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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2003

FINDING COVERING MORE THAN ONE FEDERAL AGENCY

FINDING NUMBER: 03-01
STATE/EDUCATIONAL AGENCY: All State Agencies
CFDA NUMBER: All Federal Programs
QUESTIONED COSTS: None

REPORTING - On July 1, 2001, the State implemented the Arkansas Administrative Statewide Information System
(AASIS) as the official accounting system for State government. From the early stages of planning, design and
implementation, AASIS was intended to provide for a centralized accounting of all federal awards, including the
necessary program accountability for federal award revenues and expenditures. If AASIS was utilized as planned,
management of the State could produce the Schedule of Expenditures of Federal Awards (the Schedule) and ensure
that the Schedule was based upon information contained within the State's official accounting system. Currently, the
Chief Fiscal Officer of the State does not mandate that Agencies use AASIS as the primary federal award accounting
system to provide for an accounting of federal program revenues and expenditures. As a result, most agencies are
accounting for federal program transactions using various alternative methods. The Schedule is prepared by requiring
each Agency to complete an information data form for each federal award. This information is compiled and the
Schedule is produced. Under this method, federal program expenditures frequently do not reconcile to AASIS and
data on several programs was initially omitted by the Agencies. The failure to maintain an accurate centralized
accounting of federal programs within the State's accounting system could lead to errors and inconsistencies in
federal award financial reporting.

We recommend the Chief Fiscal Officer of the State develop AASIS as the primary federal award accounting system
and ensure that all state Agencies are effectively utilizing AASIS in order to accurately prepare the Schedule of
Expenditures and Federal Awards.

RESPONSE-

AASIS is the primary recording vehicle for federal award accounting. To track and record federal awards, state
agencies are instructed to assign Work Breakdown Structure (WBS) elements to the funds. According to DFA- Policy
and Procedure WBS elements are to be used for all federal grant accounting. DFA is developing a procedure to
insure that all state agencies are effectively utilizing AASIS in order to accurately prepare the Schedule of
Expenditures and Federal Awards.



STATE OF ARKANSAS
CORRECTIVE ACTION PLAN

FOR THE YEAR ENDED JUNE 30, 2003
FINDING COVERING MORE THAN ONE FEDERAL AGENCY

FINDING NUMBER: 03-710-01

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services
CFDA NUMBER: All Federal Programs

QUESTIONED COSTS: None

ACTIVITIES ALLOWED OR UNALLOWED - The cost allocation system used by the Department of Human Services
to allocate expenditures to the various federal programs was not reconciled to the Arkansas Administrative Statewide
Information System (AASIS). This is an internal weakness that could contribute to federal expenditures being
incorrectly reported. Reasonable assurance does not exist to conclude that allowed expenditures were reported to
the correct federal programs.

We recommend the Agency reconcile all expenditures used in the cost allocation system to AASIS, the State’s official
accounting system.

RESPONSE-

DHS will change the method and source for extracting expenditures from the Arkansas Administrative
Statewide Accounting System (AASIS). We will start extracting expenditure data from the Funds
Management (Cash basis) side of AASIS utilizing data from ZWARR_DETAIL table, which will make it
possible to reconcile expenditures used in the Cost Allocation System to AASIS.

The changeover to the new method will be implemented on July 1, 2004. We have selected this date since
this would be the date it will be easiest to ensure we do not allocate the same expense twice.

The total expenditures for the quarter ending September 30, 2004 will be extracted from both sources and
accounting will analyze any differences between the two extracts. We will check and remove any
expenditure from the new method that was expensed in the previous quarter.

Contact Persons:
Jerry Berry, Chief Fiscal Officer

Arkansas Department of Human Services
Division of Administrative Services

P.O. Box 1437 Slot 3440

Little Rock, AR 72203-1437

(501) 682- 8366
jerry.berry@mail.state.ar.us

Richard Wyatt, Chief Information Officer
Arkansas Department of Human Services
Office of Systems and Technology

P.O. Box 1437 Slot N101

Little Rock, AR 72203-1437

(501) 682-2183
richard.wyatt@mail.state.ar.us



STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2003

U.S. DEPARTMENT OF AGRICULTURE

FINDING NUMBER: 03-645-01

STATE/EDUCATIONAL AGENCY: Arkansas Department of Health

CFDA NUMBER: 10.557 — Special Supplemental Nutrition Program for Women,
Infants, and Children

QUESTIONED COSTS: None

ALLOWABLE COSTS/COST PRINCIPLES - The Agency failed to allocate payroll costs using an approved cost
allocation plan. This was the result of the Agency’s inability to interface their current cost allocation system with the
Arkansas Administrative Statewide Information System (AASIS). Failure to allocate costs properly has lead to
inaccurate reporting of grant expenditures to the federal cognizant agency and could result in misuse or
misappropriation of federal monies.

Management should implement procedures to allocate payroll costs to the appropriate grant in accordance with an
approved cost allocation plan.

RESPONSE-

A revised timeline for agency assessment and implementation of corrective action on this item has been established.
The original timeframe for corrective action (based on a similar FY 2002 finding) was far too aggressive given current
administrative resources as well as other day-to-day grants management and agency compliance responsibilities.

