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Executive Summary

The following summarizes the major findings from the Audit of the Collection of Child
Support Payments at the Division of Paternity and Child Support (AC-03-24-00).

Finding 1: Undeposited Child Support Payments (pages 4 to 7)

. Due to a lack of internal controls, about $243,000 in child support payments were
misappropriated, and were not deposited into the Attorney General’s Trustee Account.

. The misappropriations occurred over a four-year period.

. Although funds were not being deposited, payments to custodial parents were not interrupted
because of an excess of funds in the Trustee Account.

Finding 2: Lack of Internal Controls (pages 8 to 11)

. The former management of the Division of Paternity and Child Support did not ensure that
there were effective internal controls to safeguard collections of child support payments from
non-custodial parents.

. There were no supervisory review, separation of duties, nor a system of checks and balances.

. The lack of an internal control system resulted in the misappropriation of funds, the
destruction of documents, and the unauthorized collection of funds.



GOVERNMENT OF THE UNITED STATES VIRGIN ISLANDS

OFFICE OF THE V. 1. INSPECTOR GENERAL

No. 75 Kronprindsens Gade, Charlotte Amalie, St. Thomas, V.1. 00802

STEVEN VAN BEVERHOUDT Tel: (340) 774-3388
V.1 INSPECTOR GENERAL Fax: (340) 774-6431

September 14, 2000

Honorable Charles W. Turnbull
Governor of the Virgin Islands
Government House

Kongens Gade

St. Thomas, Virgin Islands 00802

Honorable Vargrave A. Richards
President

23" Legislature

Capitol Building

St. Thomas, Virgin Islands 00802

Dear Governor Turnbull and Senator Richards:

Attached is the final report of our audit of the collection of child support payments at the
Division of Paternity and Child Support of the Department of Justice.

The objectives of the audit were to determine if: (i) all child support payments made to the
division were deposited; (ii) payments were properly accounted for; and, (iii) proper internal control
procedures were established to safeguard the integrity of the funds collected.

Based on our review, we have concluded that the former management at the Division of
Paternity and Child Support did not establish adequate internal control procedures to safeguard funds
collected. As aresult: (i) a fraud scheme that involved the alteration and destruction of cash receipts
documentation developed and was allowed to continue for more than four years before being
detected; (ii) about $243,000 in child support payments was not deposited; (iii) a substantial amount
of used receipts and deposit slips for 1997 through 1999 could not be located and were most likely
destroyed; and, (iv) there was no supervisory review or separation of responsibilities in the
collection, deposit, and accounting of child support payments.



An exit conference was held on June 9, 2000 with the Attorney General and the Director of
the Division of Paternity and Child Support. A draft report was issued on June 14, 2000. A copy of
the Attorney General’s September 11, 2000 response is included as Appendix I beginning on page
12.

If you or your staff require additional information, please call me at 774-6426.

Sincerely,

Steven van Beverhoudt, CFE, CGFM
VI Inspector General
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INTRODUCTION

BACKGROUND

Section 119 of the Virgin Islands Code, transacts all business relating to the

collection, deposit, distribution and administration of child support payments. There
is one collector and one other staff person assigned to assist with the collection and deposit of these
payments. A separate checking account, the Attorney General’s Trustee Account (Trustee Account),
is maintained at a local bank, and is not under the purview of the Department of Finance. Child
Support’s organizational structure falls under the control of the Virgin Islands Department of Justice,
which administers general supervision over the staff.

The Division of Paternity and Child Support (Child Support), as authorized by Title 3

During fiscal years 1996 through July 1999, an average of $603,622 in child support
payments were deposited monthly into the Trustee Account by Child Support, and an average of
$575,269 was disbursed to custodial parents.

OBJECTIVES AND SCOPE

General and officials at Child Support, based on a limited internal review which
revealed that daily cash collections on St. Thomas were not always being deposited
into the Trustee Account.

Our audit was initiated in response to a request from the Virgin Islands Attorney

The objectives of the audit were to determine if: (i) child support payments were deposited
intact; (ii) payments were properly accounted for; and, (iii) proper internal controls were established
to safeguard the integrity of the funds collected.

