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A LA SK A  ST A T E  L E G ISL A T U 1RE
LEG ISLATIVE BUDGET AND A UD IT  COM M ITTEE

Division o f  Legis la t ive  Audit

M E M O R A N D U J V I

P O. Box 113300 
Juneau, AK 99811-3300  

(907) 465-3830  
FAX (907) 465-2347

TO :

FR O M :

The  Honorable Rob in Ta y lo r, Chairman 
Senate Jud ic ia ry Comnpttee

Randy S. W e lke r 
Leg is la tive  A u d ito r

D A T E :  M arch 18. 1994

RE: Reimbursable Service Agreements (RSAs) - CS fo r House B ill 374 (FIN)

Last fall, we issued the accom panying audit report on the Com m iss ione rs O ffice  ot the 
Department o f Health and Social Services, The  audit c ritic ized  the department to r the 
method used to increase the appropriation fo r the comm issioner’s o ffice —  inappropriate use 
o f RSAs .

A  legal memorandum  included as an appendix on page 17 o f the report from the D iv is ion  
o f Legal Services stated:

It is apparent that the use o f  an RSA to effectuate transfers betw een  
appropria tions within a departm ent, the net effect o f  which is to circum vent 
the leg isla ture 's  enacted  expenditure authority fo r  the departm ent, is an abuse  
o f  the RSA system .

Reimbursable Service Agreements arc a va lid  method fo r one agency to acquire services 
from another agency. A  January lis ting o f RSAs (attached) produced by the O ff ic e  and 
Management and Budget shows in excess o f $124.6 m illio n  in R S A  a c tiv ity  to date in 
F Y  94. The re fo re , we believe that statutory c la rifica tion is warranted.

W h ile  we do not believe that legislation can be drafted that w ill prevent all inappropriate use 
o f RSAs, we do believe that c la rifica tion can he added to statute to better define the 
a llowable uses o f  RSAs.



Senator Robin Taylor -2- March 18. 1994

I he attached legislation provides the c la rifica tion  w ithout undu ly restricting the ab ility  o f 
agencies to acquire services from one another. The b ill cmphasi7.es two basic elements o f  
ti va lid  agreement: legal authority to enter the agreement and b illin g  fo r services based on 
actual costs o r a cost a llocation m ethodology approved by the O ffice  o f Management and 
Budget.

A  Reim bursable Service Agreem ent should be just that —  a reimbursement fo r the actual 
cost o f  a quantifiab le service actua lly provided.

Please contact me if  you  have any questions o r i f  I can p rov ide additional in fo rm ation . 

Attachments

ALASKA STATE LEGISLATURE DIVISION OF LEGISLATIVE AUDIT



F Y  94 R S A  T R A N S A C T IO N S  ID E N T IF IE D  B Y  R E Q U E S T IN G  A G E N C Y
AS  O F  J A N U A R Y  14.1994

Request inti Department Am oun t

O ffice  o f the G ove rno r $ 5.957,500
Department o f  Adm in is tra tion 7,284,300
Department o f  Law 4,536,300
Department o f Revenue 2,362,000
Department o f  Education 1 1,396.200
Department o f  Health and Social Services 44.990,600
Department o f Labo r 3,688,900
Department o f Com merce and Econom ic Development 1,111,800
Department o f M ilita ry  and Veterans A ffa irs 2,193,600
Department o f Natural Resources 3,557,800
Department o f Fish and Game 2,968,400
Department o f Pub lic Safety 3.1 18,000
Department o f  Environm enta l Conservation 2.910,800
Department o f  Corrections 5.631.600
Department o f C om m un ity  and Regional A ffa irs 2.182.200
Department o f  Transportation and Public Facilities 20,137.900
Ombudsman 3,300
Legis la tive A ffa irs 107,100
D iv is ion  o f  Leg is la tive  Finance 5.100
D iv is ion  o f Leg is la tive  A ud it 2.400
Alaska Court System 98,100
Un ive rs ity  o f  A laska 401.600

T O T A L  IN T E R / IN T R A - D E P A R T M E N T A L  RSAs $ 124,645.500

ALASKA STATE LEGISLATURE DIVISION OF LEGISLATIVE AUDIT
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L E G I S L A T I V E  B U D G E T  A N D  A U D I T  C O M M I T T E E

D I V I S I O N  O F  L E G I S L A T I V E  A U D I T

The Legislative Budget and Audit Committee is a 
permanent interim committee o f the Alaska 
Legislature. The committee is made up o f five 
senators and five representatives, with one alternate 
from each legislative chamber. The chairmanship of 
the committee alternates between the two chambers 
every legislature.

The committee is responsible for providing the 
legislature with audits o f stale government agencies. 
The programs and activities o f stale government now 
cost more than S5 billion a -ear. As legislators and 
administrators try increasingly to allocate suite 
revenues effectively and mo*e government work more 
efficiently, they need information to ev;duatc the work 
o f governmental agencies. 'Hie audit work performed 
by the Division o f Legislative Audi, helps provide 
that information.

As a guide to all their work, die Division of 
Legislative Audit complies with generally accepted 
auditing standards established by the American 
Institute o f Certified Public Accountants and with 
government auditing standards established by the U.S. 
General Accounting Office.

Audits arc performed at the direction o f the 
Legislative Budget and Audit Committee. Individual 
legislators or committees can submit requests for 
audits o f specific programs or agencies to the 
committee for consideration. Copies o f all completed 
audits arc available from the Division o f Legislative 
A udit’ s offices in either Anchorage or Juneau.

BU D G ET A N I) A U D IT  C O M M IT T E E

Senator Randy Phillips, Chairm an
Senator A l Adams
Senator Steve Frank
Senator Steve Rieger
Senator Bert Sharp
Senator Jay K erttu la  (alternate)

Representative T e rry  M a rtin , Vice C hair 
Representative John Davies 
Representative M a rk  Hanley 
Representative Ron Larson 
Representative Eileen MacLean 
Representative Sean Parneil (alternate)
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Randy S. W elker, CPA 
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Juneau, Alaska 09811-3300

(007) 465-3830, Juneau 
(907) 561-1445, Anchorage 
(907) 465-2347, Juneau FA X
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A LA SK A  ST A T E  L E G ISL A T U R E
LEG ISLATIVE BUD G ET  AND A UD IT  COM M ITTEE

Division o f Legislative Audit

Ju ly  2, 1S93

P.O. Box 113300 
Juneau, AK  99811-3300  

(907) 465-3830  
FAX (907) 465-2347

Members o f the Leg is la tive  Budget 
and A u d it  Committee:

In  accordance w ith  the provisions o f T it le  24 o f  the A laska Statutes, the attached report is 
submitted fo r yo u r rev iew .

D E P A R T M E N T  O F  H E A L T H  A N D  S O C IA L  S E R V IC E S  
C O M M IS S IO N E R ’S O F F IC E  

F U N D  T R A N S F E R S  A N D  R E L A T E D  E X P E N D IT U R E S

Ju ly  2, 1993

A u d it  Contro l Num ber

06-4465-93

Th e  audit addresses the circumstances and legal basis surrounding the Department o f Health 
and Socia l Services com m issioner’s o ffice  use o f Reimbursable Services Agreements (RSAs) 
to obtain funds from  operating d iv is ions to supplement the comm issioner’s o ffice  budget. 
W e  also attempted to ascertain whether the d ivis ions transferring funds to the 
Com m iss ione r’s o ffice  were rece iv ing services d ire c tly  related to those transferred funds and 
how  the funds were expended. The  report also addresses the purpose and concept o f RSAs .

