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January 15, 2002

Mr. Delbert H. Singleton Jr.

Director

Procurement Services Division

6th Floor-Wade Hampton Building

Columbia, South Carolina 29201

Dear Delbert:

I have attached the Department of Social Services’ procurement audit report and recommendations made by the Office of Audit and Certification.  I concur and recommend the Budget and Control Board grant the Department a three-year certification as noted in the audit report.

Sincerely,
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R. Voight Shealy

Materials Management Officer
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October 23, 2001
Mr. R. Voight Shealy

Materials Management Officer

Office of General Services

1201 Main Street, Suite 600

Columbia, South Carolina 29201

Dear Voight:


We have examined the procurement policies and procedures of the South Carolina Department of Social Services for the period July 1, 1998 through June 30, 2001.  As part of our examination, we studied and evaluated the system of internal control over procurement transactions to the extent we considered necessary.


The evaluation was to establish a basis for reliance upon the system of internal control to assure adherence to the Consolidated Procurement Code, State regulations and procurement policy.  Additionally, the evaluation was used in determining the nature, timing and extent of other auditing procedures necessary for developing an opinion on the adequacy, efficiency and effectiveness of the procurement system.


The administration of the South Carolina Department of Social Services is responsible for establishing and maintaining a system of internal control over procurement transactions.  In fulfilling this responsibility, estimates and judgments by management are required to assess the expected benefits and related costs of control procedures.  The objectives of a system are 

to provide management with reasonable, but not absolute, assurance of the integrity of the procurement process, that affected assets are safeguarded against loss from unauthorized use or disposition and that transactions are executed in accordance with management's authorization and are recorded properly.


Because of inherent limitations in any system of internal control, errors or irregularities may occur and not be detected.  Also, projection of any evaluation of the system to future periods is subject to the risk that procedures may become inadequate because of changes in conditions or that the degree of compliance with the procedures may deteriorate.


Our study and evaluation of the system of internal control over procurement transactions, as well as our overall examination of procurement policies and procedures, were conducted with professional care.  However, because of the nature of audit testing, they would not necessarily disclose all weaknesses in the system.


The examination did, however, disclose conditions enumerated in this report which we believe need correction or improvement.


Corrective action based on the recommendations described in these findings will in all material respects place the South Carolina Department of Social Services in compliance with the Consolidated Procurement Code and ensuing regulations.



Sincerely,
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Larry G. Sorrell, Manager



Audit and Certification

INTRODUCTION


We conducted an examination of the internal procurement operating policies and procedures of the South Carolina Department of Social Services.  Our on-site review was conducted September 4-21, 2001 and was made under Section 11-35-1230(1) of the South Carolina Consolidated Procurement Code and Section 19-445.2020 of the accompanying regulations.


The examination was directed principally to determine whether, in all material respects, the procurement system's internal controls were adequate and the procurement procedures were in compliance with the South Carolina Consolidated Procurement Code and its ensuing regulations.


Additionally, our work was directed toward assisting the Department in promoting the underlying purposes and policies of the Code as outlined in Section 11-35-20, which include:

(1)
to ensure the fair and equitable treatment of all persons who deal with the procurement system of this State

(2)
to provide increased economy in state procurement activities and to maximize to the fullest extent practicable the purchasing values of funds of the State

(3)
to provide safeguards for the maintenance of a procurement system of quality 
and integrity with clearly defined rules for ethical behavior on the part of all persons engaged in the public procurement process

BACKGROUND


Section 11-35-1210 of the South Carolina Consolidated Procurement Code states:

The (Budget and Control) Board may assign differential dollar limits below which individual governmental bodies may make direct procurements not under term contracts.  The Office of General Services shall review the respective governmental body's internal procurement operation, shall verify in writing that it is consistent with the provisions of this code and the ensuing regulations, and recommend to the Board those dollar limits for the respective governmental body's procurement not under term contract.


Most recently, on February 9, 1999, the Budget and Control Board granted the South Carolina Department of Social Services the following procurement certifications.

PROCUREMENT AREAS
CERTIFICATION LIMITS



Service Provider Contracts funded from Social Services Block Grant and Child Welfare Service Provider contracts funded from Federal Title IV – Service Provider being a provider of services directly to a client
$2,000,000 per contract per year, with option to extend four additional years 




Goods and Services
$50,000 per commitment




Information Technology 
$50,000 per commitment




Consultant Services
$50,000 per commitment




Our audit was performed primarily to determine if re-certification is warranted. No additional increase in certification limits was requested.

