the
methodology in its public statements and reports. As a result, the description of CNCS'’s
statistical sampling methodology in AFR Section IV, Other Information, did not accurately
describe the actual practices as implemented because CNCS did not consistently follow the
approach identified within the methodology’s sampling plan.

We recommend that CNCS take appropriate action to improve its statistical sampling
process, such as developing a certified sampling plan prior to selecting the IPERA sample
and applying the sampling plan consistently, ensuring that the implemented statistical
sampling process is accurately described in the AFR, and ensuring that the data extracted
from the grant system reflects the data that was evaluated during the improper payment
assessment process.

Finding 5. CNCS did not properly identify improper payments.

CNCS failed to develop an appropriately comprehensive testing methodology to determine
the estimated rate and dollar amount of improper payments for the AmeriCorps State and
National program reported in the FY 2014 AFR and was inconsistent in applying the limited
test procedures that it developed. Further, the documentation did not identify the specific
attributes tested for all samples in order to determine whether a particular transaction was a
proper or improper payment. We noted a variety of weaknesses in CNCS’s transaction
evaluation sheets for key testing areas of program operation costs, stafffmember
timesheets, and stafffmember eligibility (including CHCs).

We sampled 45 transactions tested by CNCS and used the training guides and transaction
evaluation checklists provided by CNCS to evaluate whether the payment should be
deemed proper or improper. We determined that 20 transactions that CNCS had deemed to
be proper payments should have been classified as improper payments according to the
CNCS testing documents. It is therefore likely that CNCS’s improper payment estimate may
be understated.

CNCS relied on the expertise of the individuals selected to perform the IPERA assessment
review and of those chosen to conduct the secondary review,® as they were familiar with
both AmeriCorps and the Code of Federal Regulations (CFR), and therefore did not think it
was necessary to include additional details on the evaluation sheets. CNCS also did not
have adequate procedures, supervision, or oversight available to ensure that supporting
documentation was adequately provided and maintained. As a result, and as our re-
performance testing suggested, the estimated improper payment error rate and dollar
amount may be significantly understated.

We recommend that CNCS take the appropriate actions described in our Notice of Findings
and Recommendations to develop a comprehensive testing methodology and consistently
apply that methodology to selected sample items. Specific recommendations include

® All transactions that were deemed improper payments during the initial review underwent a
secondary review in which designated CNCS program experts re-assessed the transactions to verify
whether the payment was proper or improper.



updating test plan evaluation sheets to address all allowability/eligibility criteria applicable to
CNCS-sponsored payments, conducting mandatory training for all CNCS reviewers involved
in the improper payment assessment process, updating training and testing materials on
conducting improper payment assessments, and implementing quality control procedures
over the improper payment assessment process.

Other Matters to be Reported

As part of our audit, we also determined whether CNCS'’s efforts to reduce and recapture
improper payments were in accordance with IPERA requirements. We found that CNCS
failed to comply in two areas summarized below. The detailed findings and
recommendations are included in Appendix A to this report.

Finding 6. CNCS did not adequately report on high-dollar overpayments.’

CNCS did not report quarterly to OMB and the CNCS OIG on high-dollar overpayments
identified, or a lack of high-dollar overpayments, for the following programs that CNCS
identified as susceptible to significant improper payments: AmeriCorps State and National
Cost Reimbursement Grants, Foster Grandparents Program (FGP), and the Retired and
Senior Volunteer Program (RSVP). Further, CNCS management did not consider all
relevant sources of information available to the agency to assist in identifying improper
payments subject to high-dollar overpayment reporting, as it only considered the FY 2014
IPERA assessment results and did not include other agency processes, such as grants
monitoring and oversight activities.

As a result, CNCS is not compliant with OMB’s reporting requirements for high-dollar
overpayments, and management may not have identified all high-dollar overpayments.

We recommend that CNCS implement a process to identify high-dollar overpayments in
programs susceptible to significant improper payments based on results of grants
monitoring, oversight activities, and all relevant sources, and ensure that it reports to OMB
and CNCS OIG regarding whether there are any identified high-dollar overpayments.

Finding 7. CNCS does not have a cost-effective program in place to recover
improper payments.