The  audit was conducted in accordance w ith  governmental performance aud iting standards. 
F ie ld w o rk  procedures u tilized  in the course o f  deve lop ing the find ings and discussion 
presented in this repo it are discussed in the Ob jectives, Scope, and M e thodo logy section o f  
this report.

/ i  j  ..

R and y S /W e lke r, C P A  
Legis la tive  A u d ito r
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O B JE C T IV ES. SCOPE, A N D  M E T H O D O LO G Y

In accordance w ith  T itle  24 o f  the Alaska Statutes and a special request by the Legislative 
Budget and A ud it Committee, an audit was conducted to address the circumstances 
surrounding the Department o f Health and Social Sendees (DHSS) com m issioner’s o ffice  use 
o f Reimbursable Services Agreements (RSAs) to obtain funds from  operating d ivis ions to 
supplement the com m issioner’ s o ffice  budget.

Objectives

The prim ary objective o f  this report is to document the circumstances and issues surrounding 
D H SS ' use o f  RSAs to supplement the department’s commissioner o ffice  budget. Secondary 
objectives were to evaluate the legal basis for those mud transfers and to identify  whether 
or not D H SS ' use o f RSAs for this purpose was proper.

Scope

We focused our review prim arily  on DHSS com m issioner’s o ffice  expenditures for fiscal
years 1992 and 1993. RSA transactions between operating d ivisions and the com m issioner’s
office , and the legal authority for those transactions.

M ethodology

Our evaluation o f the decision to utilize RSAs to supplement the com m issioner's office
budget involved review and analysis o f  the fo llow ing  documents and interviews:

1. Fiscal years 1991 - 1993 RSAs between the com m issioner’s o ffice  and DHSS 
operating divisions.

2. DHSS documents showing the methods used to allocate the com m issioner's o ffice  
expenditures to the funding operating divisions.

3. An assessment o f the nature and extent o f  the services rendered by the 
com m issioner's o ffice  to the funding operating divis ions through inqu iry  and review 
o f expenditures.

4. Review o f legal memorandum issued by the Leg islative A ffa irs  Agency. D iv is ion  
o f Legal Services.

ALASKA STATE LEGISLATURE -1 DIVISION OF LEGISI-ATlVfi AUDIT



Discussions were held w ith  the fo llo w in g  personnel:

D irecto r. DHSS  D iv is ion  o f Adm in is tra tive  Services 
Adm in is tra tive  Assistant, DHSS D iv is io n  o f  Adm in is tra tive  Services 
Budget Ch ie f. DHSS
D irecto r. DHSS  D iv is ion  o f Pub lic  Assistance
D irecto r, DHSS D iv is ion  o f M edica l Assistance
Finance O ff ic e r. DHSS D iv is ion  o f F a m ily  and You th  Services
D irecto r. DHSS  D iv is ion  o f Pub lic  Health
D irecto r. DHSS  D iv is io n  o f A lcoho lism  and D rug  Abuse
A c t in g  D irecto r. D iv is io n  o f Mental Health and Developm ental D isabilities
A ccoun tin g  Supervisor, DHSS
Budget Ana lys t. O ffice  o f Management and Budget
D irecto r, D iv is io n  o f Budget Review , O ffice  o f Management and Budget
Budget Ana lys t. D iv is ion  o f  Legis la tive  Finance
Counsel. Leg is la tive  A ffa irs  Agency, D iv is ion  o f Legal Services

AIjVSKA STATK LEGISLATURE .9. DIVISION or LUGISIjVriVU AUDIT



ORGANIZATION A N D  FUNCTION

The Department o f  Health and Social Services (D H SS) O ffice  o f  the Com m issioner  
represents the governor o f  Alaska on health and social services issues and provides executive  
leadership in fulfilling the governor's goals.

The office  defines and clarifies policy; has final review  authority o f  department programs; 
provides a unified focus for management direction and program coordination am ong the 
divisions; and represents the department in addressing private providers, federal delegations, 
and the legislature.

Within the O ffice  o f  the Com m issioner are two deputy com m issioners who are responsible  
for Direct Services Programs and Financial Programs, the department's special assistant for 
legislative affairs and the department's information officers.

The department works with a number o f  citizen advisory boards. Their m em bers include 
citizens appointed by the governor for the purpose o f  advising the department about polic ies  
concerning health and social service programs.

Within the department are the following divisions and programs:

Division o f  Administrative Services

Budget. Personnel, and Payroll; Facilities; Finance; Planning; and Supply  
Sections.

Division o f  Family and Youth Services

Adult Protective Services, Foster Care, Residential Child Care, Family  
Services. Early Intervention Services, Youth Corrections, and Social  
Services Block Grants.

Division o f  Mental Health and Developmental Disabilities

Com m unity Mental Health Centers, Com m unity support for the 
D evelopm entally  Disabled, Alaska Psychiatric Institute, Harborview  
Developmental Center. Alaska Youth Initiative, Mental Health Housing  
Project, Village Suicide Prevention Program. V illage Research and 
Demonstration Projects, Youth Peer Helper Program, and Alaska Family  
Resource Specialist Program.

ALASKA STATE I.I.GLSIjMURL -3- DIVLSION OF I.KilSIAl'lVi; AUDIT



Division of Public Assistance

Aid to Families with Dependent Children, Food Stamps, Medicaid. General 
R elie f  Assistance, General R elief  Medical, Energy Assistance, Adult Public 
A ssistance, and Alaska Work Program (JOBS).

Division o f  Medical Assistance

Medicaid payments. General R elief  Medical payments. Medical Care 
Advisory Com m ittee, and Certification and Licensing.

Division o f  Public Health

Public Health Nursing; Epidem iology; Maternal, Child, and Family Health; 
Public Health Laboratories; Emergency Medical Services; Bureau o f  Vital 
Statistics; and Health grants.

O ffice o f  A lcoholism  and Drue Abuse

A lcohol and Drug Abuse Programs, Alcohol Safety Action Program, 
Alcohol Prevention Programs, Youth Substance Abuse Programs, Inhalant 
Abuse Services, Inmate Substance Abuse Programs, and Federal Block  
Grants.

AI.ASKA STATE MsCISIArURK -4- MVISION or LEGISIAI'IVH AUDIT



AUDITOR'S CONCLUSION

By using unbudgeted Reimbursable Services Agreements (R SA s). the Department o f  Health 
and Social Services  (D H S S ) effectuated fund transfers between appropriations lor at least the 
past three fiscal years, which is contrary to law. Additionally, by utilizing these funds 
differently than originally budgeted for. D H SS violated the spirit and intent o f  the 
legislature's appropriation authority.