Neither the Department of Health nor the U.S. Department of Health and Human Services (HHS) Division of Cost
Allocation in Dallas have been successful in locating a copy of the agency’s prior cost allocation plan. Available
historical and anecdotal documentation of the agency's prior cost allocation processes has been compiled in order to
establish a packet of past practices for review and comment on by an agency internal cost allocation working group.
Health Department finance officials have also requested and received supplemental written guidance from the HHS
Division of Cost Allocation in Dallas and USDA WIC regarding recommended and prescribed methodologies for
designing and implementing cost allocation plans. These documents will be reviewed to determine which
components of our current plan may be updated and improved upon.

Following this review, the internal working group will solicit guidance from additional individuals from various program,
accounting and information technology disciplines for purposes of identifying, evaluating and addressing AASIS
interface concemns. The working group will include, as needed, outside authorities with familiarity in cost allocation
issues. These authorities include, but are not limited to, the Department of Finance and Administration (DF&A) Office
of Accounting, DF&A Office of Intergovernmental Services; the lead agency responsible for the Statewide Central
Service Cost Allocation Plan, the AASIS Support Center, the Department of Information Services, the Department of
Human Services, Office of Managerial Accounting, and potential private independent contractors.

The working group will identify and evaluate all known interface concerns and communicate said concerns to the
HHS Division of Cost Allocation, and will develop a comprehensive plan for modifying and interfacing the current cost
allocation plan with AASIS in careful coordination with the HHS Division of Cost Allocation. The plan will be
thoroughly tested from an information technology standpoint prior to formal deployment.

Health Department Finance officials have contacted their counterparts at the Arkansas Department of Human
Services, as recommended by the Division of Cost Allocation, for purposes of scheduling a review of the progress
they have made in updating and interfacing their plan to work within the AASIS environment. While the DHS cost
allocation model differs from the Health Department’s, there are some anticipated learning opportunities given that
DHS has been actively pursuing the issue of interfacing with AASIS since July of 2001.



STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2003
U.S. DEPARTMENT OF AGRICULTURE (Continued)

FINDING NUMBER: 03-645-02

STATE/EDUCATIONAL AGENCY: Arkansas Department of Health

CFDA NUMBER: 10.557 - Special Supplemental Nutrition Program for Women,
Infants, and Children

QUESTIONED COSTS: $81,000

ACTIVITIES ALLOWED OR UNALLOWED - The test of transfers for the Special Supplemental Nutrition Program for
Women, Infants and Children (WIC) revealed management was not following the federal requirements contained in
Title 7, CFR 246.16(f), which state that funds allocated for food must be expended to purchase supplemental foods
for p articipants or to redeem food instruments for that purpose. F unds allocated for food costs of $81,000 were
transferred from the federal year 2002 food account (FHD8400) to the federal year 2001 Nutrition Services and
Administrative (NSA) account (FHD1200) without meeting the exceptions permissible under the supplement for food
costs converted to NSA costs. The agency's failure to implement program requirements could result in sanctions
taken by the Food and Nutrition Service (FNS).

We recommend management comply with applicable federal program requirements.
RESPONSE-

Management will seek guidance from the U.S. Department of Agriculture regarding any potential liability for funds
transferred inconsistent with prescribed federal requirements, and will research and correct said transfers accordingly
by April 30, 2004. Additionally, management will evaluate and ensure that the Department'’s internal control
environment with respect to transfers from one federal funding period to another is consistent with prescribed federal
requirements.

Specific action includes the development and adoption of formal internal written procedures by April 15, 2004, to
reasonably assure that transfers from one funding period to another are consistent with prescribed federal
requirements. These procedures will be established jointly between the WIC Program Office and Financial
Management, and in coordination with the Health Department’s Office of Internal Audit. Training on these procedures
for key staff, as well as cross training for back-up staff will be completed by April 30, 2004.

Additionally, supervisory review and testing of future transfers will be performed prior to posting of said transfers.



STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2003

U.S. DEPARTMENT OF AGRICULTURE (Continued)

FINDING NUMBER: 03-645-03

STATE/EDUCATIONAL AGENCY: Arkansas Department of Health

CFDA NUMBER: 10.557 — Special Supplemental Nutrition Program for Women,
Infants, and Children

QUESTIONED COSTS: $640,559

PERIOD OF AVAILABILITY OF FEDERAL FUNDS - The test of transfers for the Special Supplemental Nutrition
Program for Women, Infants and Children (WIC) revealed management was not following federal requirements,
which stipulates a set amount of monies be utilized for the spend-forward option. The spend-forward option allows a
state agency to spend Nutrition Services and Administrative (NSA) funds up to an amount equal to one percent of its
total WIC formula grant for NSA costs of the following Federal fiscal year. For the 2003 Federal fiscal year the one
percent (1%) maximum amount allowable for transfer was $131,441, however the agency made two (2) transfers
totaling $772,000 between grant years thereby exceeding the one percent (1%) limit by $640,559. The agency’s
failure to implement program requirements could result in sanctions taken by the Food and Nutrition Service (FNS).

We recommend management comply with federal program requirements.
RESPONSE-

Management will seek guidance from the U.S. Department of Agriculture regarding any potential liability for funds
transferred inconsistent with prescribed federal requirements, and will research and correct said transfers accordingly
by April 30, 2004. Additionally, management will evaluate and ensure that the Department’s internal control
environment with respect to transfers from one federal funding period to another is consistent with prescribed federal
requirements. g

Specific action includes the development and adoption of formal internal written procedures by April 15, 2004, to
reasonably assure that transfers from one funding period to another are consistent with prescribed federal
requirements. These procedures will be established jointly between the WIC Program Office and Financial
Management, and in coordination with the Health Department's Office of Internal Audit. Training on these procedures
for key staff, as well as cross training for back-up staff will be completed by April 30, 2004.

