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March 8, 2006

Charles L. Robinson, CPA, CFE
Legislative Auditor

Division of Legislative Audit
172 State Capitol

Little Rock, AR 72201

Re: Management Responses to FY2005 CAFR & Statewide Single Audit Findings

Dear Mr. Robinson:

The Department of Finance and Administration has compiled the attached responses to the audit findings
for the FY2005 Comprehensive Annual Financial Report for the State of Arkansas. Each response
provides an overview of the corrective actions taken or in process to address each finding.

I have compiled the individual agency responses to the Statewide Single Audit for FY2005 which are also
attached. The responses are the responsibility of the reporting agency, and therefore, a contact name and
phone is provided for each finding and response.

If you have any questions or need further information, please contact me at 501-682-1515.

Sincerely,

BULNAC
Paul S. Louthian, CPA
Administrator

cc: Richard A. Weiss, Director

Attachment



Management Response to the FY2005 CAFR Findings

FS-05-01 Comprehensive Fraud Program

Finding:

The State of Arkansas failed to implement a formal code of conduct and other policies
related to ethical standards. Management has the responsibility to develop policies and
implement procedures to prevent, detect, and deter fraud. As noted in the prior two
audits, the following deficiencies were identified upon review of agency-specific policies
and practices:

e The State lacked a formal, statewide code of conduct consistently applicable to all
employees. There was also a lack of consistency and coordination of ethics and
fraud control elements throughout the State.

e The State lacked a statewide method to allow the anonymous reporting of
misconduct by individuals. Policies advising employees on the proper procedures to
report potential violations of law or how to seek advice on matters that appear to
have significant legal or ethical implications were inconsistent among the agencies.

e The type of background investigations performed for those individuals being
considered for employment or for promotion to certain positions of trust was
inconsistent among the agencies.

The lack of a comprehensive, consistent, and coordinated fraud prevention program
could create confusion, inefficiencies, and conflicting policies and procedures.

The Department of Finance and Administration issued a generic Anti Fraud and Code of
Ethics Policy in September 2005. Each agency was to adopt this policy after adding
any specific restrictive language deemed necessary. Upon adoption of the anti-fraud
policy and submission to the Department of Finance and Administration, Office of
Accounting, each agency must conduct a risk assessment of their significant business
processes to determine if the current system of internal control is sufficient to detect and
deter fraud in a cost effective manner. Additionally, instructional courses on internal
control and fraud were offered to agency personnel. A Fraud, Waste and Abuse Report
Center, operated by the Department of Finance and Administration, was also
established after June 30, 2005 to receive from State employees reports of allegations
of ethical violations or fraud.

Although the audit of the State’s current year financial statements did not indicate any
instances of material fraud, we recommend the State continue the implementation of the
anti-fraud policy and the assessments of risk for the significant business processes of
the State.



Response:

The Department of Finance and Administration (DFA) began the corrective action to this
finding by requesting each State agency adopt an Anti-Fraud and Code of Ethics Policy.
A model, which includes a requirement for criminal background checks for employees
that have access to State assets, was prepared and delivered to each agency. To date,
two thirds of the agencies have adopted an Anti-Fraud and Code of Ethics Policy. The
second step of the process is for each agency to prepare a risk assessment. DFA
decided to divide the risk assessment process into three phrases to coincide with the
type of risk involved. These types are: financial, operational, and compliance. The
financial risk assessment focuses on internal controls and financial reporting issues.
The Department of Finance and Administration, Office of Accounting, has received risk
assessment summaries from approximately just over fifty percent of the medium to
large Executive Branch agencies. These assessments are being reviewed by the staff
of the Internal Audit Section of the Office of Accounting. Recommendations,
corrections, or additional work to be performed as part of the assessment will be
communicated to the agencies through the remainder of fiscal year 2006. The Office of
Accounting will assist agencies as necessary to complete this phase of the risk
assessment by December 31, 2006. Upon completion of phase one, the operational
phase of the risk assessment will begin.

FS-05-02 Financial Management
Finding:

The State has placed varying levels of daily accounting responsibility with the respective
boards, commissions, departments, agencies, offices and institutions of higher
education. Because of the absence of accounting expertise at many of these State
agencies, the Arkansas State government’s ability to make a proper and complete
accounting of its financial affairs has been compromised. Management has the
responsibility to review transactions entered into the financial accounting system to
ensure accuracy and completeness in accordance with generally accepted accounting
principles. Even though the Department of Finance and Administration, Office of
Accounting, and several agencies have increased their staffs of qualified accountants to
meet management’s accounting and reporting responsibilities, some State agencies
continue to lack personnel possessing sufficient formalized understanding and
application of generally accepted accounting principles in a governmental environment.

We noted a number of transactions to correct prior year balances related to capital
assets, which may have been prevented if qualified, trained and properly supervised
staff had recorded and reviewed the original transactions. In addition, personnel at
some agencies were unable to provide the required financial information to the
Department of Finance and Administration, Office of Accounting, in a timely manner
which hindered the preparation of the State’s financial statements in an efficient
manner.



The lack of a sufficient number of qualified accounting personnel and inadequate
accounting oversight may result in inaccurate and unreliable financial reports that could
affect management’s ability to make quality decisions.

