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1. PURPCSE AND SCOPE. To establish internal control procedures
for the Financial Managenent Branch(FMB).

O This is associated with the accountability of assets,
property, revenue and expenditures within MIIlennium the
automat ed i nformati on managenent systemutilized by Federa
Prison Industries (FPI).

The Budget and Accounting Procedures Act of 1950 nmekes each
executi ve agency head responsible for establishing and

mai nt ai ni ng adequate systens of internal control. It also
prescri bes that accounting systenms conformto the accounting
principles, standards, and related requirenents the Conptroller
General of the United States prescribes and the systens he or she
approves.

O Those principles, standards, and rel ated requirenments
include criteria for effective internal control systens.

2. SUMMVARY COF CHANGES. This directive incorporates changes
required to inplenent the integrated financial managenent
information system MIllennium It replaces requirenents
currently contained in Section 8503 of the UNI COR Accounti ng
Manual .

O This directive only covers internal controls for the FMB.

3. PROGRAM OBJECTI VES. The Federal Managers’ Financi al
Integrity Act of 1982 requires that each executive agency head
designated by the Ofice of Managenent and Budget submit an
annual report to the President on the adequacy of the agency's
system of internal accounting and adm nistrative controls. This
report is designed to provide reasonabl e assurance that the
foll ow ng control objectives are achieved:

a. all obligations and costs were in conpliance wth applicable
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b. all funds, property and other assets were safeguarded
agai nst waste, |oss, unauthorized use or m sappropriation
and were properly accounted for; and

c. all revenues and expendi tures applicable to agency
operations were properly recorded in appropriate accounts
and summari zed to permt the preparation of reliable
financial and statistical reports.

4. DI RECTI VE REFERENCED
PS 8340. 07 Qual ity Program Manual (1/14/00)
5. STANDARDS REFERENCED

a. Anmerican Correctional Association 3% Edition Standards for
Adult Correctional Institutions: 3-4406

b. Anmerican Correctional Association 39 Edition Standards for
Adult Local Detention Facilities: 3-ALDF-5A-17

6. DEFINITION. FPI's systemof internal control is a managenent
tool used in achieving its goals and objectives. The system
consists of all nethods used for:

O encouragi ng and neasuring conpliance with FPl policy;
O safeguardi ng assets agai nst waste, fraud and m smanagenent;

O pronoting accuracy, reliability and tineliness of accounting
and operational data; and

O judging the efficiency of operations in all areas of the
Cor por ati on.

As indicated by the definition, the internal control systemis
nore than a nethod for preventing fraud or detecting accounting
errors.

O The scope of the internal control system extends beyond
accounting and financial functions to enconpass al
Cor por at e operations including production, warehousing,
shi pping, quality assurances, and various training prograns.
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7. GENERAL RESPONSI BI LITY. The Chief Operating Oficer, FPI has
del egated authority to the Corporate Controller who is ultimtely
responsible for the reliability of accounting and financial data
for both the Central Ofice and field | ocations as summari zed and
reported internally and externally.

The Controller is also responsible for inplenenting the necessary

internal controls procedures to safeguarde corporate assets and

ensure the validity and integrity of the financial data generated

via the informati on system

O Commensurate authority is delegated by the Associate
Commi ssi oner, through the Deputy Associ ate Conm ssi oner.

CGenerally, these responsibilities are discharged through
processes, such as:

I ssui ng accounting policies;

establ i shing systens and procedures;

review ng submtted reports;

coordinating training for Financial Mnagenent Branch staff;
and

overseei ng the assignnment of positions and the sel ection of
personnel for these positions.

o000 O

Al

8. STAFFI NG STRUCTURE OF THE FI NANCI AL MANAGEMENT BRANCH

a. Central Ofice. The headquarters conponent |ocated in
Central Ofice is conprised of a Controller, Deputy Controllers
and a support staff of Accountants and other adm nistrative
personnel .

FMB is primarily responsible for:

provi di ng policy guidance,

mai nt ai ni ng the corporate general |edger, and
preparing the consolidated financial statenents and
statistical reports for internal and external
reporting.

OO On

The headquarter conponent is also conprised of a Central
Accounts Receivable Section (CAR) |ocated at the Federal Medi cal
Center (FMC) in Lexington, Kentucky.

This section includes a Deputy Controller, Accountants and
ot her adm ni strative support staff responsible for FPI’'s
centralized billing and collection efforts.
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b. Field Locations. There is an FPlI Financial Managenent
O fice or Business Ofice |located at each respective Bureau
facility.

o) Each Business Ofice is under the direct supervision of
a Busi ness Manager

o The size of the support staff for each location varies
commensurate wth the workload of the specific factory.

o) At nost |ocations, the staff is conprised of at |east
an Accountant or Accounting Technician, Contracting
O ficer, and warehouse personnel.

0 In addition, civilian staff within the office assign

and supervise inmate clerks. These clerks performboth
clerical and accounting functions within the real mof
i nternal control

The Business Ofice is responsible for the factory’s daily
financial operations. All support docunentation for accounting
transactions of FPI’s production factories and service shops is
mai ntained primarily at the | ocation where the industrial
activities occur (i.e., FCl Tucson, Arizona).

In sone instances, it may be nore economcal or efficient to
mai ntai n these records at a renote | ocation, usually another FP
Busi ness O fice.

In June 2000, FPI inplenented a Systens Application Product
(SAP), commonly referred to as MIlennium as the official record
keepi ng system

0 This systemis an integrated manufacturing and
accounting software package that allows access to al
FPI Business O fice personnel.

The FPI Busi ness Managers and Deputy Controllers are the
prof essional s responsible for financial matters and the financi al
i nplications of proposed courses of action.