Additionally, supervisory review and testing of future transfers will be performed prior to posting of said transfers.

FINDING NUMBER: 03-645-04

STATE/EDUCATIONAL AGENCY: Arkansas Department of Health

CFDA NUMBER: 10.557 — Special Supplemental Nutrition Program for Women,
Infants, and Children

QUESTIONED COSTS: None

ELIGIBILITY AND SPECIAL TESTS AND PROVISIONS — Management did not follow program guidelines related to
food instrument issuance and safeguarding. Our testing of five (5) of the ninety-four (94) local health units revealed
twelve (12) instances that reflected inadequate intemal controls over food instruments. These conditions indicate a
weakness in the ability to properly safeguard assets, which could lead to the misuse and misappropriation of those
assets,

We recommend management provide appropriate supervision to monitor internal controls concerning inventory
compliance with Federal guidelines and provide additional training to employees at local health units.

RESPONSE-

The WIC Program has initiated a Corrective Action Plan. WIC Central Office staff are currently educating and training
clerical staff in the local health units on the proper procedures for food instrument security and issuance. Training
sessions have been held in Forrest City, Monticello, Newport, and Jonesboro. Approximately 160 clerical staff have
been involved in the training sessions. Additional sessions are scheduled in March 2004 in North Little Rock and
Arkadelphia, with other cites to be determined at a later date.

-6-



STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2003
U.S. DEPARTMENT OF AGRICULTURE (Continued)

FINDING NUMBER: 03-710-02

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services

CFDA NUMBER: 10.551 - Food Stamps
10.561 — State Administrative Matching Grants for Food Stamp
Program
(Food Stamp Cluster)

QUESTIONED COSTS: None

CASH MANAGEMENT - The Agency failed to comply with the CMIA agreement administrative draw procedures
which requires that administrative draws be based on the current quarter's administrative grant divided by the number
of payrolls processed during the period. The first draw of the following quarter is then adjusted to reflect any
increase/decrease that may o ccur in the administrative expenses during the course of o perations of the program
during the quarter. The Agency based federal draws on estimated expenditures from a draw schedule that has not
been updated since fiscal year 2002. In addition, the Agency failed to reconcile the estimated administrative
expenses to the Agency's accounting records and make the necessary adjustments on a quarterly basis as required
by the CMIA agreement.

We recommend the Agency establish adequate internal controls and procedures to ensure compliance with the CMIA
agreement.

RESPONSE:

During SFY 2003 several conditions made it difficult to follow the CMIA agreement for administrative draw.
First, the Food Stamps Grant was combined into one grant that covers both payroll and contracted services,
so dividing the grant by the number of payrolls is not an accurate representation of the true payroll amounts.
Also, through much of the year the federal program was operating on a continuing resolution, which does
not issue the grant at the start of the quarter but grants funds for shorter time periods. A reconciliation of
estimated and actual expenses was and is performed each quarter, but since the Department’s cost
allocation report is not completed until the end of the month after the quarter's end, adjustments cannot be
processed on the first draw in the new quarter.

The estimated expenses basis will be updated to reflect current expenses. However, this program is no
longer under the CMIA agreement.

Contact Person:

Jerry Berry, Chief Fiscal Officer
Arkansas Department of Human Services
Division of Administrative Services

P.O. Box 1437 Slot 3440

Little Rock, AR 72203-1437

(501) 682- 8366
jerry.berry@mail.state.ar.us



STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2003
U.S. DEPARTMENT OF AGRICULTURE (Continued)

FINDING NUMBER: 03-710-03
STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services
CFDA NUMBER: 10.551 — Food Stamps
(Food Stamp Cluster)
QUESTIONED COSTS: $6,013

ELIGIBILITY — Of forty (40) food stamp client case files selected for testing in Jefferson County, seven (7) files did
not contain adequate documentation such as proof of identity, residency, liquid resources, and income. The purpose
of the review was to ensure that there is adequate information in the client case file to determine eligibility and the
respective benefit amount. The lack of documentation resulted in questioned costs totaling $6,013.

We recommend the Agency establish procedures to ensure that client case files are properly maintained.
RESPONSE -

The accuracy of eligibility determinations is routinely calculated based on a.quality control review process established
by the USDA Food and Nutrition Service. A statistically valid sample of cases throughout the state are reviewed for
accuracy with re-reviews conducted by FNS. The State must meet or exceed accuracy targets to avoid fiscal
penalties. A rkansas has won an outstanding achievement award for e ligibility accuracy for 8 ofthe last9 years
qualifying the State for over $24 million in enhanced federal funding. The finding for this audit item is not based on a
statistically valid sample and is therefore not representative of e ligibility d eterminations throughout the state. The
agency will, however, be implementing a Corrective Action Plan in the Jefferson County DHS Office in response to
this review of 40 cases.

Contact Person:
Joni Jones, Director
Arkansas Department of Human Services
Division of County Operations
P.O. Box 1437, Mail Slot S301
Little Rock, AR 72203-1437

(501) 682-8375
joni.jones(@mail.state.ar.us




STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2003
U.S. DEPARTMENT OF AGRICULTURE (Continued)

FINDING NUMBER: 03-710-04

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services

CFDA NUMBER: 10.551 — Food Stamps
10.561 — State Administrative Matching Grants for Food Stamp
Program
(Food Stamp Cluster)

QUESTIONED COSTS: None

PERIOD OF AVAILABILITY OF FEDERAL FUNDS - Due to the Agency's failure to establish adequate internal
controls to s eparately i dentify federal grant awards, disbursement a ctivity could not be identified to s pecific grant
awards. As a result, we were unable to determine if an obligation for a disbursement was within the period of
availability parameters. Therefore, compliance with period of availability could not be determined.