We focused our review on cash collection payments made in St. Thomas from June 1995 to
July 1999. We examined available receipts issued, deposit slips, bank statements, and daily batching
and posting information. A substantial amount of used receipts and deposit slips for 1997 through
1999 could not be located; therefore, we were required to obtain copies of the deposit slips from the
local bank where the Trustee Account was kept. In addition, we were required to use Child Support’s
database to reconstruct cash collections for the various days. As a part of our audit process, we also
interviewed Child Support personnel on matters relating to employee roles in collection operations.

Our audit was conducted in accordance with "Government Auditing Standards" issued by the
Comptroller General of the United States. We included tests and procedures that were considered
necessary under the circumstances. As part of our audit. we evaluated internal controls over the
collection and deposit of child support payments to the extent necessary to accomplish the audit
objectives. Weaknesses identified during the review are discussed in the Audit Results section.



PRIOR AUDIT COVERAGE

921, "Child Support Enforcement Program, Division of Paternity and Child Support,

Department of Justice", issued on September 30, 1999, concluded that although Child
Support generally expended grant funds for purposes which were allowable under the grant, there
were areas that required improvements. Interior found that Child Support did not ensure that (i) costs
claimed against grant accounts were reasonable and adequately supported; (ii) the grants were
administered in accordance with grant terms and applicable laws and regulations; and, (iii)
drawdowns of grant funds were made and documented in accordance with the Cash Management
Improvement Act. In particular, it was found that management at Child Support did not properly
record and safeguard collections.

The Office of Inspector General, Department of the Interior in their report number 99-1-

There were ten (10) recommendations made as a result of this audit, seven (7) of which were
considered implemented and no further action was required. Two (2) recommendations were agreed
to, but required additional information, and one (1) recommendation was considered unresolved.

We are unaware of any other audits of the operations of Child Support collections during the
past five years.
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AUDIT RESULTS

CONCLUSIONS

to ensure that all child support payments were deposited into the Trustee Account.

As aresult of these weaknesses: (i) about $243,000 in child support payments were
misappropriated, and were not deposited into the Trustee Account; (ii) cash receipts were not
recorded in the automated accounting system in order to disguise actual cash shortages; (iii) used
receipts and deposit slips were not secured, resulting in a substantial amount of these documents
being lost; (iv) there was no separation of duties in the collection and deposit of child support
payments; and, (v) unauthorized personnel were making collections.

O ur review disclosed that internal controls and supervisory reviews were not sufficient

These findings are discussed in more detail in the finding sections of this report.
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FINDING 1: UNDEPOSITED CHILD SUPPORT PAYMENTS

collections in St. Thomas for child support was never deposited into the Trustee

Account. This misappropriation of funds was allowed to continue for more than four
years. Although these funds were never deposited, payments to custodial parents were not
interrupted, because of excess funds in the Trustee Account.

Due to a lack of internal controls and supervisory review, about $243,000 in cash

BACKGROUND

Child support payments are collected between 8:00 a.m. and 3:00 p.m. at one location in the
St. Thomas/St. John district and another location in the St. Croix district. Collections are received
either at the collection window or by mail, and are paid in several forms. These forms include: (i)
cash payments; (ii) money order payments; and, (iii) check payments. Most cash and money order
payments are made by the individual parent responsible for paying the child support, the non-
custodial parent. Check payments are usually made by off-islands parents, and businesses or
government agencies who withhold payments from the parent’s pay, and make a single payment
covering multiple parents’ child support.

Individuals who make payments at the collection window or at weekly court proceedings
are issued a numerically sequenced pre-numbered receipt. These receipts are non-standard forms
which differ from the official government’s receipts issued by the Department of Finance. The
receipts are in two parts, a white original and a yellow copy. The white original is issued to the
individual making the payment and the yellow copy is maintained by Child Support.