In this capacity, they advise operating managenent officials on
cash availability, accuracy of cost allocations, and other
related financial matters. This advice is designed to avoid
conplications and hel p apply efficient managenent and operating
t echni ques.
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The Superintendent of Industries (SO) is also responsible for
Business O fice activities as part of his or her overal
responsibility at FPI field |ocations. Those responsibilities
i ncl ude periodic performance eval uati ons of the Business Manager,
with input fromthe Controller.

9. SPECI FI C TRANSACTI ONS REQUI RI NG CONTROLLER S APPROVAL

a. Authorization and term nation of designated certifying
officers at Central Ofice and sub-certifying officers at field
| ocati ons.

b. General concurrence with selection of all non-del egated
Fi nanci al Managenent Branch positions at the field |l evel as well
as Central Ofice staff.

c. Control of vocational training and Central Ofice
Adm ni stration expenditures within the paraneters established by
Congr essi onal annual appropriation |egislation.

d. Control of Central Ofice expenditures for machinery and
equi pnent itens, approval of special authorizations ($5,000 or
nore per line item for acquiring non-production type equi pnment
and providing quarterly reports on the status of planned
machi nery and equi pnent acqui sitions.

e. Approval of factory Board of Survey valuation of surplus
property acquisitions involving line itens valued in excess of
$5, 000.

10. FI NANCI NG FPI OPERATIONS. FPI operations are financed by
the sale of its manufactured products rather than allocations
from appropriated funds.

O Wile FPI's budget process is used to estinmate sal es vol une
and related costs for the year, it does not control
procurenent action to the sane extent as operating budgets
control Congressional allocations.

FPI's pre-validation process for procurenent action is concerned
with the availability of a sales order rather than fund

all ocation. Sales generate the funds required to pay for
operating costs and expenses.

O There are exceptions. Vocational training expenditures and
adm ni strative expenses for Central Ofice activities are
limted by Congressional appropriation |anguage. FP
establishes its own limtations, frequently based on
Congr essi onal mandates, in such areas as travel expenses,
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nmeritorious pay for Bureau i nmates, and nmaj or equi pnent and
facility expenditures. Pre-validation procedures are
required for expenditures in these areas.

Wil e pre-validation procedures are not generally appropriate for
UNI COR financial activities, effective control of FPI’'s cash

bal ances is a necessity. Since FPI is required to be self-
supporting, sophisticated plans are devel oped to ensure that
production activity generates sufficient cash to neet operating
needs.

O Vendor invoices should be paid pronptly, but consistent with
current Federal cash managenent policies;

O Good relations nmust be maintained with desired sources of
suppl y;

O Adequate facilities and equi pnent nust be avail abl e;

O Payrolls nust be paid pronptly; and

O Sufficient quantities or raw materials nmust be on hand to

keep production |ines operating.

Al'l nonetary receipts of UNICOR factories are deposited to a
Corporation account with the U S. Treasury and are subject to use
by corporate entities in accordance with |laws generally
appl i cabl e to Governnent agenci es.

There is only one account for the Corporation. Deposits and

di sbursenents are identified by two separate Treasury accounting
station codes. Monthly deposits and di sbursenents are subject to
reconciliation with the Treasury. In addition the UNI COR cash
account balance with Treasury is subject to nonthly
reconciliation. Cash availability for a UNNCOR | ocation is
controlled at the Central Ofice |evel

11. BUDGET PROCESS. UNI COR s budget activity is an annual
process to project corporate expectations. The process is not
designed as a basis for obtaining funds as with nost Gover nnment
agenci es.

O The process does provide a basis for controls, coordination,
communi cation and notivation, features of any effective
budget process.

O Each factory and nmanagenent unit identifies its objectives
and projected financial activity which is incorporated into
corporate goals and objectives and financial projections.

O Mnor appropriation controls are established for corporate

adm ni strative expenses, vocational training expenditures,
and nerit pay.
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The remai ning financial projections are related to production
esti mat es.

12. PAYROLL FUNCTION. The payroll function for UNNCOR i s
segregated into two categories, civilian payroll and innate
payrol | .

a. GCuvilian Payroll. GCvilian payroll is processed entirely
by the National Finance Center (NFC) at the Departnent of
Agricul ture based upon information given themby UNICOR s tine
and attendance cl erks.

Bi - weekly, NFC provides UNI COR enpl oyees w th earnings
statenments and support docunentation for each payroll and the
Departnent of Justice (DQJ) provides the Accounting Station
Posti ng Medi a( ASPM .

Thi s docunentation supports the actual paynments produced by
Treasury per the NFC payroll. The ASPMis the docunment which
provi des the payroll information for UNICOR s official set of
accounting records.

b. Inmate Payroll. |Inmate payroll is prepared wthin each
| ocation's Business Ofice. Pay for inmates working within the
i ndustries are based on their experience and |longevity within
UNI COR institutions.

13. REPORTS. The UNI COR accounting systemis designed to enable
the pronpt preparation of all needed financial reports. UN COR
reports disclose significant financial facts about UN COR
operations and activities clearly. They are prepared and issued
as often as necessary to be of maxi num use to managenent
officials and to neet prescribed external requirenents. Both
external and internal reports are prepared fromthe sanme source
data and shoul d be in agreenent.

External reports are designed to neet the requirenents of control
agencies, including requirenents for audited financial statenents
consolidated at the Departnent |evel as required by the Chief
Financial Oficers Act of 1990 (CFO. Internal reports are
designed to neet the needs of UNICOR s managenent. The Reports

i ncl ude:

@ Bal ance Sheet - statenents of assets and liabilities and
O Incone and Expense - statenents concerning the results of
operations at the Program | evel.
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a. Type and Content of Reports. The follow ng discussion
addresses the major categories of UNI COR accounting reports.