We recommend the Agency establish proper internal control procedures to separately identify all federal grant
awards.

RESPONSE-
The Agency is working with the Division of Legislative Audit to develop a system that will provide the information the
Department and its divisions need to accurately track federal funds by fiscal year.

Contact Person:

Jerry Berry, Chief Fiscal Officer
Arkansas Department of Human Services
Division of Administrative Services

P.O. Box 1437 Slot 3440

Little Rock, AR 72203-1437

(501) 682- 8366
jerry.berry@mail.state.ar.us



STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2003
U.S. DEPARTMENT OF AGRICULTURE (Continued)

FINDING NUMBER: 03-710-05
STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services
CFDA NUMBER: 10.553 - School Breakfast Program

10.555 — National School Lunch Program

10.556 — Special Milk Program for Children

10.559 — Summer Food Service Program for Children
QUESTIONED COSTS: None

EXPENDITURE RECONCILIATIONS - The Agency did not adequately reconcile expenditures reported on the
Special Nutrition System with expenditures reported by the official state accounting system, Arkansas Accounting
Statewide Information System (AASIS). Failure to reconcile expenditures reported from the Special Nutrition System
to AASIS could lead to inaccurate expenditures reports to United States Department of Agriculture, Food Nutrition
Services (USDA, FNS).

We recommend the Agency reconcile Special Nutrition System expenditures to AASIS expenditures to ensure
accurate reporting and provide better program accountability.

Response 7/£I'he Department's reconciliation processes and forms are being revised to ensure that expenditure
reports to USDA, FNS continue to be accurate. The revised processes include monthly reconciliation of expenditures
reported from the Special Nutrition System and expenditures reported from AASIS.

Contact Person:

Jerry Berry, Chief Fiscal Officer
Arkansas Department of Human Services
Division of Administrative Services

P.O. Box 1437 Slot 3440

Little Rock, AR 72203-1437

(501) 682- 8366
jerry.berry@mail.state.ar.us

-10-



STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2003
U.S. DEPARTMENT OF AGRICULTURE (Continued)

FINDING NUMBER: 03-710-06
STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services
CFDA NUMBER: 10.553 — School Breakfast Program

10.555 — National School Lunch Program

10.556 — Special Milk Program for Children

10.559 — Summer Food Service Program for Children
QUESTIONED COSTS: None

INADEQUATE INTERNAL CONTROLS - Payment approval reports generated in the Special Nutrition System for
cash draws fail to provide claim amounts by meal and program type: breakfast, lunch and milk. Supporting
documentation for adjustments to the payment approval report in the cash draw request is not maintained.

We recommend the Agency establish procedures to ensure that the payment approval report accurately reflects claim
amounts by meal and program type and supporting documentation is maintained for changes to cash draw requests.

RESPONSE-

The Division of Child Care and E arly Childhood E ducation, working with Northrop G rumman | nformation
Technology (NGIT), the Department'’s information technology contractor, has determined that the identified
data elements necessary to reconcile and account for claim amounts by meals and program type currently is
collected and resides in the existing Special Nutrition Program's data base. The Division will work with NGIT
who designed and built the system to develop management reports using existing ad hoc reporting software
available to the Division. These reposts will document the required data element and be kept on electronic
and hard copy file in order to provide supporting documentation of program claim.

Contact Person:

Jimmy Fields, Fiscal Administrator

Arkansas Department of Human Services

Division of Child Care and Early Childhood Education
P.O. Box 1437, Slot S140

Little Rock, AR 72203-1437

(501) 682-4894
jimmy.fields@mail.state.ar.us

-11 -



STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2003
U.S. DEPARTMENT OF AGRICULTURE (Continued)

FINDING NUMBER: 03-710-07
STATE/EDUCATONAL AGENCY: Arkansas Department of Human Services
CFDA NUMBER: 10.553 - School Breakfast Program

10.555 — National School Lunch Program

10.556 — Special Milk Program for Children

10.559 — Summer Food Service Program for Children
QUESTIONED COSTS: None

PERIOD OF AVAILABILITY OF FEDERAL FUNDS - Due to the Agency’s failure to establish adequate internal
controls to s eparately i dentify federal grant awards, disbursement activity could not b e identified to s pecific grant
awards. As a result, we were unable to determine an obligation for the disbursement was within the period of
availability parameters.

We recommend the Agency establish proper internal control procedures to separately identify all federal grant
awards.

RESPONSE-

The Agency is working with the Division of Legislative Audit to develop a system that will provide the
information each division needs to accurately track federal fiscal year funds and also will allow Legislative
Auditors to obtain information from AASIS that is necessary to perform audits.