We recommend that the State continue efforts to attract qualified accountants to ensure
the proper recording of transactions and timely submission of financial information to the
Department of Finance and Administration. In addition, all financial accounting
personnel should continue to receive sufficient training to ensure adequate financial
accountability to the citizens of the State.

Response:

The Department of Finance and Administration continues to work to provide training
opportunities to State employees through seminars and workshops co-sponsored by the
Central Arkansas Chapter of the Association of Government Accountants and courses
provided by the AASIS Support Center. Additional guidance is provided by the
Financial Management Guide for the State, individual meetings with agency personnel
to offer training and assistance with accounting transactions, and assisting in the
interview and hiring process of new accounting staff at State agencies.

FS-05-03 Periodic Security Role Reassessments
Finding:

As noted in the previous audit, State agencies do not routinely request security role
updates in the Arkansas Administrative Statewide Information System (AASIS), the
State’s financial management system, in conjunction with changes in an employee’s job
duties. Furthermore, initial security role assignments have not been reviewed to verify
that role assignments continue to be commensurate with employees’ job duties.

Failure to properly assign security roles to correspond with an employee’s job duties
could increase the risk of:

Misappropriation of assets.

Misstatement of the State’s financial records and financial statements.
Inappropriate creation, modification or disclosure of State data.
Ineffective segregation of duties.

Accidental or intentional circumvention of State policies and procedures.

The Department of Finance and Administration indicated that it plans to require
agencies to complete a security reassessment by March 31, 2006, except for the
Department of Health and Human Services, which is scheduled to complete its
reassessment by July 1, 2007.



We recommend that the Department of Finance and Administration continue with its
plan for security role reassessments and require routine, periodic reassessments.

Response:

The Department of Finance and Administration has provided agencies with system tools
within the State’s financial management system to properly extract security role
authorizations for each individual so that a reassessment can be performed by each
agency on or before March 31, 2006. Assistance will be provided to agency personnel
as needed to assure proper usage of the information extracted.

Additionally, a system tool is being developed that will capture the employment status
changes for each State position. All changes for termination, new hires, and
promotions, etc. where the employee changes job duties will terminate the security roles
with the State’s accounting system and require the agency security liaison to assign
new roles for that employee. When implemented, the need for annual or biannual
reassessments will be eliminated.

FS-05-04 Segregation of Entry and Posting of Transactions
Finding:

AASIS has been configured to segregate the responsibility for entering a transaction
from the posting of that transaction to ensure that transactions are complete, accurate,
authorized and valid. However, there are some business processes for certain
employees of the Department of Finance and Administration that also provide these
employees the ability to both enter and post transactions. There is no process to detect
and review transactions that may be entered and posted by the same employee. This
situation allows an increased risk of unauthorized transactions and material errors in the
financial statements that would not be detected under normal procedures and in a
timely manner.

We recommend that the Department of Finance and Administration implement
adequate control procedures to preclude users from having the ability to both enter and
post a transaction.

Response:

The interrelationship of transactions within the SAP software requires that certain
transactions call other transactions into use to perform postings within the programs.
Generally, these transactions cannot be used directly by individuals, and, therefore do
not have an internal control weakness. However, there are a limited number of
business processes that require the use of transactions that cannot be made to



accommodate the park and post routine that requires two people to execute the
transactions.

During fiscal year 2005 and 2006, a limited number of DFA-Office of Accounting staff
utilized two of these transaction codes; however, solutions provided by SAP will allow
for redesign of the security role that uses one of these roles. This was completed on
February 15, 2006.

The remaining transaction cannot be replaced within certain security roles. Reports will
be created to monitor transactions that do not have the park and post functionality built
into the transaction and are directly entered by system users. These reports will be
reviewed on a weekly basis and corrective action taken if any improper transactions or
unauthorized use of the transaction is noted. This process will be in place on or before
March 15, 2006.

FS-05-05 Purchase Order Maintenance

Finding:

As noted in the prior audit, changes to a previously approved purchase order can be
made to certain critical items on the purchase order, such as the payment vendor, the
delivery address, the specified items to be purchased or the account coding, without a
subsequent re-approval of the changes. This configuration of the purchase order was
designed to promote the use of the purchase order functionality. This ability to
subsequently change these critical fields in the purchase order could cause vendor
payments to be directed to an improper vendor, the purchase of unapproved goods and
services, goods to be diverted to an unapproved location or the account coding to be
changed to an improper general ledger account or program account. Adequate internal
control requires purchase order transactions recorded in the accounting system to be
properly authorized.

We recommend the Department of Finance and Administration develop monitoring
controls to identify unapproved changes to an approved purchase order or install
controls to require the purchase order be re-approved when the payment vendor, the
items to be purchased, the delivery address or the account coding is changed.

Response:

The Department of Finance and Administration (DFA) continues to search for solutions
to this finding which will not be so restrictive as to eliminate the use of the purchase
order process by agencies. During the fiscal year additional edits and solutions were
introduced to enhance security; however, they have not eliminated two significant
problems which are the ability to change a payee’s name or delivery address of goods
on a purchase order.



DFA is currently working on developing a solution that would mandate the use of a
restricted list that ties the vendor number to a payment partner. This would ensure that
a payment made to a vendor would always be remitted to the address provided by the
entity at the time the vendor’s master data was entered into the system by the Office of
State Procurement (OSP) or the vendor themselves. Additionally, this same type of
restriction can be installed for delivery addresses of goods which would also be centrally
maintained by the Office of State Procurement.