All collection activities end daily at 3:00 p.m. for the purpose of processing and depositing
collections. At the end of the collection period, the collector is responsible for the batching of
payments received that day. Separate batches and deposits are prepared for cash collections, check
collections and collections received through the mail. The handling of cash collections was the focus
of our audit, based on preliminary findings by the current management of Child Support.

Cash Collections. Once the day’s collection activities are completed, the collector batches
the cash receipts, usually into one batch, and totals the batch with a calculator tape, verifying the
batched receipts. The receipt information is then individually entered into the computer system for
posting to the non-custodial parents’ accounts and eventual payment to the custodial parents. The
batch of cash receipts is used in the preparation of the day’s cash collections and deposit slip that is
placed into a locking bank deposit bag for delivery to the bank.

Misappropriated Collections

Formore than four years, about $243,000 in child support payments were not deposited into
the Trustee Account. Although these funds were misappropriated, payments to custodial parents
were still being made. This occurred because, the Trustee Account had a substantial balance, and in



most cases, the non-custodial parents’ accounts were being updated regularly, resulting in the
custodial parents receiving the regular payments. Based on receipt and payment information, as well
as other supporting documentation, we were able to conclude that about $243,000 was
misappropriated. Because of the significant number of missing receipts, from 1997 through 1999,
we obtained copies of more than 2,000 deposit slips from the local bank where the Trustee Account
was maintained. By comparing the amount of cash deposited into the bank to the daily posted
collections, we identified cash misappropriations of about $243,000.

The following schedule summarizes, by year, the amount of child support payments that we
were able to identify as not being deposited into the Trustee Account.

Year Misappropriated Amount

1995 (From June) $ 4,616
1996 81,650
1997 61,224
1998 63,964
1999 (Through July) 31.355
Total $242.809

We believe that the amount of child support payments that were misappropriated could be
substantially more for several reasons. First of all, as previously indicated, a substantial amount of
receipts and deposit slips could not be located, and in all likelihood were deliberately destroyed.
Secondly, although the receipts were sequentially numbered, we attempted, but could not account
for all of the receipts in the numeric sequence. Finally, we did identify at least one instance where
a non-custodial parent’s record was not updated to ensure payment to the custodial parent. This
situation is summarized later in this finding of the report. We believe that this situation could have
occurred in other instances.

As detailed below, the misappropriation of the child support payments took various forms:
initially, in 1995 and 1996, it occurred by the simple failure to deposit receipt collections. The
misappropriation, however, later became more complex in 1997 through 1999, with receipts being
omitted from the batch, and check and money order receipts being substituted for cash collections.

1995 and 1996 Misappropriation Scheme. In 1995 and 1996 at least $86,266 was
misappropriated by the simple failure to deposit cash collections, although all of the supporting
records, which included the batch of receipts and the calculator tape, were available. To uncover the
misappropriation scheme, we compared the total collections for the receipts in the batch to the
amount deposited by the corresponding deposit slip. In June 1995, when the scheme apparently
started, undeposited collections averaged $660 per month. However, in 1996, an average of $6,800
per month in collections were undeposited. The following are two examples of the scheme used in
1995 and 1996:
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J On October 23, 1996, cash receipts numbered 33006 to 33015 and totaling $2,670 were
batched and bound with a calculator tape also totaling $2,670. The corresponding deposit
slip for this batch of cash collections, however, was $1,670. This resulted in a cash shortage
of $1,000.

. On December 2, 1996, cash receipts numbered 33337 to 33350 and totaling $5,620 were
batched and bound with a calculator tape also totaling $5,670. The corresponding deposit
slip for this batch of cash collections, however, was $4,070. This resulted in a cash shortage
of $1,600.

This particular scheme, in 1995 and 1996, resulted in about $86,300 in child support
payments not being deposited into the Trustee Account.