(1) Financial Position (Balance Sheet). The Central Ofice
prepares statenments of assets and liabilities relating to
Busi ness Areas (representing Program Areas) for their activities.
Such statenents shoul d di scl ose:

o) the maj or categories of assets,

o) t he anmount and nature of significant contingent
liabilities, and

o such explanatory information on the assets and

liabilities as is necessary to disclose the
reporting area’s financial position fully and
clearly.

(2) Results of Operation. Applicable costs incurred to
produce revenues fromsales of materials or services is conpared
or matched wth the anount of such revenues to prepare financial
reports on revenue-produci ng operations.

0 The difference between revenues and applicable
costs and expenses represents the financial
results of these operations as neasured by the
i ncrease or decrease in the net assets of each
factory or activity down to the factory |evel.

(3) Sources and Application of Funds. Annual corporate
statenments of financial position and results of operations the
FMB prepares are acconpani ed by statenents of sources and
application of funds. Al significant itenms nust be shown
separately, as either a source or application of funds.

(4) Treasury Reports. The FMB prepares reports and
information relating to financial condition and operations as
requi red by the Departnent of Treasury. UN COR accounts relating
to cash and other financial transactions are maintained in such a
manner to facilitate the reports’ pronpt and accurate
preparation.

(5 Oher. Each UNICOR field |ocation enters the financi al
and costing data at the transaction | evel and naintains al
supporting docunentation for the financial statenments. UN COR s
aut omat ed system provi des reports by which program managenent may
anal yze production activity.
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b. Reports to O her Federal Agencies. The FMB conpiles
additional periodic reports to submt to the Ofice of Managenent
and Budget (OWVB). Annual reports are provided concerning:

anal ysis of other incone,

m scel | aneous sal es,

ot her expense,

use and di sposal of excess and surplus property,
real property,

nmot or vehi cl e,

postal vol une,

i nmate industrial pay, and

sundry assets.

00000 OO OO

Annual operating plans are submtted to the Bureau and DQJ.

14. UNICOR S ACCOUNTI NG SYSTEM UNI COR s Accounting Systemis
designed to neet the requirenents of the Budget and Accounting
Procedures Act of 1950 as well as the accounting principles,
standards, and all other prescribed requirenents set forth by DQJ
and the Conptroller General. The UNI COR system features accrual
basi s and cost accounting net hodol ogy.

Sal es are accounted for when invoiced. Material and | abor costs
and nmaj or expense itens are charged to operati ons when used

rat her than when obligated, received, or paid. Raw materials are
recorded as an asset when received with an offsetting liability
est abl i shed pendi ng paynent.

Maj or expense itens that are paid for, but not used at the end of
an accounting period, are reported as prepaid expenses. Mjor
expense itens that are used, but not paid for at the end of an
accounting period, are reported as an accrued liability.

Property itens are recorded as assets when received, and the
costs of such itenms are charged to operations through periodic
depreciation or anortization entries.

Ef fective property and inventory controls are essential elenents
of the UNI COR accounting systens. Property responsibility
assignnments are enforced and effective maintenance prograns are
required. Inventory stock |evels are established and used in the
procurenent process. Periodic physical inventories provide data
on the effectiveness of procedures and internal controls.

UNI COR s cost accounting system provi des for anal ysis and
eval uation of each production job or process. Cost variances can
be pronptly and specifically identified.
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When custonmer orders are received, estinmates are revised or cost
| evel s based on prior experience standards are used to establish
cost and quantity expectations.

O A production order with control nunber identification
initiates the production cycle.

O Material and activity cost are charged to production orders
when placed in production and transferred to finished goods
when the production cycle is conpleted.

O

Upon the sale of itens produced, the applicable asset val ue
in finished goods inventory is charged as the cost of goods
sold to be applied against the dollar value of the sale.

Each production effort’s actual cost is conpared with the

predeterm ned estimate or expectation. Analysis and eval uation

of any significant deviations fromprior estimates discloses

production efficiencies or deficiencies, effectiveness of

controls, and profitability of the work effort.

O As a result, personnel evaluations can be nade, production
i nprovenents recommended, or decisions nmade to enphasi ze or
de- enphasi ze further involvenent with a specific product.

O

The tie-in of cost data with the financial accounting data
provi des an additional internal control feature.

15. ACCOUNTI NG FUNCTI ONS. Sound financial planning and
execution in UNICOR is acconplished through the accounting and
internal control system The purposes of the accounting system
and internal control procedures are as foll ows:

a. Accounting. UN COR s accounting system provi des essenti al
and reliable information on assets, liabilities, disbursenents,
revenues, costs, and expenses. The accounting system provides
for identifying classifying, recording, controlling, summarizing,
reporting, analyzing, and interpreting financial data. The
systemis a managenent tool designed to:

show the cost of producing each job or process;

eval uate performance on each job or process by
conparing actual cost with pre-determ ned esti nates;
provi de a basis for financial and production planning;
show the status of financial condition and results of
oper ati ons;

saf eguard public funds and ot her resources; and

ensure conpliance with applicable | aws and regul ati ons.

OO o\ O

OO
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b. Internal Control. UNICOR s internal control system

conprises the plan of organization and coordi nated net hods
adopt ed to:

saf eguard assets,

check the accuracy and reliability of accounting data,
pronote efficiency and econony of operations, and
encour age adherence to prescribed managerial policies.

leNeNe Yo

UNICOR s internal control system enconpasses:

internal adm nistrative control

i nternal accounting control; and

i nternal checks (accounting procedures or statistical,
physi cal, or other controls which safeguard assets

agai nst waste, loss, fraud or other inproper or
unwar r ant ed use).