As discussed in greater detail in the Auditor's Analysis section o f  this report, D H SS  
determined that the funding levels  provided by the legislature and approved by the governor  
were insufficient to meet the com m issioner's  operating needs. The appropriations to the 
com m iss ioner 's  o ffice  in FY 92  and FY 93 were less than the agency had requested. Rather 
than adapting to the reduced funding levels, the com m issioner 's  office continued to expend  
at levels  originally requested by the agency. To fund the anticipated over-expenditures, 'he 
com m iss ioner 's  o ffice  executed R SA s with seven divisions within the department 
approximating $ 2 6 4 ,7 0 0  and $93 ,900  in fiscal years 1992 and 1993, respectively. Contrary 
to proper use. these R SA s were not initiated based on a discernable or identifiable scope ot 
services that the com m issioner 's  o ffice  would render to those seven divisions, but rather were  
based on a desired funding level beyond that authorized. Lacking an identified scope o f  
services at the time the RSA was executed to measure against, these R SA s did not create the 
contractual relationship (and therefore obligation) that should exist between a requesting and 
servicing agency.

The method by which the com m iss ion er’s office  expenditures were charged against the RS/  
further supports the conclusion  that there was no basis for the R SA s other than the need to 
maintain expenditures within the com m iss ioner’s o ffice  at their desired, rather than 
appropriated, levels.

Our review o f  the com m issioner 's  o ffice  expenditures charged to the various divisions  
budgets identified a number o f  transactions that are o f  debatable benefit to those divisions.  
For exam ple , we question what benefits the D ivision o f  Family and Youth Services received  
by paying for "fashion accessories" for foreign dignitaries, custom ized stationary, and travel 
to Russia.

Additionally, the com m iss ioner 's  office  personal services expenditures charged against the 
FY 92 RSA and allocated to the various divisions included costs for three positions which  
were not funded by the legislature.

This m ethod o f  financing operational needs beyond that appropriated by the legislature is not 
limited to D H SS. W e have been informed that other departments use R SA s to transfer 
operating funds from various divisions to fund activities in other operational areas. Recent  
exam p les  o f  using R SA s to avoid legislative appropriation —  or in response to an 
appropriation —  include the Media Center within the O ffice  o f  the Governor. Another  
exam ple  is the Department o f  Administration's plans for establishing a video teleconference  
network by transferring funds from departmental travel budgets, despite the p c s ib i l i ty  that

MASK \ STAFF I.FGISIXTURE -5- mVISION OF LFGISI Al'IVI; AUDIT



those departments may not utilize the network. W e believe  these types o f  funding decisions  
for programs or activities are within the purview o f  the legislature.

Other than indirect references in AS 36 .30  (state procurement code), the Alaska Statutes are 
relatively silent on the purpose and use o f  RSAs. A s  evidenced by the above, R S A s can 
effectuate a transter o f  expenditures between appropriations to circum vent the legislature’s 
appropriation authority. W e recommend that the legislature consider legislation which would  
statutorily define the legitimate purposes and uses o f  R SA s.

AIA.SKA STATI; I.Hil.SIATlKI- -6- DIVISIO.V 01' I.EGIS1ATIVH AUDIT



A U D IT O R 'S  A N A L Y SIS

In 19X1. the O ffice  o f  Management and Budget (O M B ) requested an opinion from the 
Department o f  Law as to whether or not an appropriation to the com m issioner  o f  the 
Department o f  Health and Social Services (D H S S ) could be used to pay expenses  o f  the 
Board o f  Parole.

The Attorney General issued a memorandum, stating in part:

The hoard  o f  paro le  is located within the D epartm ent o f  H ealth and  Socia l 
Services. A S  S S .I5 .0 I0 . The com m issioner o f  health  a nd  socia l services is 
the head  o f  that departm ent. A S  44.29.010. O ne o f  the duties o f  the  
departm ent is to adm inister health  and  socia l services program s.
A S 44 .29 .020 . probation  and  parole, h i  A ll com m issioners o f the principal 
departm ents have broad  supervisory authority over a ll fu n c tio n s  o f  their  
departm ents. A S  44.17. B ecause o f  this rela tionship , we have long taken the  
position  that an appropriation to the office o f  the com m issioner o f  any  
departm ent is. unless o therw ise validly restricted, a lum p-sum  appropriation  
to the departm ent. That is so here.

A ccord ing ly , m oney appropria ted  to the office o f  the com m issioner o f  health  
a n d  socia l services m ay be expended  in support o f  the board  o f  parole.

In the fall o f  1990 (FY 91), the former D H SS com m issioner  approved an unbudgeted  
Reimbursable Services Agreem ent (R SA ) which provided additional funding to the 
com m iss ioner 's  office . O ffice  o f  Personnel and Payroll, and the D ivision o f  Administrative  
Services. The RSA. in the amount o f  $234 ,600 . was funded by the D ivisions o f  Public  
Assistance. Medical Assistance. Family and Youth Services, Public Health, A lcohol and Drug  
Abuse, and Mental Health and Developmental Disabilities. O f that amount, the 
com m issioner 's  o ff ice  received $49 ,900  which was intended to cover travel expenditures for 
the com m iss ioner 's  o ffice  for com m issioner related travel to attend “high level management"  
meetings.

It appears that the authority which D H SS used to execute the RSA was the Attorney  
G eneral's 19X1 memorandum cited above. However, the funding for the “high level 
management" R SA s is not comparable to the 19X1 situation nor is it addressed in the 
memorandum. Rather than providing funding from the O ffice  o f  the C om m issioner to 
operating divisions within D H SS. these RSAs are transferring funds from operating divisions  
to the com m iss ioner 's  o ffice.

C om m issioner's  o ffice  R SA  use continues despite budget reductions and governor veto

In FY 92 with the change in administration, the present D H SS com m issioner continued the 
practice o f  using unbudgeted R S A s to fund the operations o f  the com m issioner's  office. For
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FY 92 the com m issioner  requested funding for his office  in the amount o f  $ 8 91 ,400 , which  
included $7 7 5 ,1 0 0  for e leven positions. This was amended down by the G overnor's O ffice  
to a request o f  $825 ,900 , which included $ 7 1 2 ,8 0 0  in personal services for ten positions. 
However, the I louse. Senate, and Conference C om m ittees each recom m ended a funding level 
o f  $624 ,900 , allocating $511 .800  to personal services for funding o f  seven positions. The  
legislature's appropriation o f  $ 6 2 4 ,900  was further reduced by a governor's veto in the 
amount o f  $1 ,500 , for an authorized budget o f  $623 ,400 . This level o f  funding represented 
a $ 2 68 ,000  reduction from the com m iss ioner’s request (o f  which the largest reduction was  
in personal services in the amount o f  $263 ,300).

In response to the $ 6 2 3 ,400  budget approved by the legislature and governor, on July 2, 
1991 (two days into the new  fiscal year) D H SS internally determined the com m issioner 's  
office  required $ 8 8 8 ,1 0 0  to cover operating expenditures for FY 92 . representing a $ 2 6 4 ,7 0 0  
shortfall (which approximates the reduction in personal services). See Exhibit "A" below.

$1000 .0

$800.0

DHSS Commissioner’s Office 
FY 92 Funding Sources

f|] Inter Agency Receipts H  General Fund 
g  General Fund Match 68 Federal Receipts

Budget Act ($823.4) Final Budget ($888.1) 
(Including unbudQotod RSA ])

Exhibit A

To accom m odate the shortfall. D H SS established an unbudgeted RSA in the amount o f  
$264 ,700 . The com m issioner's  office  expenditure authority was increased by this amount  
with contributions from the D ivisions o f  Administrative Services, Public Health. Medical  
Assistance. Public Assistance. Family and Youth Services, Mental Health and Developm ental  
Disabilities, and A lcoholism  and Drug Abuse. A lso  as stated above, in its FY 92 governor's  
amended budget subm ission, the com m issioner's  o ffice  had requested funding for ten 
positions. The House. Senate. Conference Com m ittees, and final budget act funded seven
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o f  those positions. D H SS used the FY 92 RSA to fund personal services at the level the 
com m issioner's  o ffice  originally requested.