FS-05-06 Payroll Position Maintenance

Finding:

As noted in the previous audit, Management at the Department of Finance and
Administration, Office of Personnel Management, had not adequately documented the
procedures performed to ensure that positions created and maintained within AASIS are
in compliance with legislative acts. Also, Department of Finance and Administration
employees who are not responsible for establishing or maintaining payroll positions had
the ability to create and change payroll positions. Payroll positions recorded in AASIS
should agree with all payroll positions established by State of Arkansas appropriation
acts. Additionally, the ability to establish or maintain payroll positions in AASIS should
be limited to only those individuals required to perform these functions. Failure to
adequately monitor payroll positions and allow excessive access to position control
maintenance increases the potential for misappropriation of assets through the creation
of erroneous or fraudulent positions and related position data.

The Department of Finance and Administration indicated that it started documenting the
formal procedures in July 2005 and that security was also changed in July 2005 to limit
the number of Department of Finance and Administration staff with access to create or
maintain a payroll position. However, these documentation procedures and security
changes have not been tested as part of the audit process, since these changes were
made after June 30, 2005.

Response:

The Department of Finance and Administration-Office of Personnel Management
(OPM), has developed procedures to perform on a monthly basis to ensure that the
authorized number of positions established for an agency each biennium do not exceed
the maximum number authorized in the agency’s appropriation act. Exceptions noted
are further traced to the appropriate legal authority to exceed the authorized level.

Established positions are reviewed monthly for salary adjustments that exceed certain
standards to determine that proper legal authority was present for the adjustment. This
review is also made on a monthly basis.



Security roles were reviewed for all staff members within OPM and, where appropriate,
transactional authority was removed from each individual’s security role to limit their
access to their specific job duties.

FS-05-07 Electronic Warrants

Finding:

As noted in the previous audit, the normal processing of electronic warrant data
includes the creation of a file by AASIS that is electronically retrieved by Auditor of State
personnel, who then transmit the file to the State’s commercial bank. This file contains
the authorization to pay State funds directly to the bank accounts of the payees listed on
the warrant file.

Controls over the electronic warrant file were inadequate to ensure the integrity of the
file after creation by the Department of Finance and Administration and the subsequent
transmittal to Auditor of State and the State’s commercial bank. An individual with
access to the file could change a bank account number to one that the individual has
control over and the change may not be detected in a timely manner. Additionally,
without a method to define ownership/responsibility of the file, it could be difficult to
determine if an unauthorized change took place at the State or at the commercial bank.
This situation could result in the State being financially responsible for an error or fraud
that was perpetrated at the commercial bank. Furthermore, there is no contract
between the State and the commercial bank to define the responsibilities of each entity
in the electronic warrant process.

To maintain proper internal control over the electronic warrant file, each recipient should
verify the file's integrity. This verification would signify that the file has not been
changed and that the recipient is assuming responsibility and ownership of the file.

The Department of Finance and Administration indicated that certain controls had been
implemented to help ensure that file integrity is maintained on the electronic warrant file
from its creation by the Department of Finance and Administration until its receipt by the
Auditor of State. These controls have not been tested as part of the audit process since
the changes were made after June 30, 2005.

We recommend the Department of Finance and Administration, the Auditor of State,
and the State’s commercial bank work together to monitor the current internal control
over the electronic warrant process to assure that the file cannot be changed from
creation until the warrants are processed by the bank. We further recommend the
Department of Finance and Administration, the Auditor of State and the State’s
commercial bank enter into a contract that describes the responsibilities of each party,
defines the procedures for processing error correction transactions, and requires the
commercial bank be involved in the internal control over the electronic warrant process.



Response:

A meeting was held on February 21, 2006, at the Department of Finance and
Administration (DFA). Representatives from the Auditor of State, Treasurer of State,
Bank of America, and DFA were present. An agreement was reached for a change in
the process of transmittal of ACH warrant files from the State’s accounting system to the
Auditor, Treasurer, and bank to ensure that the files have the proper security controls in
place. The encryption of these files will ensure that no changes have occurred to the file
from its creation on the State’s accounting system to the time it is processed at the
bank. Estimated implementation date is July 1, 2006.

Terms and condition agreements between the State of Arkansas and the Bank of
America are being located and reviewed to determine if additional written agreements or
contracts are necessary.



FINDING NUMBER: 05-150-01

STATE/EDUCATIONAL AGENCY: University of Arkansas for Medical Sciences
CFDA NUMBER: Various — Research and Development Cluster
QUESTIONED COSTS: $1,621

ALLOWABLE COSTS/COST PRINCIPLES - In a sample of thirty-five (35) expenditures, two (2)
expenditures did not comply with applicable cost principles. In one (1) instance, the University of Arkansas
for Medical Sciences (UAMS) charged an allowable cost relating to a subsequent grant period to an earlier
grant period that was not yet closed. The other expenditure benefited three (3) consecutive grants years but
was fully allocated to the initial grant year.

We recommend UAMS review expenditures charged to grants to ensure compliance with applicable cost
principles.

RESPONSE:

UAMS Administrative Guide Policy 8.3.08-Grants Management Responsibilities states that one of the duties
of the Department Administrator is to “Review grant expenditures for compliance with agency requirements
on a monthly basis.” The questioned costs in both cases have been reallocated to the proper grant year or
to a departmental (non-grant) account. To better be able to confirm this review, the UAMS Grants
Accounting Office is now requiring that explanations of why costs outside a budget period should be
considered applicable to the current budget period. Additional emphasis of this principal has also been
included in the training classes for Grants Administrators at UAMS.