OO On

16. OBJECTI VES OF THE UNI COR ACCOUNTI NG SYSTEM  UNI COR s
accounting systemis designed to neet all internal needs for cost
and other financial data for planning, progranm ng, budgeting,

controlling, and reporting of UNI COR operations. The follow ng
specific areas are covered:

obl i gati ons,
liabilities,
expendi t ur es,
costs, and
revenues.

o000 OO

a. Accurate and reliable bases for devel opi ng and reporting
costs of performance by:

organi zati onal unit,
j ob or process, and
program structure.

OO On

b. Flexibility in accommbdati ng new and revi sed program
structures to support progranmmati c managenent.

c. Full and pronpt disclosure of the financial condition and
results of operation and support of each major program or
activity through reports based on an orderly system of

controlling and recording financial transactions on an accrual
basi s.

d. Production of adequate and tinely financial reports and
related information to neet the needs and objectives of internal
managenent and to conply with external requirenents, including
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the furnishing of financial data as required by statutory and
ot her law, Congress, or congressional conmttees.

e. Producing reliable financial and cost data to be used for:

o} preparation and support of UN COR s budgets,

o} controlling the execution and adm nistration of those
budgets, and

o} reporting to the Bureau, DQJ, and others as required.

f. Developing cost data for use in measuring results of
operations and performance of assigned functions.

g. Suitable integration of UNI COR accounting with Bureau and
DQJ accounti ng.

17. | MPROVEMENTS AND UPDATI NG The UNI COR accounting systemis
revi ewed continuously and revi sed as necessary to ensure maxi num
ef fectiveness and useful ness to managenent. Oficials of al
organi zational entities are expected to propose changes to

i nprove and update the accounting systenms. Such proposals should
be directed to the Controller.

Aut omat ed systens and cross-servicing wth other governnent
agenci es are consi dered whenever feasible and econom cal.

Applications for automati on are devel oped and/or purchased with
due consideration for both potential cost savings and increased
efficiency. Corporate Managenent and the Board of Directors
revi ew such applications.

18. BASI C ACCOUNTI NG APPLI CATI ONS. This section details the
general application of the UNI COR accounting system

a. Business Ofice Locations. UN COR s Business Ofices
conduct operations which are responsi ble for recording/posting
and reporting financial data as related to that |ocation. There
is a Business Manager or Plant Controller, including Central
Ofice, for each office who fulfills this function

b. Accounting Mechanism Financial and costing information is
captured at each Business Ofice and the Central Ofice through
posting at the transaction level to an autonated financi al
system Utimately, each transaction is recorded and cl assified
in UNNCOR s Chart of Accounts.
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c. Processing Cycle. The steps involved in the accounting
cycle perfornmed in UNICOR field Business Ofices and in the
Central Ofice Business Ofice are as foll ows:

o) UNI COR s Chart of Accounts conplies with the United
States Standard General Ledger’s requirenents.

o) Responsi bl e UNI COR staff receive or create source
docunents to provide the first record of transactions.

O

Transactions are docunented and entered into a journal
by UNICOR' s autonmated systemon the basis of these
docunents which are referenced to provide an audit
trail and support for the entries entered into the
general | edger.

O

Accrual s and other nonth-end adjusting entries are
prepared and posted to the general |edger.

O

Fi nanci al statenents/reports are prepared fromthe
adj usted | edger accounts.

19. OBJECT CLASSI FI CATI ONS.  UNI COR captures cost information by
uni form object classifications as required by OMB Crcul ar A-11.

O The object classifications are based on the nature of the
goods or services as distinguished fromthe purpose for
which such liabilities are incurred.

O Each record is coded with the appropriate general |edger
code, which relates to an object classification
O An object classification report is prepared nmonthly.

Mont hly accruals and adjusting entries conplete the
accounting for object classifications.

20. GENERAL LEDGER ACCOUNTS. The UNI COR accounting systens

mai ntain financial information in specific general | edger
accounts (assets and liability accounts). The general |edger
accounts classify in sunmary for each appropriation all the
accounting transactions of UNI COR and provide a permanent record
of the financial position and results of operations.

The FMB establishes and mai ntai ns general |edger account nunbers.
The accounts are updated each nonth and are nmaintai ned on an
accrual basis.
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21. RELATIONSH P TO THE DEPARTMENT OF AGRI CULTURE PAYROLL

SYSTEM The NFC Payroll System processes the UNICOR civilian
payrol | .

O The general procedure begins when tine and attendance
records going fromUN COR to NFC where all processing
occurs. The results of that processing then returns to
UNI COR and i ncl udes El ectronic Funds Transfer (EFT) and the

necessary data for accruals, disbursenent, and managenent
revi ew

O This occurs each pay period.

The manual interface of payroll input into the UNICOR accounting
systemis provided via the Accounting Station Posting Mdia
(ASPM report which is generated fromDQ)' s reporting system
Field Business Ofices and the Central Ofice prepare entries to
enter the payroll data into the UNI COR accounting system based
upon:

obj ect classification,
nature of transactions,
accounting period, and
met hod of paynent fromthe ASPM

o000 O

The ASPM provides a tinely mechanismto verify that all civilian
payrol |l transacti ons have been recorded accurately and reported.

22. PERSONNEL LEADERSH P AND TRAI NI NG UNI COR requires and
demands positive dynam c | eaders and qualified personnel for its
financi al managenent system Responsible staff are expected to:

O chal l enge existing procedures;

O precisely identify nanagement needs and establish
priorities;

O plan and schedule programactivity in substantive detail;

O train and notivate all personnel;

O direct the actions of subordinate staff effectively;

O provide adequate resources; and

O coordinate financial activity with the production effort

effectively.