SCOPE

We conducted our examination in accordance with Generally Accepted Auditing Standards as they apply to compliance audits.  Our examination encompassed a detailed analysis of the internal procurement operating procedures of the South Carolina Department of Social Services and its related policies and procedures manual to the extent we deemed necessary to formulate an opinion on the adequacy of the system to properly handle procurement transactions. 


We selected judgmental samples for the period July 1, 1999 through June 30, 2001 of procurement transactions for compliance testing and performed other audit procedures we considered necessary to formulate this opinion.  Specifically, the scope of our audit included, but was not limited to a review of the following.

(1)
All sole source, emergency, and trade-in sale procurements for the period July 1, 1998 through June 30, 2001

(2) Procurement transactions for the period July 1, 1999 through June 30,


2001 as follows:

a) Eighty-nine payments each exceeding $1,500

b) A block sample of five hundred purchase orders reviewed for order splitting and favored vendors

c) An additional review of seven sealed bids and four formal quotations judgmentally selected

(3)
Minority Business Enterprise plans and reports for the audit period

(4)  
Information technology plans for the audit period 

(5)
Internal procurement procedures manual

(6)
Surplus property disposal procedures

(7)  
Real Property Management Office approvals for leases


(8)
File documentation and evidence of competition

SUMMARY OF AUDIT FINDINGS


Our audit of the procurement system of the South Carolina Department of Social Services, hereinafter referred to as the Department, produced the following findings and recommendations.
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I. Compliance - General
A. Award Statements Not Prepared and Solicitations Did Not Contain 
8
        Protest Provisions

Invitations for bids did not have award statements prepared and posted. The

Deparment failed to inform vendors of their protest rights. 

B. Low Bidder Rejected 
9


The Department failed to provide documentation justifying the rejection

        of a low quote.

C. Unauthorized Contract
9

The total dollar potential of one contract exceeded the Department’s

        procurement authority. 

D. Multi-Term Determinations
10

Six contracts did not have the multi-term determinations in the file.

E. Blanket Purchase Agreements
10

The blanket purchase agreements did not address all the items required

        by the regulation.

F. Payments 
11

Two payments had discrepancies that were not resolved prior to payment.

II. Sole Source and Emergency Procurements
A. Sole Source Reporting Errors 

11

Sole source procurements were under reported by $8,156,035.
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B. Drug-Free Workplace Certification

12
One emergency procurement and nine sole procurements greater

Than  $50,000 each were not supported by the drug-free 

workplace certifications.

RESULTS OF EXAMINATION

I. Compliance - General
A. Award Statements Not Prepared and Solicitations Did Not Contain Protest Provisions


Award statements were not prepared for items 1 through 7 and therefore were not posted.  Furthermore, solicitations 1 through 9 did not include the bidder’s right to protest statement. 


Contract 
Date
Description
Amount

1. 
002-01-05-99PH
01/05/99
Computer stock paper
          $38,048

2. 
003-06-21-99PH
6/21/99
Temporary personnel services
            50,000

3. 
003-11-15-99PH
10/27/99
Ethernet cards
            23,750

4. 
006-11-29-00PL
11/29/00
Plastic magnetic stripe
            27,696

5. 
QTZ-011-05-07-01
05/21/01
Mobile filing system
            39,552

6. 
005-10-19-00PH
10/19/00
Wall and desk calendars
            27,414

7. 
QTZ-007-03-12-01
03/29/01
Mechanical files
            29,015

8. 
B 0001HY
07/26/99
Sign language interpreters
            45,000
          per year

9. 
B 0002HY
05/09/00
Group meetings for family independence clients
              1,368 
         per  year


Section 11-35-1520(10) of the Code states in part, “… notice of an intended award of a contract to the lowest responsive and responsible bidders whose bid meets the requirements set forth in the invitation for bids shall be given by posting such notice at a location specified in the invitation for bids.  The invitation for bids and the posted notice must contain a statement of a bidder’s right to protest and the date and location of the posting must be announced at the bid opening.”  


We recommend the Department prepare a notice of award in accordance with the Code. Sealed bid solicitations must inform vendors of their protest rights. 