Contact Person:

Jerry Berry, Chief Fiscal Officer
Arkansas Department of Human Services
Division of Administrative Services

P.O. Box 1437 Slot 3440

Little Rock, AR 72203-1437

(501) 682- 8366
jerry.berry@mail.state.ar.us

s D



STATE OF ARKANSAS
CORRECTIVE ACTION PLAN

FOR THE YEAR ENDED JUNE 30, 2003
U.S. DEPARTMENT OF AGRICULTURE (Continued)

FINDING NUMBER: 03-710-08
STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services
CFDA NUMBER: 10.553 — School Breakfast Program

10.555 - National School Lunch Program

10.556 — Special Milk Program for Children

10.559 — Summer Food Service Program for Children
QUESTIONED COSTS: None

REPORTING - The Agency is not performing adequate reconciliations between the cost allocation system and the
Child Nutrition Financial Reports. The Agency's reconciliations are incomplete and do not adequately explain
reconciling items between the two reports. An adequate number of qualified personnel are not assigned to
performing these reconciliation responsibilities.

We recommend that the Agency establish and implement adequate reconciliation procedures to properly account for
federal expenditures reported in the cost allocation system to the federal expenditures reported in the Child Nutrition
Financial Reports submitted to the United States Department of Agriculture, Food Nutrition Service (USDA, FNS). In
addition, an adequate number of qualified personnel should be allocated to perform these responsibilities.

RESPONSE-

The Agency has revised its procedures for cost allocation system to Child Nutrition Financial Reports reconciliation to
include proper explanation of reconciling items.

Contact Person:

Jerry Berry, Chief Fiscal Officer
Arkansas Department of Human Services
Division of Administrative Services

P.O. Box 1437 Slot 3440

Little Rock, AR 72203-1437

jerry.ber mail.state.ar.us

-13-



STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2003

U.S. DEPARTMENT OF THE INTERIOR

FINDING NUMBER: 03-080-01
STATE/EDUCATIONAL AGENCY: Arkansas Game and Fish Commission
CFDA NUMBER: 15.611 - Wildlife Restoration

(Fish and Wildlife Cluster)
QUESTIONED COSTS: $56,526

PROGRAM INCOME - The Agency did not establish adequate procedures to ensure that program income is
deducted from program expenditures prior to requesting federal reimbursement. The Wildlife Restoration program
provides reimbursement for 75% of the expenditures for an approved project. The Agency did not reduce
expenditures for program income totaling $75,368 resulting in excess federal reimbursement of $56,526.

We recommend the Agency strengthen internal controls to ensure that program income is detected and deducted
from program outlay before being charged to the federal award.

RESPONSE-

The program income from this finding was offset against a reimbursement request processed in December 2003.
Program income is now calculated, double-checked and offset against reimbursement on a monthly basis.

U.S. DEPARTMENT OF JUSTICE

FINDING NUMBER: 03-610-01

STATE/EDUCATIONAL AGENCY: Arkansas Department of Finance and- Administration
CFDA NUMBER: 16.579 - Byrne Formula Grant Program
QUESTIONED COSTS: None

REPORTING - Financial Status Reports (SF-269A) were not being properly completed. The Agency was reporting
expenditures of the subrecipients, and not the Agency’s expenditures of federal awards. Therefore, the Financial
Status Reports were not being reconciled to expenditures reflected in the underlying records of the State’s accounting
system.

We recommend the Agency report expenditures that are supported by the State's accounting system or obtain written
approval from the federal awarding agencies to report only subrecipient expenditures.

RESPONSE-

The Agency is reporting expenditures of federal awards that are supported by the State’s accounting system.

-14 =



STATE OF ARKANSAS
CORRECTIVE ACTION PLAN

FOR THE YEAR ENDED JUNE 30, 2003
U.S. DEPARTMENT OF EDUCATION

FINDING NUMBER: 03-160-01
STATE/EDUCATIONAL AGENCY: University of Arkansas at Pine Bluff
CFDA NUMBER: 84.007 - Federal Supplemental Educational Opportunity Grants

84.032 - Federal Family Education Loans
84.033 — Federal Work-Study Program
84.038 — Federal Perkins Loan Program_Federal Capital
Contributions
84.063 — Federal Pell Grant Program
84.268 — Federal Direct Student Loans
(Student Financial Assistance Cluster)
QUESTIONED COSTS: None

COHART DEFAULT RATE - The University, again, did not receive a Federal Capital Contribution (FCC) because
their cohort default rate of 44.44% exceeded the allowable rate of 25%.

We again recommend the University establish procedures to lower the University's cohort default rate to an
acceptable level.

RESPONSE-

We concur with the finding and will continue working with the current collection agency that is assisting us with
borrowers who have defaulted. We were able to reduce the cohort default rate of 59.61% at 6-30-02 to 44.44% at 6-
30-03.

FINDING NUMBER: 03-500-01

STATE/EDUCATIONAL AGENCY: Arkansas Department of Education

CFDA NUMBER: 84.367 - Improving Teacher Quality State Grants
QUESTIONED COSTS: None

CASH MANAGEMENT - The Agency failed to establish adequate controls to monitor the timing and amounts of
grant award disbursements to local educational agencies. According to program requirements, when advance
payment procedures are used by the federal awarding agency, the recipient agency (state educational agency) must
establish similar procedures for the subrecipients (local educational agencies). These procedures require the local
educational agency to expend award amounts within a reasonable period of time. We selected a sample of fifteen
(15) local educational agencies that received grants totaling $2,090,951. Eighteen percent (18%) or $377,610 of the
total grants awarded had not been expended by June 30, 2003, which revealed the local educational agencies
received additional grant award disbursements before previous grant awards were expended.

We recommend the Agency strengthen internal controls by implementing procedures to monitor unexpended grant
awards.