DH SS acknow ledges com m issioner office RSAs impacts program service delivery

In FY 93 D H SS budgeted for reinstatement o f  general fund m onies in the amount o f
$22().(>0(). In its "Form C 5"  increment/decrement request D H SS stated that if  general fund
m onies are restored no additional RSAs would be required, while also acknow ledging  
"because the RSA im pacts program  service, a d e c is : ) i was m ade to reinsta te genera l fu n d s  
via an increm ent fo r  services provided  by the Com m  ssio n er 's  O ffice.''

O M B  approved the funding level, however, c ia n g e d  the funding source from general lund 
to inter-agency receipts. While reducing the agency request by $73 ,500 , the legislature and 
governor did approve the $220 ,000  inter-agency funding source. H owever, in 
Decem ber 1992. the com m issioner's  office was once  again projecting a shortfall. In a
memorandum to all division directors the com m issioner noted:

I have review ed  the current status o f  the C om m issioner's  O ffice budget and  
have detet m ined  that it is in the best interest o f  the D epartm ent to continue  
I- Y9.) at the current rate o f  expenditure. This w ill require additional fu n d s  
fro m  each division . . .

The com m iss ion er ’s o ffice  then executed R SA s with the seven divisions mentioned  
previously in the amount o f  $93,900. increasing total inter-agency receipt authorizations to 
the com m issioner 's  office  to $31 K.600. See Exhibit "B" below.
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Legal opinion condem ns PUSS* use o f  RSAs to transfer expenditures

At the request o f  Representative Nordlund who was interested in D H SS funding methods, 
the D ivision o f  Legal Services, Legislative Affairs A gency  issued a memorandum opinion  
in February 1993. The memorandum (see Appendix “A ”) states in part:

You hove asked  w hether certain transfers o f  appropriations fro n t program s  
in the D epartm ent o f  H ealth and Social Services to the com m issioner s 
office  through the use o f  reim bursable service/ s /  agreem ents (R SA 's) were  
appropria te. The short answ er is no.

The memorandum further states:

I f  the leg isla ture had  w anted the com m issioner's  o ffice to fu lfill the  
func tions funded  by the R S A 's . the legislature w ould  have appropria ted  the  
m onev to the com m issioner rather than to the program s. It is hard  to 
conceive o f  a m ore b latant violation o f  AS 37.07.0H 0(e) than the  
m anipu la tion  o f  the H ealth  and  Socia l Services budget described by  
/L eg isla tive  F inance/.

A s was questioned in the legal opinion, we also question the method by which the 
com m iss ioner 's  o ffice  allocated costs  to the various operating divisions. The com m issioner's  
office  allocated costs  to ah ihe divisions based upon the percentage relationship between each 
divisions personal services budget to the total departmental budget allocated to payroll. 
Allocation o f  costs  under R SA s should be based upon the cost o f  a direct benefit received  
by the reque.Tng (paying) agency and not a formula that does not take into consideration  
whether cr not a direct benefit was received.

Lxpcnditure review raises questions on benefit to departmental programs

Our review ol expenditures occurring in the com m iss ioner’s office  and charged against the 
R SA s to the various divisions identified a number o f  transactions for which there was no 
discernible benefit to the d ivisions providing the funds. That is one o f  the basic precepts o f  
RSA usage - that there exists  a relationship between the two agencies party to the contract 
and that a direct, identifiable benefit is received by the agency providing the funds.

As shown in Lxhibits “C" and “ D" on the fo llowing page, FY 92 and FY 93 com m issioner's  
office  expenditures exceeded  that budgeted by the legislature and approved by the governor, 
most notably i:i the areas o f  personal services, travel, and contractual (expenditure data for 
FY 93 is through July 13. 1993 - additional expenditures are anticipated before the c lose  o f  
the accounting period for FY 93).

ALASKA STAII: I.EGISIAWKK -10- DIVISION 01* LECISIAnVF, AUDIT



DHSS Commissioner's Office FY 92 Budget Act 
Authorizations and Actual Expenditures

g  Budoot Act Hfl Expondod *

[$43jl

$36.1 $92.6l

Payroll Travel Contractual Supplies Equipment
* Expenditures include RSA funded activities

E xh ib it  C

DHSS Commissioner's Office FY 93 Budget Act 
Authorizations and Actual Expenditures

$700.0 r -_

$600.0

E x p e n d i t u r e s  r e c o r d e d  t h r o u i l h  0 7 - 1 3  8 3

IW J W W  m

Payroll Travel Contractual Suppllos Equipmont
• Expenditures include RSA fundee! activities

E xh ib it  D

AIA.SKA STATE I.Kil.SIATl.'RR DIVISION Ol' LEGISIAT1VE AUDIT



Personal Services

As discussed earlier, in FY 92 DH SS com m issioner's  o ffice  had requested funding for e leven  
positions, which the governor's o ffice  reduced by one position for a total o f  ten. The  
legislature approved a funding level which provided for seven positions. In response to the 
legislature's appropriation and a governor’s line item veto, the com m iss ioner’s office  
increased its personal services budget by using R SA s to transfer payroll expenses, thereby  
allow ing the com m issioner  to fill three additional positions that were not originally funded.

In FY 93 . the com m issioner's  o ffice  requested and received funding for the ten positions.

Travel

As shown in Exhibits "C" and “ D .” D H SS com m issioner's  o ffice  travel expenditures in both 
fiscal years 1992 and 1993 exceeded the amounts originally budgeted by 96% and 41% (as 
o f  July 13. 1993) respectively. The funds to accom m odate the amount o f  travel beyond that 
originally budgeted cam e from the seven operating divisions within D H SS with whom  the 
com m iss ioner  established RSAs. Com m issioner's  office  travel expenditures charged to the 
divisions funding the R SA s included numerous trips between Juneau and Anchorage offices  
and other Alaska destinations by a number o f  com m issioner's  o ffice  staff; travel to Seattle, 
Atlanta. South Carolina, and South Dakota to attend a variety o f  health conferences; mental 
health facilities inspections in Copenhagen and attendance at a health conference in 
Reykjavik. Iceland; and at the request o f  the governor, travel to 'lie former USSR to perform 
ground work in the preparation o f  the governor's trip to M oscow .

While these and other travel expenditures may have plausible explanations as to the benefit 
received for the operation o f  the com m issioner's  office  or the enlightenment o f  the 
com m iss ioner 's  office  staff, we question the direct benefit provided to the various divisions  
which funded the travel.

Other Services and Charges

Similar to travel expenditures, as shown in Exhibits "C” and “D." Other Services and 
Charges (O SC ) expenditures in FY 92  and FY 93 exceeded  that originally budgeted by 56%  
and 50% (as o f  July 13. 1993). respectively. Once again the funds used to pay for the 
com m iss ioner 's  office  charges that exceeded the original budget were those transferred from 
other d iv is ions within D H SS via the RSAs.