CNCS did not perform an assessment to determine whether it would be cost effective to
conduct recovery audits on its programs that expend $1 million or more annually,® as

" A high-dollar overpayment is any overpayment that is in excess of 50 percent of the correct amount
of the intended payment and that meets the following criteria: (a) Where the total payment to an
individual exceeds $25,000 as a single payment or in cumulative payments for the quarter; or (b)
where the total payment to an entity exceeds $100,000 as a single payment or in cumulative
payments for the quarter.

8 For purposes of IPERA reporting, CNCS identified the following programs that expend $1 million or
more annually: AmeriCorps State and National Cost Reimbursement Grants, FGP, Senior
Companions Program, RSVP, Social Innovation Fund, VISTA Member Costs, VISTA Grants, National
Trust Service (Education Awards), Volunteer Generation Fund, NCCC Member Costs, Other CNCS
Grants, AmeriCorps Fixed Amount Grants, Staff Payroll, Vendor Payments, Credit Card Payments,
and Travel Payments.



required by IPERA. The results of recovery activities performed are not readily available
and accessible to assist in determining if these activities are effective in recovering improper
payments,® and CNCS was unable to provide evidence supporting recovery activities for the
five improper payments identified in the FY 2014 IPERA assessment that related to non-
CHC issues.

CNCS management lacked a complete understanding of all corresponding reporting
responsibilities and did not have adequate supervision and oversight over the process. As a
result, CNCS cannot demonstrate that it has a cost-effective program to recover improper
payments.

We recommend that CNCS take appropriate action to implement a cost-effective program to
recover improper payments, which includes implementing a process to report on disallowed
costs, improper payments, and recovered payments from existing recovery activities that
occur within the grants monitoring and oversight process.

V. SUMMARY OF CNCS MANAGEMENT'S RESPONSE

CNCS management generally concurred with the overall findings and recommendations in
the audit report and stated that it has already begun implementing many of the
recommendations. The response included a list of corrective actions currently underway, as
well as corrective actions that CNCS intends to implement in FY 2015. These corrective
actions include updating CNCS's risk assessment process, statistical sampling plan,
improper payment testing approach, and quality control procedures.

V. AUDITOR’S COMMENTS ON CNCS MANAGEMENT’'S RESPONSE

The corrective actions that CNCS is implementing will improve its ability to comply with
IPERA,; however, the corrective actions identified did not address all of our
recommendations. We recommend that the CNCS OIG follow up with CNCS management
to ensure that appropriate corrective actions have been taken to address all of the
recommendations in the audit report.

COTTON & COMPANY LLP
Michael W. Gillespie, CPA, CFE

Partner
April 23, 2015

® The results of monitoring activities are documented and stored in each individual grant record in
eGrants; however, there is no reporting mechanism in eGrants by which CNCS management can
summarize all disallowed costs, improper payments, and recoveries initiated and recovered as a
result of grants oversight and monitoring activities.
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APPENDIX A
DETAILED FINDINGS AND RECOMMENDATIONS

Finding 1: CNCS’s improper payments reporting in the FY 2014 AFR was not
complete and accurate, nor was it completed in accordance with OMB A-
136 reporting requirements.

CONDITIONS: CNCS did not report improper payments information in AFR Section 1V,
Other Information, in accordance with OMB A-136 reporting requirements, and the
information reported was not complete and accurate. Specifically:

1. In AFR Section 1V, subsection Improper Payments, Section Ill, Corrective Actions:

a. CNCS did not use OMB'’s required categories to identify and report root
cause information (including error rate and error amount) for the corrective
actions described for the $6.67 million in estimated improper payments
relating to CHC noncompliance issues. CNCS is required to report root
cause information based on the following three categories: Administrative and
Documentation errors, Authentication and Medical Necessity errors, and
Verification errors. In addition, the corrective action described for improper
payments related to CHC noncompliance does not address the true root
cause of the issues, as it only addresses CHC checks on current program
members and does not implement policies and procedures that will result in
future CHCs being performed in accordance with relevant policies and
procedures.

b. CNCS did not describe corrective actions taken to address the $5.63 million
in estimated improper payments that were not related to CHC
noncompliance. CNCS is required to report corrective actions for each type
of root cause identified.