RESPONSE-
The Arkansas Department of Education (ADE) has worked to establish adequate internal controls to monitor the
timing and amounts of grant awards to local educational agencies by informing program managers of the finding.

Program managers are now instructed to require reporting of expenditures of federal funds prior to the release of
additional grant funds.

-15-



STATE OF ARKANSAS
CORRECTIVE ACTION PLAN

FOR THE YEAR ENDED JUNE 30, 2003
U.S. DEPARTMENT OF EDUCATION (Continued)

FINDING NUMBER: 03-500-02

STATE/EDUCATIONAL AGENCY: Arkansas Department of Education

CFDA NUMBER: 84.367 - Improving Teacher Quality State Grants
QUESTIONED COSTS: None

ELIGIBILITY — The Agency used an incorrect formula to calculate the allocation of subgrants to school districts. As a
result, one hundred eighty one (181) school districts were overpaid by amounts ranging form $16 to $20,958 and one
hundred and twenty nine (129) school districts were underpaid by amounts ranging from $10 to $67,054.

We recommend the Agency strengthen internal controls by implementing policies and procedures to ensure the
correct formula is used to calculate the allocation to school districts. The Agency has contacted the U.S. Department
of Education for guidance in correcting the distribution.

RESPONSE-

The ADE has taken carrective action related to the use of an incorrect formula in the calculation. The ADE found
during the analysis of the finding that several states had made a similar error. The ADE contacted Title II-A officials
in Washington and determined that they agreed to allow states had also made the same error in their 2002-03
distributions to make error corrections during the 2004-05 grant cycle.

The ADE is currently preparing a memorandum to the affected school districts notifying they of the correction
procedures. Documentation indicating the corrected distribution will be maintained for audit purposes to verify that the
corrections have been made.

FINDING NUMBER: 03-500-03

STATE/EDUCATIONAL AGENCY: Arkansas Department of Education

CFDA NUMBER: 84.367 - Improving Teacher Quality State Grants
QUESTIONED COSTS: $13,763

MATCHING, LEVEL OF EFFORT, EARMARKING — The Agency failed to disburse $13,763 of available State funds
for the Smart Start program prior to supplementing the program with federal funds. According to program
requirements, the Agency may use federal funds only to supplement and, to the extent practical, increase the level of
funds that would, in the absence of the federal funds, be made available from non-federal sources.

We recommend the Agency strengthen internal controls by implementing policies and procedures that ensure
compliance with level of effort requirements. In addition, the Agency should contact the U.S. Department of
Education for guidance in correcting the problem noted above.

RESPONSE-
Although the ADE does not agree with the finding because neither the state or federal government mandates the
state Smart Start program, the ADE has strengthened internal controls over the use of federal funds used in

conjunction with an optional state activity. The Finance Office has notified staff to ensure 100% of state funding is
used prior to shifting program expenditures to federal funds.
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FINDING NUMBER: 03-520-01

STATE AGENCY: Department of Workforce Education — Arkansas Rehabilitation
Services

CFDA NUMBER: 84.126 - Rehabilitation Services_Vocational Rehabilitation Grants
to States

QUESTIONED COSTS: $4,218

ACTIVITIES ALLOWED OR UNALLOWED AND ALLOWABLE COSTS/COST PRINCIPLES - Client case files
support vocational rehabilitation services aid provided by the Agency. Sixty-eight (68) case files located in six (6)
local offices throughout the State were selected for audit testing. As noted in previous reviews, there was a lack of
documentation supporting payments made on behalf of clients in the case files. Of the sixty-eight (68) cases
reviewed, twenty (20) files did not contain invoices to support the authorization for payment and thirty (30) case
narratives were not updated at least every 90 days.

During the Agency's follow up of client case file deficiencies noted in the previous audit, an employee, Ms. Carla
Becker, was placed on probation. As a response to her probation, she resigned her position with the Agency.
Subsequently, the Agency implemented a new procedure of conducting a comprehensive review of counselors' files
upon their termination or transfer to another area within the Agency. The Agency’s review of Ms. Becker’s files noted
misuse of funds, and the matter was reported to the Arkansas State Police and United States Attorney’s Office in
August 2003. Upon completion of the Arkansas State Police investigation, Ms. Becker has been formally charged in
the District Court of Independence County, Arkansas with three (3) felony counts of theft of public benefits totaling
$1,885 and five (§) misdemeanor counts of theft of public benefits for $614. She was also charged with twenty (20)
misdemeanor counts of falsifying business records for an additional $1,718. The total amount for all charges is
$4,217. Bond was set at $3,000, which was met by Ms. Becker on January 30, 2004.

We recommend the enforcement of the Agency's procedures by supervisory staff upon the counselors regarding the
maintenance of proper documentation in client case files.

RESPONSE-

Item 1: The Single Statewide Audit report notes that sixty-eight (68) client case files were selected from among six
(6) local offices for audit testing. The report identified twenty (20) files lacking invoices to support an authorization for
payment and also thirty (30) case files in which case narrative were not updated at least every ninety days.

Agency Action: Although some of the authorizations amount the 30 identified by the auditor s were for purchases
not within the scope of agency policy, the managers and counselors have been directed to secure the appropriate
documents for the files as needed. Those cases identified as lacking an updated narrative were reviewed and
updated by the appropriate manager/counselor.