1997 through 1999 Misappropriation Scheme. From 1997 through 1999, the
misappropriation scheme became more complex, and was more difficult to identify, because most
documents (receipts and deposit slips) were destroyed. However, for the months of January through
June of 1997; August, October and November of 1998; and April through June of 1999, receipts and
deposit slips were available. In this scheme, receipt and calculator tape amounts were agreeing with
the corresponding deposit slip amounts, however after a closer inspection of the receipts contained
in each batch, we noticed that all receipts were not being accounted for in numeric sequence. A
review of the computer database however, did show that the collections were made, the non-
custodial parents’ accounts were being credited, and the custodial parents were being paid. Most of
the missing receipts were identified as cash collections. Receipts were apparently being removed and
destroyed from the batch of cash receipts. Therefore, they were not being included in the preparation
of the particular daily deposit of cash collections. The collection information, however, was being
entered into the computer system. A total of $156,543 was identified as misappropriated.

During our review of these records, we also found instances where cash collections were
being withheld, and checks or money orders were being substituted for the deposit. The following
are examples of the scheme used from 1997 through 1999.

o On November 18, 1998, receipts numbered 36813 and 36818 were not included in the batch
of cash collections and funds were not deposited into the Trustee Account. However, after
reviewing the information contained in the computer database, we identified $300 and $400
had been collected on receipts numbered 36813 and 36818 respectively. We were also able
to identify that both payments were subsequently disbursed to the custodial parents. This
showed that the funds were in fact collected, however, they were not deposited into the

account.

. On April 7, 1997, $458 in money order collections were substituted to offset a
misappropriation of $1,000 in cash payments that were not deposited into the Trustee
Account.



o We were informed that a non-custodial parent, who had made a child support payment on
August 3, 1999, was confronted by the custodial parent about not making the payment. The
individual went to the Child Support Office on September 14, 1999, and was informed that
his payment of $1,200 was not entered into the system, and there was no record of it being
received by the Child Support Office. The paying parent supplied a copy of his receipt, and
was subsequently given credit for the $1,200 that was paid. We attempted, unsuccessfully,
to located this receipt in the system. It was never entered into the system, nor could we find
evidence that it was ever deposited for that day’s collection.

As a result of the scheme summarized in this section of the report, about $156,500 in child

support payments were never deposited in 1997 through June of 1999,

These various schemes were allowed to develop because there were no internal controls,

specifically, segregation of duties, or supervisory reviews in place during this period. This area will
be discussed and related recommendations will be made in our second finding on internal controls.

Recommendations
We recommend that the Attorney General:

1. Refer this case of the misappropriation of funds to the Task Force on Government Fraud
and Corruption for investigation and appropriate action.

2. Determine if the individuals collecting these funds were bonded, and if so, file an official
claim against the surety company to recover the lost funds.

Attorney General’s Response

The response from the Attorney General indicated that the reported misappropriation of funds
was referred to the Task Force on Government Fraud and Corruption, resulting in one of the
collectors being charged with 27 counts of embezzlement by a public officer on May 16, 2000.

[t was also indicated that the collectors were bonded and an official claim against the surety
company was filed on July 21, 2000.

VI Inspector General’s Comments

The actions taken by the Attorney General are sufficient for us to consider the two
recommendations resolved and implemented. The Task Force on Government Fraud and Corruption
is a joint cooperative effort between the VI Inspector General’s Office and the VI Department of
Justice.



FINDING 2: LACK OF INTERNAL CONTROLS

to ensure that all child support payments were deposited into the Trustee Account.

There were no supervisory reviews, no separation of duties, and no system of checks
and balances. As a result, child support payments were misappropriated, documents were destroyed,
and unauthorized individuals were collecting payments. In addition, policies and procedures
established by Child Support and the Department of Finance were not being adhered to.

The former management of Child Support did not establish an internal control system

Criteria

The Child Support Policy and Procedures Manual (Manual), in Chapter 11, outlines some
basic internal control and record keeping requirements in the accounting and collection of child
support payments. Section 11.10 of the Manual requires all employees who receive, disburse,
handle or have access to funds collected under the child enforcement program to be covered by a
bond in the amount of $100,000. In addition, at least one staff person is required to be available to
accept window collections during hours of operation. Section 11.10 further requires that all
collections be deposited within one working day of receipt, and if receipts are kept overnight, they
should be secured in a safe.