C om m iss ion er 's  o ffice  O SC expenditures charged to the operating divisions via RSA  
included numerous purchases o f  film, photo developm ent, and picture frames; telephone  
charges; numerous and varied newspaper and m agazine subscriptions; purchases o f  gifts and 
"fashion accessories" for visiting officials; rental o f  the Anchorage Egan Civic and 
Convention Center for departmental in-service day; printing services; minor Anchorage o ffice  
renovations; o ffice  supplies; comm unication equipment; rental o f  booth space at Anchorage  
Fur Rondy; equipment rental; and contract for the provision o f  video taping services to
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D H SS. Additional supply purchases consisted of: custom ized  stationary lor the 
com m issioner, various office  supplies, photographic services, and drafting supplies,

We question what benefit is received by agencies such as Public Health, Medical Assistance,  
and Family and Youth Services by their paying for items such as personalized stationary lor 
the com m issioner, gifts lor foreign dignitaries, or foreign polit ical/goodwill  travel. W e agree 
with the D H SS acknow ledgem ent that use o f  R SA s to fund the com m iss ioner 's  o ff ice  
operations does impact program services delivered by other divisions within D H SS.
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FINDINGS A N D  R E C O M M E N D A T I O N

The leuislnturc should consider amending statute to define and clarify the proper u s -me o f  
Reimbursable Services Agreements (RSA s) between state agen c ies .

In our opinion the Department o f  Health and Social Services (D H SS) circum vented the 
legislature's appropriation authority by executing R SA s to recoup funding lost through 
legislative mandated budget reductions and a veto o f  the governor.

It is clear that D H SS' use o f  RSAs to restore funding cuts made to the com m issioner 's  o ffice  
violates AS 37.()7.()KO(e), which states in part. "transfers m ay not be m ade betw een  
appropria tions except as provided  in an act m aking the transfers betw een appropriations. 
The power o f  appropriation rests with the legislature. In FY 92 the legislature appropriated 
less funds to the D H SS com m issioner's  office than was requested. In addition to legislative  
funding reductions, the governor further reduced the com m iss ioner’s budget using the line 
item veto. However, rather than adapting to the legislative and executive mandated budget 
reductions, the com m issioner's  office  used R SA s to obtain funding from d iv is ions within the 
department which restored the com m issioner’s budget to near the full amount originally  
requested.

RSAs. used properly, are a means to obtain legitimate goods and services from other state 
agencies. These agreements are. in effect, a binding contract between the two agencies —  
there is a contractual relationship between the two parties where there is an exchange o f  
identifiable goods  and services and payment for those goods and services. The party 
providing the goods and/or services must have the legal authority to do so, and the party 
paying for the goods or services must have the legal authority and funds to do so. U sing  
R SA s in the manner that DH SS did to restore funding to the com m iss ion er’s o ff ice  is an 
inappropriate use o f  the RSA.

The Alaska Statutes are silent on the intent, purposes, and uses o f  RSAs. To avoid similar  
abuses and diminish the subjectivity inherent in RSA activities in the future, we believe  that 
statutes should be amended to define the circumstances when RSAs can, and cannot, be used  
by state agencies.

Recommendation No. I
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DIVISION OF LEGAL SERVICES

LEGISLATIVE AFFAIRS AGENCY 
STATE OF ALASKA

(907) 405-3807 or 405-2450 
FAX (907) 405-2029 
Mail Slop 3101

130 Seward Street, Suite 409 
Juneau, Alaska 99801-2105

M E M O R A N D U M February 17, 1993

SUBJECT: Transfer o f  Appropriations in D ep a itm en t  o f  Health and Social 
Services (Work Order No. 8-LS0639)

TO: Representative Jim Nordlund

FROM: David R. Dierdorff  
Revisor o f  Statutes

You have asked whether certain transfers o f  appropriations from programs in the  
D epartm ent o f  Health and Social Services to the com m issioner’s office through the  
use o f  reimbursable service agreem ents ( R S A ’s) were appropriate. T he short answer  
is no.

In the interest o f  time and space, 1 will not recite the factual background. It is set  
out in the attached m em o from Nancy Siagle.

There  is no explicit statutory authority for R S A ’s as such, but there is one  statutory  
reference io  them (A S  47.65.100(b)). AS 36.30.700 - 36.30.790 in the procurem ent  
code  provide for various intergovernmental agreem ents. Except for those provisions, 
agreem ents  betw een governm ent entities are exem pt from the procurem ent code.  
S ee  A S  36.30.850(c). T he provisions found in AS 36.30 are apparently the base  
authority for R S A ’s.

R S A ’s are used when one agency (usually a departm ent) purchases a service from  
another agency, such as the central te lephone  services provided by the D epartm ent  
o f  Administration. It is apparent that the use o f  an R S A  to effectuate transfers  
betw een  appropriations within a depa.rtment. the net effect o f  which is to circumvent 
the legislature’s enacted  expenditure authority for the department, is an abuse o f  the  
R S A  system.

T he basic rule for transfers o f  appropriated m oney is that administrative transfers  
may be m ade between and am ong allocations and other items o f  expenditure in an 
appropriation, but not betw een appropriations except by act o f  the legislature. 
AS 37.07.080(e). Further, a state agency may not "employ additional em ployees , or
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Representative Jim Nordlund  
February 17, 1993 
Page 2

expend m oney or incur obi.gations except in accordance with law and [a] properly  
approved operations plan." A S 37.07.080(d).

T h e  executive branch has relied on a brief attorney general’s opinion letter dated  
April 13, 1981. This reliance is misplaced. The opinion dealt with a situation w here  
the com m issioner’s office had extra m oney and used som e o f  it for direct program  
support. Clearly, because the com m issioner is responsible for the execution o f  all 
duties o f  the department, it is appropriate for the com m issioner’s budgeted funds to  
be used to support a program that may be short o f  funds. The opinion letter  
described appropriations to the com m issioner as ' a lump-sum appropriation to the  
department."

In the instant case, program m oney is being used by the comm issioner to support  
departm ent-wide activities. Although the burden on each  program is proportional  
to the size o f  the program (measured by its budget for personal services), there is no  
indication that the benefit to the program is proportional to its contribution. T o  the  
extent that a program receives no proportional benefit, the RSA effects a prohibited  
transfer between appropriations. Further, while the comm issioner may have the  
power to perform any duty assigned to the department, units within the departm ent,  
such as divisions, do not necessarily have the power to perform functions perform ed  
by the comm issioner. It is basic to the concept of R S A ’s that the unit purchasing the  
services (in this case the various program units o f  the departm ent) have the authority  
to perform all o f  the functions (services) that they are purchasing. It is questionable  
whether that authority exists in the instant case.

If the legislature had wanted the com m issioner’s office to fulfill the functions funded  
by the R S A ’s, the legislature would have appropriated the money to the com m ission­
er rather than to the programs. It is hard to conceive o f  a more blatant violation o f  
A S 37.07 .080(e) than the manipulation o f  the H ealth and Social Services budget  
described by Ms. Slagle.

T h e  review o f  this situation suggests that it might be appropriate for the legislature  
to address the subject o f  R S A ’s and other m ethods o f  contracting betw een and within  
agencies. It is obvious that R S A ’s can serve a salutary puroose in government. It is 
also obvious that they can be abused and used to circumvent legislative spending  
decisions.

