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Scope

Objectives

M ethodol ogy

Department of Health and Senior Services
Office of the Public Guardian for Elderly Adults

We have completed an audit of the Department of
Health and Senior Services, Office of the Public
Guardian for Elderly Adults (office) for the period
July 1, 1996 to June 30, 1998. Our audit included
financial activitiesaccountedfor inthestate’ sGeneral
Fundandtheoffice’ snonappropriated fundswhichare
maintainedintheclient trust system. Annual expendi-
turesof theoffice, including both client-rel ated expen-
dituresand office salary and computer costs, approxi-
mated $9 million. Revenues deposited in client
accounts were approximately $8 million. The prime
responsibility of the officeisto ensurethat itsclients
aremaintainedintheleast restrictivemanner possible,
given their physical, emotional and financial needs.
Thisresponsibility includesfinancial management of
approximately 600 activeclient accountswith an asset
value of $5 million. Annual commissions chargedto
client accounts are $500,000.

Theobjectivesof our audit wereto determinewhether
financial transactions were related to the office pro-
grams, werereasonableandwererecorded properlyin
theaccounting systems. Wealsotested for resolution
of significant conditionsnoted in our prior report.

Thisaudit was conducted pursuant to the State Audi-
tor'sresponsibilitiesassetforthinArticle VI, Section
1, Paragraph 6 of the State Constitution and Title 52
of the New Jersey Statutes.

Our audit was conducted in accordancewith Govern-
ment Auditing Standards, issued by the Comptroller
General of theUnited States.

In preparation for our testing, we studied legislation,
administrativecode, circular letterspromul gated by the
State Comptroller, and policiesof the agency.

Provisionsthat we considered significant were docu-
mented and compliance with those requirementswas
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Conclusions

verified by interview and observationand through our
samples of financial transactions. We aso read the
budget message, reviewed financial trends, and inter-
viewed personnel to obtain an understanding of the
programsandtheinternal controls.

A nonstatistical sampling approach was used. Our
samples of financial transactions were designed to
provideconclusionsabout thevalidity of transactions
aswell asinternal control and compliance attributes.
Populations were stratified and large dollar transac-
tions were examined. Other transactions were
judgmentally sel ected.

Toascertainthestatusof findingsincludedinour prior
report, weidentified correctiveaction, if any, taken by
theofficeandwalkedthroughthesystemtodetermine
if thecorrectiveactionwaseffective.

We found that the financial transactionsincluded in
our testing wererelatedtotheoffice’ sprograms, were
reasonableand wererecorded properly intheaccount-
ing systems. |n making this determination, we noted
certain internal control weaknesses and matters of
compliance with laws and regulations meriting manage-
ment’ sattention.

Wealso found that the office hasresolved the signifi-
cantissuesnotedinour prior report, except for matters
related to investments and system reconciliations.
Theseissueshave been updated in our current report.
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mprovement of inter-

nal controls could
reduce the risk of mis-
statement of client ac-
counts.

Recommendation

Auditee’s Response

Internal Controls

The office provides legal assistance, socia services
planning, andfinancial management of approximately
600 active client accounts. |mprovement of internal
controlscould reducetherisk of loss or misstatement
of client funds maintained infive bank accountswith
an approximate value of $5 million.

Reconciliationsof system bank accountshavenot been
performed since March 31, 1994. Reconciliations of
daily mail logstodaily depositswerenot performedon
aregular basis. Supervisory review wasnot evidentin
thedeposit and reconciliation processes.

Reconciliationsand supervisory reviewsareimportant
in identifying errors and assist in ensuring accurate
records through timely follow-up procedures. We
found clerica errors in the mail logs, transfers
($125,000 and $30,000) between bank accounts that
were not posted to the computrust system and a
$64,000 disbursement not posted to the system for
eighteen months. We also identified a surplus of
$234,000 in the Genera Office (money market)
Account.

We recommend that system bank accounts and mail
logsbereconciled onatimely basisto ensureaccurate
information. Wefurther recommendthat $234,000in
the General Office Account be transferred to an
account inthe state accounting system.

We certainly agree that the accounts and mail logs
must be reconciled inamoretimely fashion. Weare
making every effort to meet thisrecommendation.

Pleasebeadvisedthat theofficecurrently transfersthe
fundsinthe General Office Accountonaregular basis
to the Department of Health and Senior Servicesin
order tocover thecost of approximately one-half of its
staff salaries.
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unds should be
managed by the Di-
vision of |nvestment.

Recommendation

Auditee’s Response

Investment of Funds

Theofficemaintainstwo money market accounts, one
for client funds and the other for office funds. The
accounts had approximately $3 million and $1.8
million invested at May 29, 1998, earning interest of
6.5 percent and 2.0 percent, respectively. Department
of theTreasury Circular L etter 96-14-OM B statesthat
al investmentsof fiduciary fundswhicharenot under
the control of the State Treasurer must be made
through the Division of Investment which earned an
averagerate of 5.5 percent in the State of New Jersey
Cash Management Fund at June 30, 1998. Also,
agenciesarenot to makeinvestmentsin money market
funds. The office, by not complying with thecircular
letter, earned less investment income for the office
account and one percent higher for client accounts.

Werecommend the Office of the Public Guardian for
Elderly Adults comply with Department of the Trea-
sury Circular Letter 96-14-OMB and transfer the
money market fundsto the Division of Investment.

While we do not object to the transfer of the money
market fundsthat areusedfor theofficetotheDivision
of Investment, we must strenuously object to any
transfer of client funds to that divison. Under the
enablinglegislation, aswell asthe Executive Order of
May 2, 1996, which created the Department of Health
and Senior Services, the Officeof thePublic Guardian
shall be independent of any supervision or control
regarding decisions made on behaf of the Public
Guardian’sclients. Investment decisions are among
themost fundamental decisionsmadefor clientsby the
office, and the Public Guardianwould beviolating her
fiduciary duty toward her wardsif she abdicated this
responsibility toanother stateagency.

<K

Page 4



DEPARTMENT OF HEALTH AND SENIOR SERVICES
OFFICE OF THE PUBLIC GUARDIAN FOR ELDERLY ADULTS

| nvestment Income

lients investment I nvestment earningsof $317,000 and $266,000 earned
income should be for calendar years 1996 and 1997, respectively, were
distributed to client ac- not availableto clientswhen earned becausetheoffice
counts on a regular ba- posts interest to client accounts in December of the
gis. current year. Periodic postings to client accounts

would provideaccurate bal ances.

Recommendation Werecommend the Officeof the Public Guardian post
clientinterest onamonthly basis.

Auditee’s Response Weagreethisshould bedoneasamatter of courseand
aremaking an effort to accomplish thisobjective.

<K
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