Fi nanci al staff training and devel opnent features accrual, cost,
and Automatic Data Processing techniques. Organized training in
these fields provides an understandi ng of current concepts,
processes and problens, and the nore skillful and econom c
application of nodern practices.
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Training activities are not limted to financial managenent

t echni ques per se, but also include efforts to convey to
operating officials the financial service avail able under the
integrated systens and how to use those techniques efficiently.

Fi nanci al managenent training opportunities are affected by the
use and availability of Governnment-wide training facilities, DQJ
facilities, and UNTCOR s own training facilities.

23. RELATIONSH P TO OTHER SYSTEMS. I nmate activity is
integrated with the Bureau's SENTRY systemas a feature of inmate
control. UNICOR s inmate payroll systemis integrated with the
Bureau's Inmate Trust fund activity. Because financial and cost
accounti ng have been devel oped as a single system field
personnel nust ensure that accurate cost data is entered into the
financial accounting system

24. COMMON CONTROL TECHNI QUES. The follow ng control techniques
are common to any effective internal control systemand nust be a
part of all UNICOR internal control systens:

a. Docunentation. Internal control procedures, policies,
authorities, and responsibilities nmust be clearly and adequately
docunented. Once docunented, they should be available to
personnel involved in their execution. Docunentation usually
takes the form of operations manuals and organi zation charts
whi ch descri be and depict the roles and responsibilities of al
i ndi vi dual s engaged in the control system

Proper docunentation provi de assurance that the nethod of, and
responsibility for, the follow ng procedures is comuni cated
clearly and used as a valuable tool in training new enpl oyees.

Ef f ecti ve docunentation nust include a process for incorporating
system changes and communi cating those changes to user personnel.
The process nust include managenent approval of all system
changes.

b. Oganizational Structure. Segregation of duties is
acconpl i shed through well docunented and communi cat ed
organi zational structures. Cearly established |ines of
authority and responsibilities should be provided for each
operating activity (i.e., UNICOR corporate, programand field
| ocation program entity).

Posi tion descriptions nmust be designed to define those
authorities and responsibilities clearly. Assigned authorities
and responsibilities should include requirenents for conplying
wi th UNI COR regul ati ons and policies and should establish the
basic requirements for acceptable performance. The planned
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process for evaluating the performance quality should be
described effectively in position descriptions.

To provide an effective internal control system the
organi zati onal structure nust be designed to keep personnel from
t aki ng advantage of their assigned responsibilities and
authority.

o} Control and granting of transaction perm ssions within
FPI's automated system nmust be conpatible with sound
internal control principles.

O

No individual or small group of individuals should be
in a position to control all aspects of a transaction.

Responsibilities should be segregated and tasks so structured
t hat one individual or group of individuals does not performnore
t han one "key" processing function or activity such as
aut hori zi ng, approving, certifying, accounting, or disbursing.

Thi s i nvol venent of various know edgeabl e individuals in
processing transactions is essential to ensure the systems
integrity and reliability.

o Staff assigning the perm ssions within the autonmated
system nmust mai ntain docunentation supporting these
perm ssi ons.

c. Qualified Continuous Supervision. Qualified and conti nuous
supervision is essential to an effective system of internal
accounting and admnistrative control. Strict adherence to
establ i shed procedures is necessary to ensure agency managenent
that desired internal control procedures are being applied to
saf eguard the agency’ s resources.

d. Conpetent Personnel. Personnel should be conpetent, by
education, training, and experience, to execute the control
responsi bility which they have been given. Unless personnel are
technically qualified to execute the responsibilities of their
positions in accordance with agency qualification standards,
agency heads cannot expect the effective execution of control
policies and procedures.

25. PLANNI NG An agency's planning process should provide an
effective internal control elenent. Goals and objectives which
are well defined establish the paranmeters w thin which agency
personnel nust operate and include clearly identifiable and
measur abl e performance expectations for eval uati on purposes.
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In addition, cash projections, inventory stock |evel

requirenents, facility and personnel projections, and sal es order
pl anni ng provide a basis for evaluating the effectiveness of
internal controls in those areas.

O It is essential that plans challenge operating personnel
effectively without being unrealistic or unreasonabl e.

O The planning process nust include requirenents for
managenent review and eval uati on of acconplishnments in
relation to expectations.

Such anal ytical reviews should |l ead to recomendati ons for
corrective action and followup to ensure responsiveness and to
prevent recurrence of any noted deficiencies.

UNI COR pl anni ng nust be so devised that actual operating results
can be neasured agai nst predeterm ned expectati ons.

O Analysis and eval uation of resultant deviations may discl ose
breakdowns within the internal control system Such
devi ati ons nust be investigated and breakdowns corrected as
necessary in a tinely fashion.

O

Ef fecti ve manageri al reactions depend upon sophi sticated
devel opnent of neaningful and realistic expectations.

26. PRESERVATI ON AND SAFEKEEPI NG OF PROPERTY AND RECORDS
Pol i ci es and procedures nust be devel oped and i nplenented to
prevent theft and | oss or m suse of Governnent property and
records. Cenerally, procedures should include physical security
of accounting records, negotiable instrunents or securities, and
ot her agency assets.

O Procedures will be enployed to ensure that appropriate
record keepi ng and adequate retention procedures exist and
are followed for both paper and el ectronic records.

27. SYSTEM ZED FI NANCI AL AND COST ACCOUNTI NG.  Fi nanci al

and cost accounting systens design includes requirenents for
adequate control over assets, liabilities, revenues, costs, and
expenses. The design nust be predicated upon accrual basis
accounting with revenues, costs, and expenses charged to peri ods
of usage, such as the cost of capital assets allocated to periods
during which their use produces revenues.