D R D :m i
93-028.mai

Attachm ent
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WALTER J. NICKEL, GOVERNOR

TH E O D O R E  A. MALA, C O M M IS S IO N E R

8J>EBIT . OF HEAI/TM AND SOCBA1, SERVICES P.O. B O X  110650
JUNEAU, ALASKA 9 9 8 1 1 -0 6 5 0
P H O N E: (907) -1 6 5 -3 0 8 2

D IV IS IO N  O F  ADM IN ISTRATIVE  SE R V IC E S

O c t o b e r  11, 1993

R a n d y  S . W e l k e r
L e g i s l a t i v e  A u d i t o r
A l a s k a  S t a t e  L e g i s l a t u r e
L e g i s l a t i v e  B u d g e t  a n d  A u d i t  C o m m i t t e e
D i v i s i o n  of L e g i s l a t i v e  A u d i t
P.O. B o x  1 1 3 3 0 0
J u n e a u ,  A l a s k a  9 9 8 1 1 - 3 3 0 0

leg islative aud it

D e a r  Mr. W e l k e r :

T h i s  is in r e s p o n s e  to the c o n f i d e n t i a l  p r e l i m i n a r y  a u d i t  r e p o r t  on 
the D e p a r t m e n t  of H e a l t h  a n d  S o c i a l  S e r v i c e s  C o m m i s s i o n e r ' s O f f i c e  
F u n d  T r a n s f e r s  a n d  R e l a t e d  E x p e n d i t u r e s ,  J u l y  2, 1993.

R e c o m m e n d a t i o n  No. 1

Th e  l e g i s l a t u r e  s h o u l d  c o n s i d e r  a m e n d i n g  the s t a t u t e  to d e f i n e  a n d  
c l a r i f y  the p r o p e r  u s a g e  of R e i m b u r s a b l e  S e r v i c e s  A g r e e m e n t s  ( R S A ) 
b e t w e e n  s t a t e  a g e n c i e s .

T h e  D e p a r t m e n t  of H e a l t h  a n d  S o c i a l  S e r v i c e s  h a s  no  o p i n i o n  o n  y o u r  
r e c o m m e n d a t i o n .  H o w e v e r ,  w e  s t r o n g l y  d i s a g r e e  w i t h  the a u d i t o r ' s  
o p i n i o n  t h a t  t h e  D e p a r t m e n t  of H e a l t h  a n d  S o c i a l  S e r v i c e s  (DHSS) 
c i r c u m v e n t e d  t h e  l e g i s l a t u r e ' s  a p p r o p r i a t i o n  a u t h o r i t y  b y  e x e c u t i n g  
R S A s  t o  r e c o u p  f u n d i n g  l o s t  t h r o u g h  l e g i s l a t i v e  m a n d a t e d  b u d g e t  
r e d u c t i o n s  a n d  a v e t o  of the g o v e r n o r .

R S A s  a r e  v i e w e d  b y  D H S S  as c o n t r a c t u a l  o b l i c r a t i o n s  b e t w e e n  a g e n c i e s  
r a t h e r  t h a n  t r a n s f e r s  of funds. D H S S  c o n s i d e r s  the R S A  in q u e s t i o n  
as a n o r m a l  f u n d i n g  n e c e s s i t y  for e f f e c t i v e  m a n a g e m e n t  to 
a c c o m p l i s h  t h e  o b j e c t i v e s  a n d  g o a l s  of the d e p a r t m e n t .  T o  a t t a i n  
t h e s e  o b j e c t i v e s  a n d  goals, D H S S  m a n a g e m e n t  p h i l o s o p h y  v i e w s  th a t  
s e r v i c e  a n d  a s s i s t a n c e  p r o g r a m s  m u s t  b e  m a d e  a v a i l a b l e  to a l l  
e l i g i b l e  A l a s k a n s  t h r o u g h  a n  e f f e c t i v e  d i s p e r s e m e n t  of i n f o r m a t i o n .  
T h e  p u b l i c  m u s t  b e  i n f o r m e d  of a v a i l a b l e  s t a t e  p r o g r a m s  r a t h e r  t h a n  
l e a v i n g  t h e m  to s e a r c h  f o r  i n f o r m a t i o n  o n  p r o g r a m s  w h e n  t h e y  
n e e d  help, p a r t i c u l a r l y  d u e  to t h e  n a t u r e  of n e e d s / e m e r g e n c i e s  
w h i c h  a r i s e  a m o n g s t  c l i e n t s  s e r v e d  b y  DHSS. D e p a r t m e n t  e m p l o y e e s  
r e q u i r e  i n s e r v i c e  t r a i n i n g  to b e c o m e  w e l l  i n f o r m e d  of all the 
v a r i o u s  p r o g r a m s  a d m i n i s t e r e d  b y  e a c h  d i v i s i o n  a n d  to  e n a b l e  t h e m  
to b e  m o r e  i n f o r m a t i v e  to the p u b l i c .  T h e  i n s e r v i c e  t r a i n i n g  a l s o  
p r o v i d e s  a n  o p p o r t u n i t y  to r e c o g n i z e  e x e m p l a r y  p e r f o r m a n c e  of 
c e r t a i n  e m p l o y e e s  a n d  to e l e v a t e  m o r a l e .



T h e s e  o b j e c t i v e s  a r e  not f u n d e d  t h r o u g h  the r e g u l a r  a l l o c a t i o n  f o r  
the C o m m i s s i o n e r ' s  offi c e ;  thus, f u n d i n g  s u p p o r t  is r e q u i r e d  f r o m  
d i v i s i o n s  d u e  to t h e  i n d i r e c t  b e n e f i t  to p r o g r a m s .  W h i l e  w e  a g r e e  
th a t  t h e  m e a s u r e  of  d o l l a r  d i r e c t  b e n e f i t  is n o t  i d e n t i f i a b l e ,  w e  
b e l i e v e  t h a t  the o b j e c t i v e  of p u b l i c  a n d  e m p l o y e e  p r o g r a m  a w a r e n e s s  
h a s  b e e n  a c c o m p l i s h e d .  T h e  d e t e r m i n a t i o n  of t h e  s h a r e  of e a c h  
p r o g r a m  is a n  a c c e p t a b l e  c o s t  a l l o c a t i o n  m e t h o d o l o g y  b a s e d  o n  the 
d e p a r t m e n t ' s  f e d e r a l l y  a p p r o v e d  c o s t  a l l o c a t i o n  plan.

D H S S  n e v e r  i n t e n d e d  to c i r c u m v e n t  the a p p r o p r i a t i o n  p r o c e s s . T h e  
g e n e r a t i o n  of t h e  R S A  d o c u m e n t  w a s  i n t e n d e d  f o r  p r o p e r  
i d e n t i f i c a t i o n  a n d  m a n a g e m e n t  of e x p e n d i t u r e s .  T h e  e x p e n d i t u r e s  
c o u l d  h a v e  b e e n  d i r e c t l y  c h a r g e d  to v a r i o u s  d i v i s i o n s  t h r o u g h  a 
f e d e r a l l y  a p p r o v e d  c o s t  a l l o c a t i o n  m e t h o d o l o g y  w i t h o u t  g e n e r a t i n g  
a n  RSA.