Contact Person: Melony Goodhand
Vice Chancellor for Finance
University of Arkansas for Medical Sciences
4301 West Markham, Slot 632
Little Rock, AR 72205
(501) 686-5670
email: GoodhandMelony@uams.edu

FINDING NUMBER: 05-160-01
STATE/EDUCATIONAL AGENCY: University of Arkansas at Pine Bluff
CFDA NUMBER: 84.038 - Federal Perkins Loan Program_Federal Capital

Contributions
(Student Financial Assistance Cluster)
QUESTIONED COSTS: None

AWARD LETTERS - Our examination of award letters for six (6) students disclosed the following:
e The award letters for four (4) students did not state the correct cost of attendance.

e The award letters for three (3) students were not updated with the correct amount of aid the
students received. However, these students did receive the correct financial aid awards.

We recommend the University properly document financial aid awards and maintain documents supporting
awards.

RESPONSE:
Financial aid awards will be clearly documented on award letters and proper records maintained.

e The University will implement procedures immediately to insure the correct cost of attendance is
reported on award letters and that copies of all award letters are maintained in the students’ files.

e The cost of attendance will be set up in the Datatel Colleague system based on information
reported on the ISIR to initially establish the cost of attendance.

e The Financial Aid Staff will be required to review all information in the file and make any
adjustments to the cost of attendance in the Colleague system prior to packaging so that the
correct budget is listed on the award notification.

. Revised award letters will be generated and copies retained for any subsequent adjustments made
after the initial award letter is generated.



Contact Person: Barbara Goswick
Associate Vice President of Finance
University of Arkansas at Pine Bluff
1200 North University Drive
Pine Bluff, AR 71601
(870) 575-8970
email: goswick_b@uapb.edu

FINDING NUMBER: 05-160-02
STATE/EDUCATIONAL AGENCY: University of Arkansas at Pine Bluff
CFDA NUMBER: 84.038 — Federal Perkins Loan Program_Federal Capital

Contributions
(Student Financial Assistance Cluster)
QUESTIONED COSTS: None

COHART DEFAULT RATE - For the fifth consecutive year, the University, again, did not receive a Federal
Capital Contribution (FCC) because their cohort default rate of 41.66% 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:

While the cohort default rate is high, the current rate represents a decline from previous years. The rate for
FYOQ5 is 41.67% down from 50.44% in FY04, 44.44% in FY03 and 59.62% in FY02. The FYO05 rate is based
on the number of borrowers who entered repayment in 2001-2002, 2002-2003 and 2003-2004. An analysis
of defaulters for each of these years shows the number of defaulters declines with each year as the rates
are 44.44%, 37.50% and 36.36% respectively. This analysis shows that the University’s efforts in recent
years have been successful in reducing defaulters.

The University will strengthen its’ default prevention plan in an effort to further reduce defaults. Specific
strategies include:

e Contracting with Campus Partners, the University’s outside billing agency, to provide additional
services by trained counselors to supplement required diligence activities using a combination of
telephone calls, written correspondence, special billing statements, and e-mail statements. The
program is designed to prevent defaults by contacting and counseling borrowers at the earliest
indication of a possible problem.

e Enrolling in the Department of Education’s Default Reduction Assistance Program (DRAP). The
intent of the DRAP is to get the defaulted Perking Loan borrower back into repayment before the
account goes to a collection agency.

e Development and implementation of systematic procedures for placement of accounts with
collection agencies.

o Development and implementation of systematic procedures for assignment of uncollectible loans to
the U. S. Department of Education.

e A comprehensive analysis of defaulters will be undertaken to improve default prevention and
management practices and initiatives.

¢ Intensify contact with borrowers prior to entering repayment and during early stages of default.

e  Greater coordination with other University offices such as Alumni and Academic Affairs to ensure
borrower contact information is current.

Contact Person: Barbara Goswick
Associate Vice President of Finance
University of Arkansas at Pine Bluff
1200 North University Drive
Pine Bluff, AR 71601
(870) 575-8970
email: goswick_b@uapb.edu



FINDING NUMBER: 05-160-03

STATE/EDUCATIONAL AGENCY: University of Arkansas at Pine Bluff
CFDA NUMBER: 84.032 - Federal Family Education Loans

(Student Financial Assistance Cluster)
QUESTIONED COSTS: None

LOAN LIMITS - Our examination of six (6) students who received Federal Family Education Loans
disclosed two (2) students exceeded loan limits. One (1) student received subsidized loans for the
academic year in the amount of $8,000 which exceeded the subsidized loan limit of $5,500 by $2,500. One
(1) student received both subsidized and unsubsidized loans for the academic year in the amount of
$11,375, which exceeded the aggregate limit of $10,500 by $875.

We recommend the University implement internal controls to ensure students are not allowed to exceed
yearly loan limits.

RESPONSE:
The University will take the necessary steps to prevent students from borrowing in excess of annual loan
limits including:

e We will work with our software provider, Datatel, to implement system edits to prevent loan
awards in excess of regulatory maximums.

o  Staff will be required to attend training throughout the year and be periodically tested to ensure
that they understand the loan limits as mandated by the Federal Family Education Loan Program
Regulations.

e An internal review system will be established and implemented to periodically review awards for
accuracy and ensure compliance with regulations.

e Corrections will be made to the two students who received excessive awards.