Item 2: The agency had previously provided to the audit team our report of findings of case deficiencies among
several cases of a counselor who had resigned from the agency. The agency also referred the reports and the
information collected by our internal investigation to the State Police Criminal Investigations unit. The State Police
investigation resulted in formal charges against Ms. Carla Becker of Independence County with three (3) felony
counts of theft of public benefits totaling $1,885.00, and five (5) misdemeanor counts of theft of public benefits
totaling $614.00. Ms. Becker was also charged with twenty (2) misdemeanor counts of falsifying business records for
an amount of $1,718.00 Ms. Becker was arrested and is currently on $3000.00 bond pending trail.

Agency Action: The agency has implemented additional activities by the ARS Quality Assurance Team that will
enhance discovery should any similar acts be initiated by any other counselors in the future.
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FINDING NUMBER: 03-645-05

STATE/EDUCATIONAL AGENCY: Arkansas Department of Health

CFDA NUMBER: 93.959 - Block Grants for Prevention and Treatment of Substance
Abuse

QUESTIONED COSTS: $350,571

LEVEL OF EFFORT- Management did not meet the non-Federal expenditure level of effort by $350,571 for the 2001
grant year as required by the Block Grant for Prevention and Treatment of Substance Abuse grant agreement and 45
CFR 96.134. The inability to maintain the required level of effort could result in loss of federal funds.

We recommend the Agency strengthen internal controls to ensure that all level of effort expenditures required by the
laws, regulations, and provisions of the grant are properly budgeted and maintained.

RESPONSE-

The Office of Alcohol and Drug Abuse Prevention (ADAP) is fully aware of its failure to comply with the Maintenance
of Effort (MOE) requirement for State Fiscal Year (SFY) 2003.

Due to the sudden and dramatic drop in tax revenue and an increase in unemployment in 2002, State General
Revenue was significantly reduced to State Agencies. Due to that fact, during the budgeting process for SFY 2003,
state revenues for the ADAP Program within the Department of Health were reduced by $359,591. This dollar figure
was a prorated amount that was spread throughout the entire agency and based on the percentage of agency state
general revenue budgeted in a particular program area.

Program staff will be vigilant in the future in advocacy regarding this issue. If issues arise, discussion will occur with
the federal project officer to address this issue during the funding period.

FINDING NUMBER: 03-645-06

STATE/EDUCATIONAL AGENCY: Arkansas Department of Health

CFDA NUMBER: 93.959 - Block Grants for Prevention and Treatment of Substance
Abuse

QUESTIONED COSTS: $162,095

EARMARKING - The Agency failed to expend federal funds for the Primary Prevention Program in accordance with
provisions of the block grant agreement and 45 CFR 96.124. Management failed to meet the twenty percent (20%)
earmarking requirement by $162,095 for the 2001 grant year. The inability to maintain the earmarking requirement
could result in loss of federal funds.

We recommend the Agency strengthen internal controls to ensure that all earmarking requirements required by the
laws, regulations, and provisions of the grant are properly budgeted and maintained.

RESPONSE-

The State of Arkansas/the Office of Alcohol and Drug Abuse Prevention did not meet the 20% SAPT Block Grant
expenditure requirement for Primary Prevention. The unspent funds came from underutilized budgets of community-
based prevention grantees and, as such, have several restrictions that include: (1) monies are limited to one time
costs that have to be expended by the end of the FFY, and (2) the use and award of these monies must comply with
State policies and regulations. Because this was a large amount of funds ($162,095), ADAP wanted to use them to
support a meaningful one-time effort that we normally could not afford. A written plan to support efforts of Prevention
Resource Centers was developed but required a level of coordination with other state efforts that prevented
implementation during the appropriate period.

The execution of internal controls by management to oversee approved grant awards, track grantees utilization of
funds and provide monthly expenditure reports to the Alcohol and Drug Abuse Coordinating Council will be strictly
adhered to and enforcement charged to the duties of the ADAP Director. Cut off dates for starting new initiatives with
unspent funds will be avoided at all cost unless sufficient time exists to reallocate the funds within the appropriate
fiscal year.
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FINDING NUMBER: 03-645-07

STATE/EDUCATIONAL AGENCY: Arkansas Department of Health

CFDA NUMBER: 93.959 - Block Grants for Prevention and Treatment of Substance
Abuse

QUESTIONED COSTS: None

REPORTING - Management did not file the SF-269A Financial Status Report as required by the grant agreement.
The SF-269A reportis prepared annually to report o bligations and e xpenditures of block grant funds. F ailure to
maintain federal reports and adequate support documentation could lead to misrepresentation and disallowance of
federal expenditures.

We recommend management implement policies and procedures necessary to maintain all records necessary for
audit and management purposes to support and substantiate all required federal reports.

RESPONSE-

Specific action includes completion and submission of the above referenced SF-269A Financial Status Report in
coordination with program staff by April 30, 2004. This report was originally due on December 31, 2002.

At the beginning of each month, Financial Management staff cross-reference active files with the recently developed
grants management database to ensure that required reports for the month are properly identified and reported on
consistent with grantor funding requirements. Supervisory review and testing of this process is performed monthly.

Management has developed and established a file review procedures checklist (copy enclosed) for grant financial
reporting and file closeout. This form is utilized for each federal financial assistance program to ensure that a proper
central system of record is maintained, and to ensure all records necessary for audit and management purposes are
available to support and substantiate all required federal reports.