Properly conpleted forns, reports, and anal yses of the cost
accounting system provide an additional internal control feature
in that operating results are further sunmari zed by specific jobs
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or processes. Pre-determ ned standards are established for each
j ob or process and nust be conpared subsequently w th actual
costs upon conpletion. Such conparisons will disclose variances.

Anal ysi s and eval uation of significant variances should identify
the causes of any breakdown in internal controls. Cost
accounting provides the detailed information for this purpose.
Corrective action can then be taken to prevent recurrence.

Audit trails are essential to good systemdesign. Entries for
all transactions should be traceable fromthe originating
docunent to financial report data. Simlarly, total anounts in
financial reports should be traceabl e back through the General
Ledger accounts and original entry of source docunents.

28. FI NANCI AL AND COST REPORTS. Periodic financial and cost
reports shoul d provide supervisors and operating managers with
data that can be used to evaluate the internal control system
The dol |l ar anmpbunts in cost variance accounts are indicators of
t he degree of breakdown in planning, assenbly of costs, or
managenent efficiency. Inventory wite-offs provide indicators
of the degree of breakdown in inventory controls.

Accuracy is essential in all these reports, and top managenent
officials nust ensure that the data received can be and is used
to evaluate the internal control system

O Managenent officials should review report format design
periodically to ensure that reports neet managenent needs
and obsol ete reports are elim nated.

29. QUALITY ASSURANCE. Quality Assurance prograns shoul d be
designed to identify deficiencies in materials received or
deficiencies occurring in the production process.

O Appropriate recommendations will be nade for correcting
production deficiencies and preventing their recurrence.

Faulty materials fromsuppliers should be rejected and returned
pronptly. Each |ocation superintendent nust establish an
effective quality assurance programand continually review its
operational effectiveness as referenced in the Program Statenent
on Quality Assurance.

30. I NTERNAL AUDI T AND MANAGEMENT REVI EW PROGRAMS.  Conti nhuous
nmonitoring of policies, procedures, and practices related to
production, fiscal, and accounting activities through internal
audit and nmanagenent reviews is essential to an effective
internal control system
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O

When appropriate, reviews should include exam ning and
testing of transactions. Follow up procedures shoul d exi st
to ensure conpliance with audit and managenent review
reconmendat i ons.

O

Tinmely corrective action is essential to an effective
internal control system

31. UNI COR | NTERNAL CONTROL SYSTEM UNI COR s system of interna
control is designed to include the common control techniques

not ed above. Since UNICOR industrial activities are so

vari ed, each |ocation nust devise its own system of internal
control incorporating to the extent possible the follow ng common
control techniques:

a. Docunent Control. An effective internal control system
nmust include effective procedures for docunent control throughout
the origination devel opnent, approval, review and recording
process. Docunent control includes:

accuracy of figures,
prevention of oversights, and
an assurance of propriety of all actions being taken.

OO On

The principle of double check of all work acconplishnments nust
be used to the fullest extent possible.

b. Segregation of Duties. Organizational structures nust be
designed so that no individual is in a position to control al
aspects of a transaction. For exanple:

o Accounts recei vabl e personnel should not be involved in
the recei pt of cash itens.

o Procurenment personnel should not be involved in the
di sbursenent or receiving process.

o) Producti on personnel should not participate in
inventory storage or issue activity.

o) Recei vi ng personnel activities should be separated from
t he procurenent function, stock control record keeping,
and recei pt of supplier invoices.

o Accounts recei vabl e personnel should not have an

authority to wite-off accounts receivabl e.
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o) Stock record personnel should not have an authority to
adj ust inventory records w thout supervisor approved
docunent ati on.

0 Physi cal inventories should not be taken by personnel
who are imredi ately responsi ble for physical or record
keepi ng control of the inventory. However, when
necessary, know edgeabl e personnel may be used to
identify inventory itens.

o | nmat e-t o-i nmat e handli ng of accounting docunents

shoul d be avoided if at all possible.

Segregation of duties anong avail abl e personnel is designed to
provide integrity and reliability of results in processing UN COR
transacti ons.

c. Cassification of Transactions. Cassification of
transactions as to accounting code and object class nust be noted
on all procurenent docunents in accordance with an established
chart of accounts. The originator of the transaction makes the
annotations. Accounting personnel then review and verify such
annot at i ons.

The established chart of accounts nust be designed to neet
managenent needs for information and be wel | -communi cated anong
oper ati onal personnel to ensure consistency in the classification
of transactions.

d. Journal Entries. Standard journal entries are conpiled
automatically fromtransaction | evel entries and manual | ournal
entries are prepared by |ocal accounting personnel. Business
Managers nust review the results of these entries and nake
corrections, if required.

e. Reconciliation of Subsidiary Records. A process of
periodic reconciliation of control accounts or financial records
w th docunents or other support records produced externally to
t he autonated system nmust be included as part of UNICOR s
internal control system The follow ng are exanples of the type
of reconciliations that should be nade:

o) Accounting personnel are responsible for nonthly
reconciliation of cash and OPAC transactions in the
general |edger with the nonthly Statenent of
Transactions (SF-224).



PS 8510. 02

1/ 21/ 2003
Page 21
o) Accounting personnel nmust nake postings to general
| edger accounts after a double check of anmounts agai nst
two or nore sources, if possible.
0 Accounting personnel mnust review posted inventory

anounts and values daily for accuracy. Test counts are
performed periodically, docunented, and conpared with
i nventory records.

f. Undistributed Expenses. Procedures nust be established for
the accunul ation of tenporarily undistributed expenditures and a
process devel oped for tinmely and fair distribution of those
expenditures to appropriate prograns, functions, or activities.