Section 11.20 summarizes several reports, to include the Daily Journal of Collections, that
are required in the accounting of the day’s collections. The Daily Journal of Collections report details
the collections received on a daily basis, identifying the payee, the amount, the receipt number, and
the source of the payment.

In Section 11.50, it states that the collector is required to total all daily collections and to
balance them with receipts issued and the Daily Journal of Collections report. The appropriate
deposit slip should be prepared, and the funds deposited.

The Manual does not require any supervisory reviews of receipts, deposit slips or Daily
Journal of Collections reports, nor does it identify who has custody of the documents. However, in
Section 11.60 it requires that monthly bank reconciliations be performed by an accountant or clerk
not involved in other Trustee Account activities.

The Department of Finance, in.their Accounting Manual (Finance Manual), requires
individuals, given the responsibility of collecting funds, to be approved by the Department of
Finance before assuming those responsibilities. In addition, in Section 310.2, it stipulates that only
approved collectors and assistant collectors should collect funds. Section 310.4 requires that all
collections be deposited intact and on a daily basis. It further holds the collectors "strictly and
personally accountable for all collections made by them."

In Section 310.5, the Finance Manual requires the collectors to prepare a Daily Summary of
Collections and Deposits, which details the collections and deposits made for the day.



The Finance Manual requires collectors to submit copies of all receipts, deposit slips and
Daily Summary of Collections and Deposit reports to the Revenue Audit Section of Finance for
review and control. It also requires the collector to certify all documents and reports.

Both manuals contain a requirement that receipts should be issued in strict numerical
sequence.

Internal Controls

Although Child Support and Finance Manuals contain procedures that require some level of
internal controls, these procedures were not followed, and others were not required. The following
are some of the basic internal controls that, if adhered to, would have at least detected the
misappropriation of collections in a timely manner.

Supervisory Review. One of the most critical internal control features with respect to cash
collections operations, is supervisory review. The collector and assistant at Child Support performed
all collection and record keeping activities without any form of review by a supervisor. Supervisory
review, at a minimum, should have consisted of balancing daily collections to the bank deposit slips
and daily cash drawer close-out procedures. Reconciled reports and deposit slips should have been
approved by a supervisor before funds were deposited into the Trustee Account.

Segregation of Duties. The collector and assistant were responsible for all collection
activities, deposit activities, records entry and report preparation activities, and record keeping
activities. There was no segregation of duties, resulting in the same individuals controlling collection
transactions from beginning to end. A lack of segregation of duties can create an opportunity for
employees to misappropriate funds. If the same person is responsible for collecting, depositing and
accounting of collections, then this person has the opportunity to remove funds and adjust the
accounting records to conceal the misappropriation. Duties and responsibilities need to be separated
so that the same individuals are not involved in all aspects of the collection and record keeping
process.

Accounting for All Receipts. Receipts were not always issued in strict numerical sequence.
In addition, if a receipt was voided, both copies were destroyed, resulting in receipts being
unaccounted for. Procedures should have been in place requiring receipts to be issued in strict
numerical sequence, and original voided receipts should be maintained with a clear notation on each
copy that the receipt was voided. If the numerical sequence of the receipts is broken, the reason
should be thoroughly documented and approved by a supervisor. If a receipt is voided, it should be
so indicated on both copies of the receipt, and they should be included with the receipts of the day s
collection.

Certification of Documents. The preparers of the various reports were not required to
certify that they prepared them. Neither the daily bank deposit slips nor the Daily Journal of
Collections were certified.




Custody of Documents. The collector and the assistant were given custody of all
documents, including used receipts, deposit slips, and daily reports. As a result, most of these
documents could not be found when an audit was required. We were informed that when Child
Support officials became suspicious that there were some irregularities, the location of the receipts
and other documents was requested. They were told that the documents were locked in a file cabinet,
but the key could not be located. Two weeks elapsed before the cabinet was finally opened; however,
most of the documents were gone. We believe that the documents were removed from the files and
were destroyed. As aresult, we were required to request more than 2,000 deposit slips from the local
bank where the Trustee Account was maintained. In addition, we had to reconstruct as many cash
collection transactions as possible from the database system. Good internal controls would not have
allowed the same individuals that perform collection activities to keep the only copies of the
collection and deposit documents.