Contact Person: Barbara Goswick
Associate Vice President of Finance
University of Arkansas at Pine Bluff
1200 North University Drive
Pine Bluff, AR 71601
(870) 575-8970
email: goswick_b@uapb.edu

FINDING NUMBER: 05-160-04

STATE/EDUCATIONAL AGENCY: University of Arkansas at Pine Bluff

CFDA NUMBER: 84.032 — Federal Family Education Loans
(Student Financial Assistance Cluster)

QUESTIONED COSTS: None

REFUND OF LOAN PROCEEDS - Our examination of six (6) students who received refunds of Federal
Family Education Loans disclosed one (1) student’s loan proceeds were not posted to their account within
the prescribed time frame nor was their refund check disbursed within the prescribed time frame.

We recommend the University post loan proceeds and issue refund checks within the prescribed time frame.

RESPONSE:
The University will review implement procedures to insure loan proceeds are posted
and refunded in the required time frames.

e Requested disbursement dates will be reviewed to ensure that they allow students adequate time
to register and receive loan funds.

e |f funds cannot be posted within the prescribed time, the conditional period will be utilized, with
documentation, when appropriate but in all other cases procedures will be established to return the
funds.

o  We will work with Datatel to assist in the timely posting of loan proceeds including the generation
of reports to clearly identify students whose loan funds are received but not posted.

e An internal review system will be established and implemented to periodically review awards for
accuracy and ensure compliance with regulations.



Contact Person: Barbara Goswick

Associate Vice President of Finance
University of Arkansas at Pine Bluff
1200 North University Drive

Pine Bluff, AR 71601

(870) 575-8970

email: goswick_b@uapb.edu

FINDING NUMBER: 05-520-01
STATE/EDUCATIONAL AGENCY: Department of Workforce Education - Arkansas

Rehabilitation Services

CFDA NUMBER: 84.126 - Rehabilitation Services_Vocational Rehabilitation

Grants to States

QUESTIONED COSTS: None

ACTIVITIES ALLOWED OR UNALLOWED AND ALLOWABLE COSTS/COST PRINCIPLES - Client case
files support vocational rehabilitation services and aid provided by the Agency. Fifty-nine (59) case files
located in twelve (12) local offices throughout the State were selected for review. The following deficiencies
identified during our review were also identified in prior years:

Seven (7) files did not determine eligibility of the client within 60 days of the date of application or
contain the appropriate extension of the eligibility period.

Regulations require the counselor to amend the individual’'s plan for employment when the changes
are substantial. Twelve (12) files did not contain these amendments.

Clients must present evidence that they have applied for financial assistance for institutions of
higher education before they can receive assistance using Vocational Rehabilitation funds. Six (6)
files did not contain the required financial assistance documentation.

Seven (7) files did not contain a re-assessment of financial need when there were changes in the
individual’s financial situation.

Twenty-three (23) of the files did not contain invoices to support the authorization for payment.
Counselors are required to seek three (3) bids on purchases over $1,000 and receive approval
from the Chief of Field Services. There were sixteen (16) files with purchases over $1,000 that did

not contain the appropriate approvals or bids.

Eight (8) of the files received services that did not appear necessary for the individual to reach their
employment goal.

Twenty-two (22) files contained case narratives that were not updated at least every 90 days.

Program regulations require that a local medical consultant review and approve any physical
restorative services. Six (6) files did not contain the required review.

Seven (7) files exceeded the $4,500 limit on training expenses for the twelve-month period.
Six (6) files did not contain the appropriate supporting documentation for maintenance payments.
A new policy introduced in November 2004 requires counselor’s to verify the individual’s income by

obtaining W-2’s, tax returns, or other documentation of income. Nine (9) of the files reviewed did
not contain the required supporting documentation.

We recommend the Agency continue to develop procedures to ensure compliance with program regulations
and improve the quality of documentation contained in client case files.



RESPONSE:

The Agency appreciates the cooperation and assistance of Legislative Audit Staff as we continue to address
case management issues in the documentation and case recording aspects of client service records. Audit
Staff provided the Deputy Commissioner of Field Operations a list of those cases that were identified as
problematic. These cases were noted to the affected staff and the District Managers of each of the offices
have reviewed those cases and assured that corrections or adjustments were made wherever possible that
would not negatively impact the statutory historical integrity of the client service record. Corrective Action
Plans were put into effect to assure continued and future compliance.

The Quality Assurance Team and District did also conduct a statewide review of a sampling of cases in
September 2005. From this review some policies are being clarified, and/or have been amended, based on
Legislative Audit recommendations and the additional technical assistance being provided by our federal
partners at Rehabilitation Services Administration. The agency is currently conducting district meetings with
all field service personnel to provide training and to implement strategic plans for procedural changes that
are being made to address the areas noted by Legislative Audit and Rehabilitation Services Administration.
These changes and the associated training are directed toward developing procedures to ensure
compliance with program regulations and ensure the improvement of quality documentation contained in
client case files.