D H S S  a l s o  s t r o n g l y  r e j e c t s  the a s s e r t i o n  that the s e r v i c e s  
p u r c h a s e d  t h r o u g h  t h e  R S A  e x p e n d i t u r e s  a r e  u n r e l a t e d  t o  the 
f u n c t i o n i n g  of the d i v i s i o n s .  D e p a r t m e n t a l  s t a f f  w h o s e  s a l a r i e s  
w e r e  p a i d  t h r o u g h  the R S A  p r o c e s s  w o r k e d  d i r e c t l y  w i t h  the 
d i v i s i o n s  o n  m e d i a  p r o j e c t s .  A n  e x a m p l e  is a m e d i a  c a m p a i g n  to 
r e c r u i t  f o s t e r  p a r e n t s .  C l e a r l y  this is d i r e c t l y  r e l a t e d  to the 
m i s s i o n  of the D i v i s i o n  of F a m i l y  a n d  Y o u t h  S e r v i c e s .

S i m i l a r l y ,  t r a v e l  b y  the C o m m i s s i o n e r ' s  O f f i c e  s t a f f  is a n e c e s s a r y  
a c t i v i t y  f o r  o v e r a l l  p r o g r a m  m a n a g e m e n t .  M e e t i n g s  w i t h  F e d e r a l  
o f f i c i a l s ,  m a n y  of w h o m  a r e  o u t  of state, a r e  n e c e s s a r y  to l e a r n  of 
F e d e r a l  c h a n g e s  to p r o g r a m s  a n d  to d e t e r m i n e  the i m p a c t  t h a t  t h e s e  
c h a n g e s  w i l l  h a v e  o n  A l a s k a  p r o g r a m s .  A d d i t i o n a l l y ,  t h e s e  m e e t i n g s  
a r e  o p p o r t u n i t i e s  f o r  S t a t e  p o l i c y  m a k e r s  to m a k e  A l a s k a ' s  c a s e  
w i t h  r e g a r d  for d e s i r e d  c h a n g e s  i n  F e d e r a l  p o l i c y .  O b v i o u s l y ,  
t h e s e  F e d e r a l  p o l i c y  c h a n g e s  d i r e c t l y  i m p a c t  the o p e r a t i o n s  of the 
D e p a r t m e n t ' s  d i v i s i o n s .

F i n a l l y ,  y o u r  a s s e r t i o n  t h a t  D H S S  " v i o l a t e d  the s p i r i t  a n d  i n t e n t  
of the L e g i s l a t u r e ' s  a p p r o p r i a t i o n  a u t h o r i t y "  i m p l i e s  t h a t  the 
e x i s t e n c e  o r  p u r p o s e  of the q u e s t i o n e d  R S A s  w a s  u n k n o w n  to the 
L e g i s l a t u r e  o r  the i n f o r m a t i o n  w a s  d e l i b e r a t e l y  w i t h h e l d  b y  DHSS. 
T h i s  is n o t  the case. F o r  F Y  92 a n d  F Y  93 D H S S  B u d g e t  
S u b c o m m i t t e e s  of b o t h  the H o u s e  a n d  S e n ate, as  w e l l  as the D i v i s i o n  
of L e g i s l a t i v e  Fin a n c e ,  w e r e  w e l l  a w a r e  of t h e s e  RSAs. A s  n o t e d  in 
y o u r  r e p ort, the L e g i s l a t u r e  a p p r o p r i a t e d  $ 2 2 4 , 7 0 0  in I n t e r a g e n c y  
R e c e i p t s  in the C o m m i s s i o n e r ' s  O f f i c e  b u d g e t  i n  F Y  93. T h e  p u r p o s e  
of f u n d s  f r o m  the b u d g e t e d  R S A  a p p r o v e d  b y  the L e g i s l a t u r e  i n  FY  93 
is i n d i s t i n g u i s h a b l e  f r o m  t h e  p u r p o s e s  of the u n b u d g e t e d  R S A s  in  FY 
91 a n d  F Y  92 a n d  t h e  a d d i t i o n a l  u n b u d g e t e d  R S A  of $ 9 3 , 9 0 0  in  F Y  93.

T h i s  r a i s e s  a n  i n t e r e s t i n g  q u e s t i o n .  Is it the p o s i t i o n  of the 
D i v i s i o n  of L e g i s l a t i v e  A u d i t  th a t  t h e s e  R S A s  w e r e  i l l e g a l  b e c a u s e  
t h e y  w e r e  u n b u d g e t e d ,  i . e . , t h e  L e g i s l a t u r e  d i d  n o t  a p p r o p r i a t e  the 
I n t e r a g e n c y  R e c e i p t s  in the b u d g e t ,  o r  w e r e  t h e y  i n v a l i d  b e c a u s e  
t h e r e  w a s  n o  " c o n t r a c t u a l  r e l a t i o n s h i p  b e t w e e n  the two p a r t i e s
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w h e r e  t h e r e  is a n  e x c h a n g e  of i d e n t i f i a b l e  g o o d s  a n d  s e r v i c e s  a n d  
p a y m e n t  f o r  t h o s e  g o o d s  a n d  s e r v i c e s ? "

If the f o r m e r  is t h e  case, t h e n  e v e r y  u n b u d g e  ted R S A  b e t w e e n  s t a t e  
a g e n c i e s  i s  illegal. I s u s p e c t  t h e r e  a r e  h u n d r e d s  i f  n o t  th o u s a n d s 
o f  t hese e a c h  year.

If t h e  l a t t e r  is the case, t h e n  the q u e s t i o n  of c i r c u m v e n t i n g  the 
L e g i s l a t u r e ' s  a p p r o p r i a t i o n  a u t h o r i t y  is m o o t  i n s o f a r  as e v e n  if a n  
a p p r o p r i a t i o n  of I n t e r a g e n c y  R e c e i p t s  w a s  m a d e  b y  the L e g i s l a t u r e  
w i t h  f u l l  k n o w l e d g e  of t h e  p u r p o s e - - a s  w a s  t h e  c a s e  w i t h  the 
C o m m i s s i o n e r ' s  O f f i c e  b u d g e t  in FY 9 3 - -the r e s u l t i n g  R S A s  w o u l d  
s t i l l  b e  i l l e g a l  b e c a u s e ,  in y o u r  o p i n i o n ,  a v a l i d  c o n t r a c t u a l  
r e l a t i o n s h i p  d i d  n o t  e x i s t  b e t w e e n  t h e  a g e n c i e s  i n v o l v e d .  Is it 
the D i v i s i o n  of L e g i s l a t i v e  A u d i t ' s  o p i n i o n  t h a t  the L e g i s l a t u r e ' s  
a p p r o p r i a t i o n  of $ 2 2 4 , 7 0 0  i n  I n t e r a g e n c y  R e c e i p t s  in FY 93 was 
i l l e g a l ?

Fra n k l y ,  I d o  n o t  b e l i e v e  y o u  h a v e  v e r y  c a r e f u l l y  c o n s i d e r e d  the 
r a m i f i c a t i o n s  of the c o n c l u s i o n s  a n d  r e c o m m e n d a t i o n s  in y o u r  
r e p o r t .