2. In Improper Payments Section IV, Improper Payment Reporting, Table 1, Improper
Payment Reduction Outlook:

a. CNCS did not include RSVP and FGP in the list of programs and indicate
when CNCS expected to produce an estimated improper payment error rate
for these programs, even though CNCS’s FY 2014 risk assessment identified
both programs as susceptible to significant levels of improper payments.
CNCS is required to list all risk-susceptible programs regardless of whether
an error measurement is reported. Where no measurement is reported,
CNCS should indicate when it expects to complete a measurement.

b. CNCS reported inaccurate information for the AmeriCorps State and National
Program. Specifically:

i. CNCS did not correctly calculate the CY estimated improper payment
dollar value reported. CNCS appropriately calculated the error rate
itself using Federal Funds Report (FFR) expenditures; however, it
should have applied that error rate to the total CY outlays.
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ii. CNCS made a mathematical error in calculating the CY+1 estimated
outlays. CNCS calculated this figure using obligations and outlays
data reported in the FY 2015 Congressional Budget Justification.
While the approach for determining the CY+1 estimated outlays was
appropriate, CNCS calculated the CY+1 estimated outlays as
$325,600 (in thousands) rather than $325,393 (in thousands).

iii. CNCS did not document that it had developed the CY improper
payment estimate using a 12-month reporting period other than FY
2014, as required by OMB guidance. In addition, CNCS did not
consistently use the same 12-month reporting period throughout the
IPERA assessment. CNCS conducted the risk assessment on a
population of disbursements for the reporting period July 1, 2013,
through June 30, 2014, and selected the statistical sample from a
population of FFR expenditures reported between April 1, 2013, and
March 31, 2014. CNCS then extrapolated the statistical sample
results on a population of FFR expenditures reported between
January 1 and December 31, 2013.

3. InImproper Payments Section V, Recapture of Improper Payments Reporting:

a. CNCS did not report on payment recapture audits or recovery auditing efforts
for programs that expend $1 million or more annually, nor did it list whether
any programs and activities were excluded from its payment recapture
auditing program as a result of being deemed not cost effective. CNCS is
required to report on its recapture program, and if it excludes programs from
review as a result of being deemed not cost effective, it should list those
programs and provide justification for doing so.

b. CNCS did not report the actions and methods it used to recoup
overpayments identified in the FY 2014 IPERA assessment, nor did it report a
justification for any overpayments determined not to be collectable.

c. CNCS did not report on improper payments identified and recovered through
sources other than payment recapture audits. CNCS is required to report on
these improper payments, as applicable.

4. CNCS’s FY 2014 AFR did not contain Subsection X, Agency Reduction of Improper
Payments with the Do Not Pay Initiative, including the required narrative discussion
and Table 7, Implementation of the Do Not Pay Initiative to Prevent Improper
Payments.

CRITERIA: OMB Circular No. A-136, Section 11.5.8 provides the following guidance with
respect to improper payments reporting in the AFR:

Subsection lll. Corrective Actions. Any agency that has programs or activities
that are susceptible to significant improper payments shall describe the corrective
action plans for:

a. Reducing the estimated improper payment rate and amount for each type of root

cause identified. Agencies shall report root causes information (including error
rate and error amount) based on the following three categories: Administrative
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and Documentation errors; Authentication and Medical Necessity errors; and
Verification errors. This discussion must include the corrective action(s), planned
or taken, most likely to significantly reduce future improper payments due to each
type of error an agency identifies, the planned or actual completion date of these
actions, and the results of the actions taken to address these root causes. If
efforts are ongoing, it is appropriate to include that information in this section,
and to highlight current efforts, including key milestones. Agencies may also
report root cause information based on additional categories, or sub-categories
of the three categories listed above, if available.

b. Grant-making agencies with risk-susceptible grant programs shall briefly discuss

what the agency has accomplished in the area of funds stewardship past the
primary recipient. Discussion shall include the status of projects and results of
any reviews.

Subsection IV. Improper Payment Reporting

a. The table that follows (Table 1) is required for each agency that has programs or

b.

activities that are susceptible to significant improper payments. Agencies must
include the following information:

i. All risk-susceptible programs must be listed in this table whether or not an
error measurement is being reported,

ii. Where no measurement is provided, the agency should indicate the date by
which a measurement is expected;

ii. If the Current Year (CY) is the baseline measurement year, and there is no
Previous Year (PY) information to report, indicate by either note or by “n/a” in
the PY column;

iv. If any of the dollar amount(s) included in the estimate correspond to newly
established measurement components in addition to previously established
measurement components, separate the two amounts to the extent possible;

v. Agencies are expected to report on CY activity, and if not feasible, then PY
activity is acceptable if approved by OMB. Agencies should include future
year outlay and improper payment estimates for CY+1, +2 and +3 (future
year outlay estimates should match the outlay estimates for those years as
reported in the most recent President’s Budget).