DEPARTMENT RESPONSE

Award statements will be prepared in accordance with the Code.  A bidder’s right to protest statement has been added to the computer generated solicitation and to the computer generated statement of award notice.  These were oversights by the procurement officer.

B. Low Bidder Rejected
Purchase order 32855 was issued for $9,050 for envelopes. However, the vendor awarded the contract did not submit the low quote. No documentation was provided to us justifying rejection of the low quote. Section 11-35-1710 of the Code states, “The reasons for rejection, supported with documentation sufficient to satisfy external audit, shall be made a part of the contract file.”

We recommend that when bidders are rejected, sufficient documentation justifying such actions be made a part of the procurement file.

DEPARTMENT RESPONSE

Any rejection of a low bid will be documented and a copy will be maintained in the contract file.  The procurement officer that made this award was counseled and made aware of the proper procedures.

C. Unauthorized Contract

The estimated value for interpreter services on solicitation B 0001HY was $45,000 per year for five years making the total potential value of the contract $225,000.  This amount exceeds the Department’s certification limit of $50,000 making it unauthorized.  Regulation 19-445.2015 defines an unauthorized procurement as an act obligating the State in a contract by any person without the requisite authority to do so by an appointment or delegation.  Also, the 16-day intent to award statement was not prepared or observed for this procurement. Section 11-35-1520 (10) of the Code requires that 16-day intent to award statement be issued for each contract award in excess of $50,000. 


We recommend the Department request ratification of the unauthorized contract from the Materials Management Officer in accordance with the regulation. We also recommend that the 16-day intent to award period be prepared and observed where required.

DEPARTMENT RESPONSE

A letter from the Director of the Department was submitted requesting ratification for the unauthorized contract.

D. Multi-Term Determinations

Multi-term determinations were not prepared for the following six multi-term contracts.  

Date
Solicitation
Award Amount
Description

4/27/99
QTE 018 HY
Not to exceed $6,405
Health screening services

04/5/99
Q014H
Not to exceed $3,100
Health screening services

04/5/99
Q0017HY
Not to exceed $9,000
Health screening services

04/5/99
Q016H
Not to exceed $3,108
Health screening services

7/26/99
B 0001HY
Not to exceed $45,000 per year
Interpreter services

05/9/00
B 0002HY
$1,368 per year
Group meetings for family independence clients


Section 11-35-2030 and Regulation 19-445.2135 defines the conditions for the use of multi-term contracts. One requirement is that a written determination must be prepared justifying the use of each multi-term contract. 


We recommend the Department prepare a written determination to justify each multi-term contract. 

DEPARTMENT RESPONSE

A multi-term determination form is generated by the computer each time we add in a new contract to our contract database.  This feature was created in the spring of 2000.  Since the creation of the computer generated form we have not had a problem in making sure this form is added to the contract file.

E. Blanket Purchase Agreements


During our review of blanket purchase agreements (BPAs), we noted that not all items required by Regulation 19-445.2100(b)(3) were contained on the BPAs.  The missing items were the (a) notice of individuals authorized to place calls, (b) delivery requirements that shipments be accompanied by delivery tickets or sales slip with certain information, and (c) invoicing requirements. 


We recommend the Department update the BPAs to include these items.

DEPARTMENT RESPONSE

The blanket purchase agreements will have all the items required by Regulation 19-445.200(b)(3).

F. Payments


The Department bought printing of folders on purchase order 27966 and paid for the folders on DV18011 in the amount of $16,110.  The vendor only shipped 49,050 of the folders but billed for the total quoted 50,000 units.  Therefore, the vendor incorrectly billed and was paid for 950 folders never shipped or received by the Department, resulting in an overpayment of $306 including tax.  


Additionally, surveillance equipment was paid on DV05434 in the amount of $7,930.  While comparing the invoices to the quote, we noted that the vendor did not allow the quoted discount. Additionally, the Department received and paid for two items but the purchase order was for only one item. The increase was not processed through the Procurement Department. Consequently, the payment exceeded the quote by $248.  


We recommend that the Department review payments more carefully and resolve any discrepancies prior to payment.

DEPARTMENT RESPONSE

All payments will be reviewed more carefully and communication between the Finance Office, Receiving Office and the Procurement Office will be strengthened.  No payment will be made until the discrepancies are resolved.

II. Sole Source and Emergency Procurements
A. Sole Source Reporting Errors 

The Department over reported the value of two sole source procurements by $61,918 and did not report two sole source procurements of $8,212,035 resulting in a net under reporting of $8,156,035.