For exanple, the SO’'s salary can rarely be assigned to a
specific job or process. Therefore, that salary along wth other
itens is initially recorded as an undi stri buted expense.

Accunul ated totals of such expenditures are then distributed
nmonthly on a predeterm ned allocation fornmula to operating
activities.

g. Financial and Cost Statenents. Accurate and neani ngf ul
financial and cost statenents and reports nust be supplied
periodically and be responsive to nanagenent needs. All reports
and financial statenents nust be exam ned, and initialed by the
Account ant and signed by both the SO and the Busi ness Manager,
or designee.

0 Requi renents nust be established for using these
statenents and reports effectively and UN COR
supervi sors nust ensure that staff conply with such
requirenents.

h. Estimates or Standard Cost Conparisons. UN COR nanagers
must make tinely and periodic conparisons of estimates or
standard costs with actual expenditures to:

identify variances,

anal yze and eval uate those variances for internal
control breakdowns, and

identify the causes of those breakdowns and recommend
and i nplement corrective action as appropriate foll ow

up.

o\ O

Reconmended corrective action nmust be a part of each UN COR
| ocation's internal control systens.
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32. SPECI FI C CONTROL REQUI REMENTS. The foll ow ng represent
specific control requirenents for identified segnents of
accounting and procurenent activity:

a. Cash Receipts. Controls include requirenents for safe-
keeping facilities that will prevent unauthorized access to cash
itens and ot her cash control docunments received or on hand.
Procedures should ensure that staff processing incomng mail are
not involved with the recording or deposit of cash itens.

o} Pronpt recording by accounting personnel and deposit of
cash itens by the accounts receivabl e manager shoul d be
ensur ed.

O

Procedures nust be established to ensure proper
recordi ng and docunentation of all transactions
involving billings. The accounts receivabl e manager
must ensure that the billing has been properly signed
and recorded, and that all charge-backs are pronptly
i nvestigated and resol ved.

b. Cash Disbursenents. Controls include identifying the
speci fic docunents required to support each di sbursenent action
i ncludi ng the procurenent actions |eading to the cash
di sbur senent.

o} Accounting personnel should verify the transactions
i nvol ved in the disbursenent action are proper.

o} Accountants shoul d revi ew and approve voucher schedul es
and support docunents for accuracy, adequacy of
docunent support, and propriety of paynent.

The sub-certifying officer(s) are responsible for final review
of all vouchers prior to certification. UNICOR wll not adopt a
statistical sanpling nethod of review due to the | ow vol une of
vouchers processed at each location. Post paynent sanpling of
pai d vouchers is required of UNICOR s managenent and by internal
programrevi ew staff.

c. Accounts Receivable. Accounts receivable staff nust ensure
that all receivables are recorded accurately and pronptly. Such
recordi ngs shoul d be based upon pre-established docunentary
support such as shipping transactions and sal es invoi ces.

0 Fi nance staff nust ensure that all receipt recordings
have adequate support docunentation and all receipt
devi ati ons from anount set-up are reconciled and
adj usted satisfactorily.
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Accounts receivable staff should provide periodic
reports of aged receivables and ensure that tinely
collection activity has been taken. Specific
col l ection problens should be noted in the report.

Accounts receivable staff and, when necessary, Business
Managers, SO's, and Program Managers shoul d review the
aged receivables report, the collection action taken,
and provide recommendations to solve noted collection
pr obl ens.

Accounts Receivable staff should process wite-offs,
conversions, and settlenents or forgiveness of
recei vabl es subject to del egated approval .

| nvoi ci ng staff nust ensure that all electronic
billings, including charge-backs, are recorded and
docunent ed properly.

Accounts receivable staff nust ensure that al
electronic billings that are paid during a billing
cycle are recorded clearly as paid for the nonth’'s
busi ness in which they are acconpli shed.

Accounts receivable staff nust ensure that pronpt
billings occur when a shipnment is made.

tal Assets and Materials I nventories

The FMB shoul d provide instructions that distinguish
bet ween a capital asset and operating expenditures for
accounti ng purposes.

SO s should ensure that only authorized and needed
property is ordered.

Accounting personnel should ensure that all receipts of
property are tinmely and recorded accurately. Such
recordi ngs shoul d be based upon pre-established
docunent support requirenents and adequate control
identification and responsibility assignnent.

Accounting personnel nmust ensure the detail ed nmaster
asset records are maintained for individual capital
assets. These records nust be conpared periodically
and reconcil ed to physical inventory.
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O

Busi ness Managers nust ensure that periodic physical
inventories are performed to verify the existence and
condition of property and inventories. The physical
count nust be perfornmed by UNI COR personnel who are not
i nvolved in the record keeping, physical control, or
managenent of the property or inventory. These counts
must be tinely, accurate, and conpl ete.

O

The Busi ness Manager nust ensure that the accounting
records are adjusted to conformwith the results of the
physi cal inventories.

O

SO's and Branch Managers nust ensure physical security
measures are commensurate wth the size, type, and
val ue of property.

O

Busi ness Managers nust ensure the tinely reporting of
all issues, transfers, retirements, |osses, and ot her
vari ances.

O

The war ehouse person nust inspect all goods received
and report the receipt in the automated system A
qual ity assurance enployee is responsible for formally
i nspecting the goods received noting his or her
findings on the material receipt docunent.

e. Payabl es

(1) Accounting personnel nust ensure that all payables and
ot her cl ai ns agai nst the Governnent are recorded pronptly and
accurately. Pronpt recording is based upon effective
i npl ementation of UNICOR s accrual accounting system

o Liabilities are established when goods or services
are recei ved whet her acconpani ed by an invoice.