Contact Person: John Wright
Fiscal Officer
Rehabilitation Services
1616 Brookwood
Little Rock, AR 72207
(501) 296-1614
email: jwwright@ars.state.ar.us

FINDING NUMBER: 05-520-02

STATE/EDUCATIONAL AGENCY: Department of Workforce Education - Arkansas
Rehabilitation Services

CFDA NUMBER: 84.126 - Rehabilitation Services_Vocational Rehabilitation
Grants to States

QUESTIONED COSTS: $17,556

ACTIVITIES ALLOWED OR UNALLOWED AND ALLOWABLE COSTS/COST PRINCIPLES - Thirty (30)
expenditures were reviewed in order to determine that costs were properly charged to the program in
accordance with applicable federal guidelines.

e Arkansas Rehabilitation Services (ARS) has a contract with National Park Community College
(NPCC) for an instructor for Adult Basic Education classes at the Hot Springs Rehabilitation Center.
The contract required NPCC to bill the Agency an agreed upon rate for each hour actually worked.
The contract also provided for a predetermined number of allowable hours. NPCC billed the
Agency at a rate obtained by dividing the allowable hours by the number of months in the contract
period. The instructor’'s work schedule was changed which reduced the total annual hours worked.
NCPP failed to adjust their billing resulting in an overpayment for FY2005 of $10,634. Additional
review also indicated an overpayment of $6,922 in FY2004.

RESPONSE:

The Hot Springs Rehabilitation Center (HSRC) approved National Park Community College (NPCC) billing
statements without reviewing actual teaching hours provided. Both the Hot Springs Rehabilitation Center
and NPCC have revised their contract and billing procedures to properly document actual hours provided.
Invoices will be supported with wage & hour documentation from the college.

The agency has negotiated with National Park Community College (NPCC) to correct the billing issue and
overpayment. NPCC has repaid $5,852.00 as of 02/28/06 and will repay the remaining amount of
$11,704.00 by the end of the fiscal year.

e Program regulations require all payments to be supported by the appropriate documentation prior
to payment for services. The Agency did not obtain and review the supporting documentation



required for three (3) selected payments associated with two (2) of their contracts prior to the
payment for services.

RESPONSE:

The Program Planning, Development, and Evaluation Unit has changed its grant review procedures
regarding the approval of contract payments to include supporting documentation of reimbursable costs. The
corrective action plan requires copies of invoices and billing statements for travel, common carrier travel,
supplies, and other applicable reimbursed requests. Specific contracts, where applicable, will be amended
in the next contract cycle to reflect the reimbursable costs associated with the contractual functions.

e Program regulations require all payments be properly charged as to account, amount and period.
Four (4) of the expenditures selected for testing were charged to an incorrect expense account.

RESPONSE:

The AASIS logistics module ties a material code to a default general ledger code. The default code appears
automatically in the general ledger field on the assignment tab of the purchase order system. The
assignment tab does not display the general ledger code title. This default mechanism promotes the
potential for inadvertent error. The purchasing agents are reviewing the general ledger account codes from a
printed list. They are also correcting the coding on existing purchase orders. ARS staff also reviews the
warrant list for code 5080022000 and prepares expense error corrections to reclassify the expenditure.

We recommend the Agency develop procedures to ensure all requirements of contracts and grant
agreements have been properly supported and reviewed prior to payment for services. We also recommend
the Agency review expenditures to ensure they comply with program regulations and have been properly
charged as to account, amount, and period.

Contact Person: John Wright
Fiscal Officer
Rehabilitation Services
1616 Brookwood
Little Rock, AR 72207
(501) 296-1614
email: jwwright@ars.state.ar.us

FINDING NUMBER: 05-520-03

STATE/EDUCATIONAL AGENCY: Department of Workforce Education - Arkansas
Rehabilitation Services

CFDA NUMBER: 84.126 - Rehabilitation Services_Vocational Rehabilitation
Grants to States

QUESTIONED COSTS: $442,592

REPORTING — The Agency is required to submit a quarterly report (SF-269) to the Department of Education
that shows the total expenses for Vocational Rehabilitation Services. These expenses support the amounts
that the Agency is reimbursed by the Department of Education. The Agency received $442,592 for the year
in reimbursements from Social Security Administration for expenses for clients that qualify for the Social
Security Insurance and Social Security Disability Insurance programs. The Agency also reported these
expenses for reimbursement for the Vocational Rehabilitation Services program.

We recommend the Agency develop procedures to ensure all information submitted to the Department of
Education is fairly presented, accurate and complete.

RESPONSE:

A review of the FFY 2004 Vocational Rehabilitation Program financial reports (SF-269) by audit discovered
an over reporting of program income by $442,592. As soon as this came to light, the agency prepared
corrected financial reports and submitted the corrected reports to the U.S.D.O.E. Rehabilitation Services
Administration with copies to the Legislative Audit. The FFY 2004 reports have been finalized in the



U.S.D.O.E. automated reporting system. Since no SF-269 reports have been prepared for FFY 2005 at the
time of the discovery, there was no carry forward effect. This is the first error of this nature regarding the SF-
269 in many years. Agency staff modified the reporting working paper and formulas to control for this
possibility. The change will more clearly delineate the “Program Income affect” for federal reporting.

The finding classifies the error in reporting as a questioned cost. However, the audit staff indicated that this
did not involve any issues of unallowable or non-allocable costs charged to the program.