If t h e  r u l e s  of t h e  r o a d  r e g a r d i n g  R S A s  a r e  to change, D H S S  w i l l  
c o m p l y  w i t h  t h e  n e w  rules. I d o  resent, h o w e v e r ,  b e i n g  t o l d  that 
the D e p a r t m e n t ' s  p a s t  a c t i o n s  w e r e  i l l e g a l  w h e n  t h o s e  a c t i o n s  a r e  
j u d g e d  b y  n e w  r u l e s  w h i c h  n e i t h e r  the D e p a r t m e n t ,  t h e  O f f i c e  of 
M a n a g e m e n t  a n d  B u d g e t  o r  t h e  L e g i s l a t u r e  w e r e  a w a r e  of at t h e  time.

Fi n a l l y ,  as s t a t e d  o n  p a g e  f i v e  of y o u r  r e p o r t  "This m e t h o d  of 
f i n a n c i n g  o p e r a t i o n a l  n e e d s  b e y o n d  t h a t  a p p r o p r i a t e d  b y  the 
l e g i s l a t u r e  is n o t  l i m i t e d  to DHSS. W e  h a v e  b e e n  i n f o r m e d  that 
o t h e r  d e p a r t m e n t s  u s e  R S A s  to t r a n s f e r  o p e r a t i n g  f u n d s  f r o m  v a r i o u s  
d i v i s i o n s  to f u n d  a c t i v i t i e s  in o t h e r  o p e r a t i o n a l  a r e a s " .  It is 
c l e a r  t h a t  D H S S  is n o t  a l o n e  in u s i n g  R S A s  i n  t h i s  m a n n e r .  It is 
a l s o  u n f a i r  to s o l e l y  t a r g e t  a n d  c r i t i c i z e  D H S S  w h e n  o t h e r  s t a t e  
a g e n c i e s  u s e  the s a m e  f u n d i n g  m e c h a n i s m .

S i n c e r e l y ,

fcor-

T h e o d o r e  A. Mala, MD, M P H  
C o m m i s s i o n e r
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A LA SK A  ST A T E  L E G ISL A T U R E
LEG ISLAT IVE  BUDG ET  AND A U D IT  COM M ITTEE

of Legislative Audit

P.O. Box 113300 
Juneau, AK 99811-3300  

(907) 465-3830  
FAX (907) 465-2347

M embers o f  the Legislative Budget 
and Audit Committee:

W e have review ed the Department o f  Health and Social Serv ice’s (D H SS) response to our  
preliminary report and have the fo llow ing comments.

The department has taken no position on our recommendation that the legislature address the 
issue o f  Reimbursable Services Agreement (R SA ) use and abuse. The department does,  
however, take exception to the instances o f  R SA  abuse by D H SS cited in the report.

In its response, D H SS discusses their use o f  the R SA s in question as . . a norm al funding  
necessity  fo r  effective m anagem ent to accom plish  the objectives and goals o f  the 
d epartm en t.” W e do not consider the utilization o f  RSA s to supplement funding lost through 
the budget process as a normal funding necessity. D H SS does not discuss in the response  
the circum stances under which the R S A s were initiated or the fact that the C om m issioner’s 
O ffice  unilaterally decided to maintain its own spending plan despite the fact that the 
legislature and governor had established a spending plan, albeit one lower than desired by 
the com m issioner. A s detailed in the report, the R SA s in question transferring funding from 
operating d iv is ions to the Com m issioner's  O ffice  were in response to the budget established  
by the legislature and approved by the governor.

The department also responded:

D H SS never in tended to circum vent the appropriation process. The generation  
o f  the RSA docum ent was in tended  fo r  proper identification a nd  m anagem ent 
o f  expenditures. The expenditures could  have been directly charged to various 
div is ions through a  fed era lly  approved  cost allocation m ethodology w ithout 
genera ting  an RSA.

DH SS states that the R SA  was designed for management o f  expenditures but yet 
acknow ledges that . . the m easure o f  dollar direct benefit is no t id e n tifia b le .. .”. Within  
this contradiction lies the premise for the proper use o f  RSAs: A  direct identifiable benefit 
must be received by the paying agency. Without this relationship between the paying and 
providing agency, the requisite contractual relationship is non-existent and the R SA  is no
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more than a docum ent used for transferring funds between appropriations. That is the case  
o f  the R S A s in question. W e also point out that D H SS did in fact charge the R SA  
expenditures in question to the federally approved cost allocation plan, som etim es tw ice  —  
which w e  also take exception to (See  Recom m endation No. 21 o f  the Fiscal Year 1992  
Statewide S ing le  Audit). Charging this type o f  expenditure to federal programs would also  
be inappropriate as those expenditures would fail the test o f  whether they were necessary and 
reasonable.

In its response D H S S  also “strongly rejects the assertion tha t the services purchased  through  
the RSA expenditures are unrela ted  to the fu n c tio n in g  o f  the d iv is ions .” W e found no 
documentation that supports the expenditures in question, such as travels to Russia or 
purchases o f  g ifts for foreign dignitaries and the like, which would show  those expenditures  
were in fact related to the functioning o f  the Divisions o f  Public Health, Medical Assistance,  
Fam ily and Youth Services, and the remaining divisions.

Finally in its response, D H SS raises two questions. Specifically  D H S S  asks:

Is it the  position  o f  the D ivision o f  Legisla tive A udit that these R SA s were  
illega l because they w ere unbudgeted, i.e., the Legisla ture d id  not appropria te  
the In teragency R eceipts in the budget, o r were they invalid  because there was 
no  “contractua l rela tionship  betw een the tw o parties w here there is an 
exchange o f  identifiab le  goods a n d  services a n d  p aym en t fo r  those goods a nd  
serv ices?"

and.

Is  it the D ivision o f  Legisla tive A u d it's  opinion that the L eg isla ture 's  
appropria tion  o f  $224,700 in In teragency R eceipts in FY 93 was illegal?

It is not our position that unbudgeted R SA s are illegal. It is com m on practice for agencies  
to enter into contractual relationships using an unbudgeted RSA. A s long as the receiving  
agency has sufficient funds and the providing agency has the legal authority to provide the 
service, the use o f  unbudgeted R SA s are acceptable and, as D H SS points out, is com m on  
practice. H ow ever, considering the circumstances o f  the C om m iss ion er’s O ffice  budget and 
the desire to maintain spending at levels  above that approved by the legislature and governor, 
the use o f  unbudgeted R SA s to replace lost funding or pay for unanticipated bills is 
inappropriate. Again, w e  em phasize the need for a contractual relationship to ex ist  between  
two agencies to have a legitimate RSA.

A lso , it is not our opinion that the FY 93  Legislative appropriation was illegal. The fact that 
the legislature and governor approve an appropriation o f  inter-agency receipts does not 
ensure the propriety o f  subsequent expenditures from that appropriation if  those expenditures  
are inappropriate. The legislature anticipates that laws, regulations, and procedures will be

AI-ASKA STATK l.bGISlAIX'Rli -24- division OF LFGISI-ATIVE AUDIT



Members o f  the Legislative Budget 
and Audit Com m ittee

-3- Oetober 20, 1993

fo llowed by agencies when appropriations are made —  including appropriations o f  budgeted  
inter-agency receipts.

W e do not question the appropriation o f  budgeted inter-agency receipts or the use o f  
unbudgeted RSAs. W e do question D H S S ’ use o f  both budgeted and unbudgeted R S A s —  
with funds provided by the operating divisions —  to supplement funding to the 
C om m issioner’s O ffice  without a direct identifiable benefit to those divisions providing the
funds

Sincerely,

Legislative Auditor
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