Unauthorized Collectors. Unauthorized individuals were allowed to collect child support
payments. We were informed that at various times individuals, including the security guard not
authorized nor bonded, were allowed to make collections when the collector and the assistant were
absent. This occurred especially during lunch time or when one of the authorized individuals was
absent from work. This practice was indirect contradiction to the procedures manual and contrary
to sound internal controls. A system should have been developed to deal with a situation when the
two collection individuals were absent. For example, another person, like a supervisor, could have
also been certified as an assistant collector.

Bank Reconciliations. The Trustee Account had not been reconciled in several years. This
failure to reconcile the bank account contributed to the misappropriation going undetected for more
than four years. Almost immediately upon taking over, the current management at Child Support
requested a reconciliation of the Trustee Account and discovered the misappropriation scheme
dating back to 1996. They requested the assistance of the Office of the V. I. Inspector General in
determining the extent of the misappropriation.

As detailed in this report, poor internal controls resulted in almost $243,000 in child support
payments being lost and undetected for four years. We must complement the current management
at Child Support for initiating an internal control system that started with the bank reconciliations.
We recommend that management ensures that the internal control features discussed in this finding
be reviewed. If they have not been implemented, procedures should be put in place to ensure that
they are adapted. '

Recommendations
We recommend that the Attorney General direct the Director at Child Support to:

1. Ensure, at a minimum, the various internal control features identified in this report,
including:
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- supervisory reviews;
- the segregation of duties;
- the accounting of all documents and receipts;
- the certification of documents and reports;
- the safeguarding of documents and records;
- the allowance of only authorized bonded personnel to collect child support payments; and,
- the performance of timely bank reconciliations
be implemented.

2. Ensure that all Child Support personnel are adequately trained and are aware of their
specific responsibilities, especially in the collection, accounting, and supervisory areas.

Attorney General’s Response

The Attorney General, in his response, agreed with the two recommendations made in this
section of the report. It was indicated that new collection procedures were implemented to provide
for, among other things, supervisory reviews and the segregation of duties. In addition, bank
reconciliations are done on a regular basis and a supervisor controls all documents and receipts.

VI Inspector General’s Comments

The internal controls outlined in the Attorney General’s response are sufficient for us to
consider the recommendations resolved and implemented. At a later date we will perform a review
to ensure their continued implementation.
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APPENDIX I

THE UNITED STATES VIRGIN ISLANDS

DEPARTMENT OF JUSTICE
OFFICE OF THE ATTORNEY GENERAL

IVER A. STRIDIRON, ESQUIRE September 11, 2000
ATTORNEY GENERAL

Honorable Steven Van Beverhoudt
V.1. Inspector General

No. 75 Kronprindsens Gade

St. Thomas, Virgin Islands 00802

Re: Response to Audit Repert on the Department
of Justice’s Paternity and Child Support Division

Dear Mr. Van Beverhoudt:

Transmitted herewith is an August 20, 2000 Memorandum directed. to me
by Cisselon S. Nichols, the Director of the Division of Paternity and Child
Support. The memo addresses the various findings and recommendations
contained in your earlier Draft Audit Report of the collection of child support
payments.

Attorney Nichols’ memo has addressed the issues and has set forth the
remedial actions taken by the Division; both to avoid a repeat of the past poor
practices and to recover the funds identified as having been misappropriated over
a period of at least five (5) years.

I adopt the memorandum, and you can therefore accept it as the response
of the Attorney General to the Draft Audit Report on the Paternity and Child
Support Division of the Department of Justice.