FINDING NUMBER: 03-645-08
STATE/EDUCATIONAL AGENCY: Arkansas Department of Health
CFDA NUMBER: 93.777 - State Survey and Certification of Health Care Providers

and Suppliers
(Medicaid Cluster)
QUESTIONED COSTS: None

REPORTING - The Agency failed to report cash transactions totaling $256,627 on the P MS-272 Quarterly Cash
Transactions Reports during the 2003 fiscal year.

We recommend the Agency establish internal controls to ensure accurate reporting to the federal awarding agency.
RESPONSE-

Financial Management recognized and was correcting this omission prior to independent auditor identification.
Specific action included completion and submission of the above referenced PMS-272 Quarterly Cash Transactions
Reports for all identified FY 2003 cash activities (for the above referenced program) as of February 16, 2004.

At the end of each reporting quarter, Financial Management staff cross-reference active files with the recently
developed grants management database to ensure that required reports for the quarter are properly identified and

reported on consistent with grantor funding requirements.

Supervisory review and testing of this process is performed quarterly.
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FINDING NUMBER: 03-710-09

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services

CFDA NUMBER: 93.558 — Temporary Assistance for Needy Families
QUESTIONED COSTS: $85,225

ALLOWABLE COSTS/COST PRINCIPLES — Accurate data is not being maintained on current job duties and
positions for TANF employees. From a total of thirty-three (33) employees tested, the Agency incorrectly coded three
(3) employees' entire payrolls totaling $85,225 to the TANF program. Because these employees worked on
numerous programs, salaries for the employees should have been allocated through the Agency's cost allocation
system.

We recommend the Agency implement adequate internal controls and procedures to track and update current job
duties, positions and personnel coding within AASIS.

RESPONSE-

The Agency has submitted corrections for the three salary expenditures cited in the review that were inappropriately
direct charged to the TANF Program. A Position Control Report is generated and distributed to managers to identify
all positions that are direct charged to a program. Managers will be reminded to review and correct program codes
(internal orders) as necessary so that salaries are correctly allocated.

Contact Person:
Joni Jones, Director
Arkansas Department of Human Services
Division of County Operations
P.O. Box 1437, Mail Slot S301
Little Rock, AR 72203-1437
(501) 682-8375
joni_.jones@mail.state.ar.us

FINDING NUMBER: 03-710-10

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services

CFDA NUMBER: 93.558 — Temporary Assistance for Needy Families
QUESTIONED COSTS: $73,926

ALLOWABLE COSTS/COST PRINCIPLES - Eighty (80) client case files located in five (5) counties were selected
from supportive services payments reported in the WISE system to determine whether the payment was an allowable
cost in accordance with the Agency's TEA Manual. Five (5) of the client case files could not be located during our
county office visits.

Our examination also revealed the following discrepancies:

« In Miller County, six (6) clients received assistance totaling $3,329 for dental services. Federal regulations
prohibit funds from being used to provide medical services other than pre-pregnancy family planning
services.

e In three (3) of the five (5) county offices selected for review, twenty-three (23) transportation payments
totaling $15,127, individually exceeded the $200 maximum without documented approval from the County
Administrator. In addition, supporting documentation for twenty (20) transportation payments totaling
$8,364 could not be located in the client case files. Also, five (5) transportation payments totaling $7,535
were made after a client’s case was closed.

¢ In Mississippi County, seven (7) vehicle down payments totaling $17,500 were made on behalf of clients
without supporting documentation that the client met the work requirements or was granted an exception by
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« the Area Director. According to State policy, a client must be currently employed for sixty (60) days at the
same job before vehicle down payment assistance can be granted.

e In three (3) of the five (5) counties selected for review, vehicle repairs in excess of the $1,000 per vehicle
maximum were paid to or on the behalf of fifteen (15) clients resulting in questioned costs of $8,677.

e In four (4) of the five (5) counties selected for review, supporting documentation could not be located in
twelve (12) client case files for vehicle repairs totaling $13,394. In addition, a note in one (1) client case file
revealed the client did not own a vehicle.

We recommend the Agency strengthen employee training and establish monitoring procedures to ensure compliance
with existing policies.

RESPONSE-
Finding Inaccuracies:

The Agency obtained from the auditors the lists of specific case files mentioned in the five bullet point items
above, reviewed those case files, and found inaccuracies in the finding. Those inaccuracies are listed below
in the same order as the bullet points within the finding.

e Over $1,500 of the expenditures were for d entures, which are not considered to be a“medical
expense”.

e« Agency review of the case records cited for exceeding the $200 maximum for transportation
payments revealed an Acting County Administrator approved expenditures greater than $200 on all
but one of these cases. Agency review also revealed documentation was in case records on all but
$6,836 of expenditures.

= All but two of these clients had been employed for 60 days.
e« Two cases had expenses totaling $855.66 and did not exceed the $1000 per vehicle maximum.

s Three of the twelve case files did contain documentation of the car repairs totaling $2,422.70.

Agency Response:

The audit of TEA cases included in this series of findings was not based on a statistically valid statewide
sample. As a result, it cannot be concluded that the findings are representative of overall performance in the
TEA Program. A Corrective Action Plan will be developed to deal with these deficiencies that includes
additional monitoring of TEA case records. The Agency is creating a new TEA Training Unit for new and
current staff to strengthen the policy knowledge of staff. The Agency has also identified two additional
positions to provide increased monitoring of the TEA Program.

Contact Person:
Joni Jones, Director
Arkansas Department of Human Services
Division of County Operations
P.O. Box 1437, Mail Slot S301
Little Rock, AR 72203-1437

(501) 682-8375
joni.jones@mail.state.ar.us
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