Contact Person: John Wright
Fiscal Officer
Rehabilitation Services
1616 Brookwood
Little Rock, AR 72207
(501) 296-1614
email: jwwright@ars.state.ar.us

FINDING NUMBER: 05-645-01
STATE/EDUCATIONAL AGENCY: Arkansas Department of Health
CFDA NUMBER: 10.557 — Special Supplemental Nutrition Program for

Women, Infants, and Children

93.268 — Immunization Grants

93.283 - Centers for Disease Control and Prevention_

Investigations and Technical Assistance
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 possible
misuse or misappropriation of federal monies.

We recommend the Agency implement procedures to allocate payroll costs to the appropriate grant in
accordance with an approved cost allocation plan.

RESPONSE:

The Arkansas General Assembly in its 85" Regular Session merged the Arkansas Department of Health
with the Arkansas Department of Human Services and renamed the Department to the Arkansas
Department of Health and Human Services (DHHS). The former Department of Health is now the Division
of Health (DOH) within the newly formed DHHS.

CFDA 10.557

The Agency is working toward incorporation of DOH operations into the agency’s cost allocation plan. An
automated random moment time study process for county professional and clerical staff is currently in
development, which will be used to provide documentation and support in a cost allocation plan amendment.
The amendment will be submitted to the Dallas Regional Office of Health and Human Services, Division of
Cost Allocation (DCA) asking for an effective forward activity date of July 1, 2007 as part of a DOH package.
This date coincides with the finalization of single agency business area financial reporting. Approval
documentation will be provided to USDA following DCA approval. We anticipate WIC FFY’ 08 reports to
reflect the correct expenditures for the WIC program. Should DCA approve retroactive to an effective date
of July 1, 2006 (a possibility), then we anticipate WIC FFY’ 07 reports to reflect the correct expenditures for
the WIC program.

CFDA 93.268 and 93.283

Cost allocation plan methodologies for DOH branches and/or sections where individual work effort benefits
more than one grant or program are in development. Efforts have begun to conduct interviews with
appropriate management staff to ascertain the range and impact of persons engaged in multi-work effort
within the division. Methodologies developed will be tested, where feasible, electronically administered and
results examined for appropriateness and accuracy. Valid methodologies will be presented to DCA for their
review, comment and approval.




Once each method is approved, the positions impacted by that method will be placed into a cost pool. Data
will be collected according to the methodology. Calculations of the data will be performed to determine the
percent of overall work effort ascribed to the grant or program activities within the pool. These percentages
will then allocate the total salary and benefits for the period to the grant or program where work effort
occurred. Financial reporting will be updated accordingly.

Anticipated Completion Date: July 1, 2007 for CFDA 10.557
July 1, 2008 or earlier for CFDA’s 93.268 and 93.283

Contact Person: Jerry Berry, Chief Fiscal Officer
Arkansas Department of Health & Human Services
Office of Finance & Administration
P.O. Box 1437, Slot W-401
Little Rock, AR 72203-1437
(501) 682-5448
jerry.berry@arkansas.gov

FINDING NUMBER: 05-645-02
STATE/EDUCATIONAL AGENCY: Arkansas Department of Health
CFDA NUMBER: 10.557 — Special Supplemental Nutrition Program for

Women, Infants, and Children

93.268 — Immunization Grants

93.283 — Centers for Disease Control and Prevention_

Investigations and Technical Assistance
QUESTIONED COSTS: $44,085

ACTIVITIES ALLOWED OR UNALLOWED AND ALLOWABLE COSTS/COST PRINCIPLES - As a result
of various tests performed on selected programs administered by the Arkansas Department of Health, it was
noted that the Agency was unable to provide supporting documentation for thirty-seven (37) of the two
hundred fifty (250) administrative-type expenditures selected for review. The unsupported disbursements,
which must be considered questioned costs, total $44,085 and represent 21% of the total value of
expenditures selected for testing ($210,768). The total of these types of expenditures for the selected
programs was $10,670,130.

We recommend the Agency review its existing policy concerning record retention and implement procedures
to ensure that all supporting documentation is properly maintained.

RESPONSE:

The Arkansas General Assembly in its 85" Regular Session merged the Arkansas Department of Health
with the Arkansas Department of Human Services and renamed the Department to the Arkansas
Department of Health and Human Services (DHHS). The former Department of Health is now the Division
of Health (DOH) within the newly formed DHHS.

Procedures are in place which resulted in agency employees discovering and properly reporting misfiled
support documentation prior to this finding. DOH expense documentation for the time period sampled was
relocated to a combined central agency location. During the relocation, a portion of support documentation
was temporarily misfiled. Unsupported disbursements noted above were not located prior to conclusion of
the Single Audit. Research continues and the agency ultimately expects no questioned costs. State Single
Auditors will be provided with support documentation for misfiled items. A revision to existing record
retention policy is not warranted.

Anticipated Completion Date: On or before June 30, 2006.

Contact Person: Jerry Berry, Chief Fiscal Officer
Arkansas Department of Health & Human Services
Office of Finance & Administration
P.O. Box 1437, Slot W-401
Little Rock, AR 72203-1437
(501) 682-5448
jerry.berry@arkansas.gov



FINDING NUMBER: 05-645-03

STATE/EDUCATIONAL AGENCY: Arkansas Department of Health

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

QUESTIONED COSTS: None

CASH MANAGEMENT - The Agency has maintained an excessive cash balance associated with the 2002
and 2001 federal grants, which have both expired. The amount of cash in the State treasury at June 30,
2005 was $103,257 and $56,878, respectively.