Sincerely,

Attormey General

IAS/dab
enclosure

cc: Cisselon Nichols, Dir. PCSD

U RRONPRINDSENS GADE-GERS BLDG, 28D FLOOKR-ST. THOMAS, IS VIRGIN ISLANDS OOBO2-(340)774-5606 -Fax (510)77 1-9710
i CasTie COARKLEY DrSI1ON GENTER BLDG. - CGHKISTIANSTED, ST. Crorx. U.S. VIikGIN [SLANDS 00820-({340)770-0205.-Fax (340)773-08206¢



APPENDIX I

DEPARTMENT OF JUSITCE
PATERNITY AND CHILD SUPPORT DIVISION

0
NISKY CENTER, SUITE 500
ST. THOMAS, VI 00802
Cisselon S. Nichols Tel: (340) 775-3070
Director Fax: (340) 775-3808

MEMORANDUM

To: The Honorable Iver A. Stridiron %
Attorney General

From: Cisselon S. Nichols
Director, PCSD

Date: August 29, 2000

Re: Response to U.S. Virgin Islands Office of the Inspector General Draft Audit Report
of the Collection of Child Support Payments at the Division of Paternity and Child
Support

FINDING 1: Undeposited Child Support Payments
Due to lack of internal controls and supervisory review, approximately $243,000 in

cash collections for child support on St. Thomas was never deposited into the
Attorney General’s Trustee Account.

RECOMMENDATIONS

1. We concurred with the Auditor’s recommendation to refer this case of the
misappropriation of funds to the Task Force on Government Fraud and Corruption. As a
result of our referral, one of the collectors was charged with twenty-seven (27) counts of
embezzlement by public officer on May 16, 2000.

2. We determined that the individuals collecting these funds were bonded and filed an
official claim against the surety company to recover the lost funds. The claim was filed
with Ms. Peggy Cefalo at St. Croix Insurance on July 21, 2000.

FINDING 2: Lack of Internal Controls



APPENDIX I

The former PCSD Directors did not establish an internal control system to ensure
that all child support payments were deposited into the Trustee Account. There were no
supervisory reviews, no separation of duties and no system of checks and balances.

RECOMMENDATIONS

1. We concur with the Auditor’s recommendation that various internal control features be
implemented. In fact, once the embezzlement was uncovered, PCSD immediately
implemented various intemal controls to protect against this type of fraud in the future.
Currently, the collection procedures are as follows:

Only PCSD bonded employees (collectors) collect monies paid by
non-custodial parents (“NCP’s”) at the walk-up payment window
and prepare a receipt for each customer served. Each collector is
responsible for his/her daily collections that are kept under their
control until the payment window closes at 3:00 p.m. At that time,
each collector checks their collections against their receipts. Once
both collectors have balanced their collections with their receipts,
the day’s collections are combined and handed over to the District
Supervisor by one of the collectors.

Upon receipt of the combined daily collections, the District
Supervisor counts the money, tallies the receipts and ensures that
they balance. The District Supervisor then enters the amount in her
daily batch log book which also is signed by the collector handing
over the day’s collections. Thereafter, the District Supervisor
prepares the deposit slip for the bank, secures a bank deposit bag
and records the bag number in a log book.

Once the daily collections and the deposit slip are placed in
the bank deposit bag, the bag is sealed by the District Supervisor
and handed over to the collector designated to make the deposit that
day. Prior to departing with the bank bag, this collector signs for it
and notes the name of the other PCSD employee who will be
traveling to the bank with them that day.

2. We concur with the Auditor’s recommendation that all child support personnel be
adequately trained and aware of their specific responsibilities, especially in the collection,
accounting and supervisory areas. In this regard, we have hired additional staff to include
an accountant who is assigned the function of performing adjustments as opposed to
collectors; and a fiscal officer who is required to perform timely bank reconciliations. In
addition, the District Supervisor now controls all documents and receipts related to
collections. We are in the process of reviewing our Banco Popular deposit slips to include
a signature line for certification.
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APPENDIX II

OFFICIAL REPORT DISTRIBUTION

Virgin Islands Government

Office of the Governor 3
Office of the Lieutenant Governor 1
Department of Justice 2
Department of Finance 1
Office of Management and Budget 1
23" Legislature 15

Legislative Post Auditor
United States Government
Office of the Inspector General - Department of the Interior 1

Department of Justice - Federal Bureau of Investigation 1