Whil e inmate payrolls do not becone a part of the accounting
records until nonth-end, they are considered to be encunbrances
if all anmounts owi ng whether or not paid are recorded at that
time. Simlarly, utility bills, civilian payroll accruals
conpensation, etc. are limted to nonth-end recording to
facilitate the recording process while assuring that all existent
payabl es are recorded for financial statenent presentation
pur poses.

(2) Accounting personnel nmust ensure that recorded payabl es
have necessary support docunentation (i.e. requests for
pur chases, purchase orders, material docunents, and invoices.)
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(3) Accounting personnel must ensure that all payables are
i qui dated pronptly assuring that cash discount terns are net and
di scounts taken or justification for not taking discounts is
effectively annotated on payabl e docunents.

f. Fi ni shed Goods

(1) A quality assurance enpl oyee nust ensure the quality of
goods are mai ntained during the production process.

(2) Factory Managers have the primary responsibility for
controlling finished goods. They nust process transactions
nmovi ng goods from production to finished goods inventory
pronptly. Generally, the Factory Manager is responsible for
communi cating when an order is ready to ship.

However, there are instances when the Factory Manager is not
in a position to advise whether a shipnent should be nade:

itens are produced for stock;
the contract with the custonmer requires that
shi pnments be nmade in large quantities.

OO

Then, the responsibility for directing a shipnment is placed
on the | ocal enployee having know edge when the shipnent should
be made (i.e., Business Manager or Shipping Supervisor.)

(3) Products nust be packed properly to avoid shi pping
damage. Instruction | abels should be attached advising the need
for pronpt inspection, handling of noted damnage or product
defects, and identification of the unit responsible for paynent.

(4) The shipping supervisor processes shipping transactions
and accounts receivable staff nust review themdaily for
i nvoi ci ng.

33. PAYROLL

a. Superintendents nmust have the authority to reconmmend
appoi ntnents, changes, or termnation of factory personnel
including inmate | aborers. Requirenents shoul d be established
for the docunentation required to support recomendations for
personnel actions.

b. Business Managers nust ensure that all conpensation of
enpl oyees conplies with current statutory, regulatory, or agency
[imtations.
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c. Departnent forenen, managers, and tinekeepers nust
ensure tinmely, accurate, and conpl ete attendance reporting.

d. Wen the payroll process is conpleted, the Superintendent
or Acting Superintendent will sign the inmate payroll docunent.
This task cannot be del egat ed.

34. TRAVEL

a. An accountant's review of travel vouchers and certification
of travel vouchers by certifying officers nmust be designed to
ensure conpliance with the Governnent Travel Regul ations. The
Bureau’ s Rel ocation Section processes all permanent change of
duty station vouchers.

b. Financial Mnagers nust ensure that controls are
establ i shed and observed for issuing, recording, verifying,
processi ng, reconciling, accounting for, and reporting
obl i gations, expenditures, and di sbursenents for travel and
transportation.

35. RESPONSI BI LI TI ES, COORDI NATI ON AND | NTERNAL CONTROLS.

Cor porate, branch, programand site |ocati on managenent are
responsi bl e for providing an effective internal control system

Fi nanci al Managers must ensure that the internal control system
functions effectively in financial areas. Records and procedures
must be reviewed periodically for accuracy and for conpliance

wi th UNI COR gui del i nes.

Factory Managers must ensure that accurate and reliable operating
data is reported on a tinely basis and that factory personnel

i nplenment all internal control features related to factory
operations effectively.

The SO s are responsible for internal controls at their |ocations
and for coordinati on between the factories and the Busi ness
Ofice to ensure tineliness of data fl ow and communi cati ons.

36. AUDIT PROGRAM It is Bureau policy to maintain a review
program that provi des nmanagenent at all |levels with information
to help achieve efficient adm nistration and operations control.

This programis concerned with all phases of financial,
operational, and programactivities in UNICOR rather than being
limted to financial matters. A brief commentary concerning
audit activity as related to internal control foll ows:
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a. External Audits. The OVB, through the DQJ, oversees audits
of UNICOR s financial statenents, as directed in the Chief
Financial Oficers Act of 1990. These reviews are directed in
part to the adequacy of internal controls. Their appraisal and
associ ated recommendati ons provi de nmeani ngful contributions to
the process of maintaining an effective internal control system

b. Internal Audits. The Bureau s Program Review Di vision
reviews each location cyclically and concentrates on policy
conpl i ance.

c. Operating Managenent's Review Program QOperating
managenent has a responsibility to review its areas of
responsibility continually to ensure conpliance with UN COR
operating procedures. They will evaluate the efficiency and
ef fecti veness of operations in neeting stated goals and
obj ectives, and ensure the validity and meani ngf ul ness of
financial and production reports.

0 Revi ew of program activities (i.e. field, program or
corporate) includes evaluating all personnel
acconpl i shnent .

37. EVALUATI ON AND | MPROVEMENT OF | NTERNAL CONTROL SYSTEMS
OMB Circular No. A-123, establishes standards for internal
controls and directs each agency to review and update its
internal control system on an ongoi ng basis. Congress requires
each agency head to report to the President annually on these
control s.

Theref ore, Corporate managenent nust nethodically:
o} assess its vulnerability to fraud, waste, and abuse in

each program and adm nistrative area within each
or gani zati onal conponent and

O

identify the controls deened nost vul nerable and ensure
that such controls are effectively neeting their
desired function.

OMB has published applicable guidelines for control elenents that
must be included in any Governnmental Accounting system
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Specific indications of inproprieties or allegations within
UNICOR are referred to the Ofice of Internal Affairs, Bureau of
Prisons, for investigation. Such information should be relayed
to that office with any evidence of waste, fraud, or abuse duly
not ed and made avail abl e.

/sl
Kat hl een Hawk Sawyer
Director