Contract
Date
Description
Amount Reported
Correct Amount

61000645
10/1/99
Client caregiver services
$   16,665
$      1,665

Contract
Date
Description
Amount Reported
Correct Amount

C00054T
5/23/00
Medicaid family planning services
             0
    212,035

C10113A
3/01/01
After school programs
             0
 8,000,000



                               Total
$   61,918
$8,217,953


Section 11-35-2440 of the Code requires that governmental bodies submit a quarterly record of all contracts made as sole source procurements.  The Materials Management Office combines the quarterly reports and prepares an annual report to the State Budget and Control Board.  Therefore, the amounts reported by agencies must be correct to ensure proper reporting to the Board.


We recommend the Department review its current procedure for recording sole source procurements to identify weaknesses that contributed to the reporting errors.  We also recommend amended reports be submitted to correct the four sole source procurements.  

DEPARTMENT RESPONSE

All sole source reporting errors were corrected through amendments in the July-September 2001 reporting period.

B. Drug-Free Workplace Certification

The Department failed to obtain the drug free workplace certification on one emergency and nine sole source procurements each exceeding $50,000.

PO/ Contract 
Date
Description
Amount

C90002Q
7/1/98
Educational-life skills training
     $69,540

C90024Q
7/1/98
Educational classes
      71,500

C00002A-2
7/1/99
Automated accounting and financial system
    450,000

C00002Q
7/1/99
Family life skills training
      72,400

C00024Q
7/1/99
Educational classes
      71,500

PO 30010
3/14/00
Computer software training
      56,000

C10002Q
7/1/00
Educational-life skills training
      75,000

C10037Q
7/1/00
Family life skill training
      71,500

PO/ Contract 
Date
Description
Amount

PO 31458
8/21/00
Pressure sealed paper
    420,000

PO 29413 (Emergency)
12/28/99
Storage of  USDA commodities
      86,000


Section 44-107-30 of the South Carolina Code of Laws states, “No person, other than an individual, may receive a domestic grant or be awarded a domestic contract for the procurement of any goods, construction, or services for a stated or estimated value of fifty thousand dollars or more from any state agency, unless the person has certified to the using agency that it will provide a drug-free work place.”  All contracts, including sole source and emergency contracts, are subject to this law.


We recommend the Department obtain the drug free workplace certificate on all contracts of $50,000 or more.

DEPARTMENT RESPONSE

I agree with the finding and have made adjustments to help correct this situation.  The computer database has been amended to provide a notice that a drug free certification is needed for each sole source or emergency procurement of $50,000 and greater.

CERTIFICATION RECOMMENDATIONS

As enumerated in our transmittal letter, corrective action based on the recommendations described in this report, we believe, will in all material respects place the South Carolina Department of Social Services in compliance with the Consolidated Procurement Code.  


Under the authority described in Section 11-35-1210 of the Procurement Code, subject to this corrective action, we will recommend the South Carolina Department of Social Services be recertified to make direct agency procurements for three years up to the limits as follows.

PROCUREMENT AREAS
RECOMMENDED CERTIFICATION LIMITS

Service Provider contracts funded from Social Services Block Grant and Child Welfare Service Provider contracts funded from Federal Title IV - Service Provider being a provider of services directly to a client
$2,000,000 per contract per year, with option to extend four additional years 




Goods and Services
*$50,000 per commitment



Information Technology 


*$50,000 per commitment

Consultant Services
*$50,000 per commitment



*Total potential purchase commitment whether single year or multi term contracts are used.
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James M. Stiles, CPPB



Audit Manager
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Larry G. Sorrell, Manager
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January 15, 2002

Mr. R. Voight Shealy

Materials Management Officer

Materials Management Office

1201 Main Street, Suite 600

Columbia, South Carolina 29201

Dear Voight:

We have reviewed the response from the Department of Social Services to our audit report for the period of July 1, 1998 – June 30, 2001.  Also we have followed the Department’s corrective action during and subsequent to our fieldwork.  We are satisfied that the Department has corrected the problem areas and the internal controls over the procurement system are adequate.

Therefore, we recommend the Budget and Control Board grant the South Carolina Department of Social Services the certification limits noted in our report for a period of three years.

Sincerely,
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Larry G. Sorrell, Manager

Audit and Certification
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