Agencies should include the gross estimate of the annual amount of improper
payments (i.e., overpayments plus underpayments) and should list the total
overpayments and underpayments that make up the current year amount. In
addition, agencies are allowed to calculate and report a second estimate that is a
net total of both over and under payments (i.e., overpayments minus
underpayments). The net estimate is an additional option only, and cannot be
used as a substitute for the gross estimate. Agencies may include the net
estimate in Table 1 or in a separate table.
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Subsection V. Recapture of Improper Payments Reporting

a. An agency shall discuss payment recapture audit (or recovery auditing) efforts, if

d.

applicable. The discussion should describe: the agency’s payment recapture
audit program; the actions and methods used by the agency to recoup
overpayments; a justification of any overpayments that have been determined
not to be collectable; and any conditions giving rise to improper payments and
how those conditions are being resolved (e.g., the business process changes
and internal controls instituted and/or strengthened to prevent further
occurrences). If the agency has excluded any programs or activities from review
under its payment recapture auditing program (including any programs or
activities where the agency has determined a payment recapture audit program
is not cost-effective), the agency should list those programs and activities
excluded from the review, as well as the justification for doing so (i.e., a
discussion of the analysis conducted to determine that a payment recapture audit
program would not be cost-effective). Include in your discussion the dollar
amount of cumulative recoveries collected beginning with FY 2004. [...]

As applicable, agencies should also report on improper payments identified and
recovered through sources other than payment recapture audits. For example,
agencies could report on improper payments identified through: statistical
samples conducted under IPIA; agency post-payment reviews or audits; Office of
Inspector General reviews; Single Audit reports; self-reported overpayments; or
reports from the public. Specific information on additional required reporting for
contracts was included in Section 7 of OMB memorandum M-1104, issued in
November 2010. Reporting this information is required for FY 2011 reporting and
beyond. Agencies should use this chart to report this information. The
information from Section 7 of OMB memorandum M-11-04 mentioned above may
be included in the table or in narrative format below the table. If previous year
(PY) information is not available, indicate by either note or by “n/a” in the relevant
column or cell.

Subsection X. Agency reduction of improper payments with the Do Not Pay
Initiative

The Improper Payments Elimination and Recovery Improvement Act of 2012
(IPERIA), Public Law 112-248, requires OMB to submit to Congress an annual
report, “which may be included as part of another report submitted to Congress by
the Director, regarding the operation of the Do Not Pay Initiative, which shall: (A)
include an evaluation of whether the Do Not Pay Initiative has reduced improper
payments or improper awards; and (B) provide the frequency of corrections or
identification of incorrect information.” To support this requirement, agencies shall
provide a brief narrative discussing the agency's actions attributable to the Do Not
Pay Initiative and respective databases, to include an evaluation of whether the Do
Not Pay Initiative has reduced improper payments or improper awards; identifying
the frequency of corrections or identification of incorrect information; and include
completion of the table that follows (Table 7).
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OMB Memorandum M-15-02 Part |, Section A, Subsection 15 includes the following
guidance:

To the extent possible, data used for estimating improper payments in a given
program should coincide with the fiscal year being reported (for example, the
estimate reported in the FY 2014 AFR or PAR should be based on data from FY
2014). However, agencies may utilize a different 12-month reporting period with
approval from OMB. This request for approval shall be submitted to OMB no later
than June 30 in the fiscal year for which the estimate is being reported and shall be
documented in the AFR or PAR. For example, the estimate reported in the FY 2014
AFR or PAR could be based on data from FY 2013, if approved by OMB. As another
example, the estimate reported in the FY 2014 AFR or PAR could be based on data
from the last two quarters of FY 2013 and the first two quarters of FY 2014, if
approved by OMB. For consistency purposes, the agency shall continue using the
same time period for subsequent reporting years, unless a different time period is
proposed by the agency and approved by OMB. Therefore, agencies do not need to
re-submit a request for approval every year, 