We recommend the Agency review the Cash Management Improvement Act (CMIA) agreement and
establish procedures to ensure federal funds are disbursed in a timely manner.

RESPONSE:

The Arkansas General Assembly in its 85" Regular Session merged the Arkansas Department of Health
with the Arkansas Department of Human Services and renamed the Department to the Arkansas
Department of Health and Human Services (DHHS). The former Department of Health is now the Division
of Health (DOH) within the newly formed DHHS.

The Agency is technically in compliance with CMIA requirements in that interest liability for the cash
balances noted has been provided to the U.S. Department of the Treasury as required on an annual basis.
It is acknowledged that final resolution of the remaining balances is warranted. The Agency will seek
guidance from the U.S. Department of Agriculture regarding ultimate disposition of the funds in question.

Anticipated Completion Date: On or before June 30, 2006.

Contact Person: Jerry Berry, Chief Fiscal Officer
Arkansas Department of Health & Human Services
Office of Finance & Administration
P.O. Box 1437, Slot W-401
Little Rock, AR 72203-1437
(501) 682-5448
jerry.berry@arkansas.gov

FINDING NUMBER: 05-645-04

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 — The Agency failed to follow program guidelines
for client processing standards and food instrument issuance. Our testing at five (5) local health units
revealed sixteen (16) incomplete applications for WIC assistance and five (5) instances where an increased
risk appointment had not been scheduled for high-risk participants on the Nutritional Screening Form. In
addition, we noted four (4) instances of food instruments being issued without the signature of the eligible
participant. These conditions indicate a weakness in the ability to properly safeguard assets and ensure
program eligibility, which could lead to the misuse and misappropriation of those assets.

We again recommend the Agency continue to provide additional training and supervision to employees at
local health units.

RESPONSE:

The Arkansas General Assembly in its 85" Regular Session merged the Arkansas Department of Health
with the Arkansas Department of Human Services and renamed the Department to the Arkansas
Department of Health and Human Services (DHHS). The former Department of Health is now the Division
of Health (DOH) within the newly formed DHHS.



The WIC Program through the Central Region WIC Coordinator has provided training for the Local Health
Unit staff in the counties identified in the audit; instituted a quarterly follow-up observation tool and process
to be initiated by the WIC Specialist and Clerical Consultant. This observation will be conducted in each
Local Health Unit and includes a peer review process as part of the Operational Standards. Training will be
provided to Local Health Unit staff based on the results of the observation and peer review.

Anticipated Completion Date: July 2006

Contact Person: Jennifer Dillaha, Director
Arkansas Department of Health & Human Services
Division of Health, Center for Health Advancement
4815 W. Markham, Slot H-41
Little Rock, AR 72203-1437
(501) 280-4055
jdillaha@healthyarkansas.com

FINDING NUMBER: 05-645-05

STATE/EDUCATIONAL AGENCY: Arkansas Department of Health

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

QUESTIONED COSTS: None

INADEQUATE INTERNAL CONTROLS - The Agency'’s failure to implement supervisory review of journal
entries to ensure federal funds drawn are coded to the correct Treasury fund in AASIS has led to posting
errors totaling $140,912. The Agency subsequently identified one (1) error in the amount of $131,909.
However, the Agency failed to properly code the correction in the Automated Standard Application for
Payments (ASAP) system, which is the U.S. Department of the Treasury Financial Management Services
payment system. A correcting entry for the identified error is no longer needed in AASIS.

We recommend the Agency establish procedures to ensure supervisory review of AASIS and ASAP entries.

RESPONSE:

The Arkansas General Assembly in its 85" Regular Session merged the Arkansas Department of Health
with the Arkansas Department of Human Services and renamed the Department to the Arkansas
Department of Health and Human Services (DHHS). The former Department of Health is now the Division
of Health (DOH) within the newly formed DHHS.

Procedures are in place which resulted in agency employees discovering and properly reporting ASAP
coding and AASIS posting errors prior to this finding. High turnover in principal supervisory staff responsible
for review of federal draws, corresponding journal entries and the training of non-supervisory personnel
contributed significantly to this finding. Internal protocols to ensure proper supervisory review and training of
non-supervisory personnel are now in place.

Anticipated Completion Date: Completed — Supervisory review and training are ongoing.
ASAP correction on or before June 30, 2006.

Contact Person: Jerry Berry, Chief Fiscal Officer
Arkansas Department of Health & Human Services
Office of Finance & Administration
P.O. Box 1437, Slot W-401
Little Rock, AR 72203-1437

(501) 682-5448
jerry.berry@arkansas.gov



FINDING NUMBER: 05-645-06

STATE/EDUCATIONAL AGENCY: Arkansas Department of Health
CFDA NUMBER: 93.268 — Immunization Grants
QUESTIONED COSTS: None

ELIGIBILITY AND SPECIAL TESTS AND PROVISIONS - The testing at five (5) of the ninety-five (95)
local health units revealed fourteen (14) instances where management did not follow program guildelines
related to client eligibility and client record keeping.

We again recommend the Agency establish procedures to ensure client immunization records are properly
maintained and required immunization record information is completed.

RESPONSE:

The Arkansas General Assembly in its 85™ Regular Session merged the Arkansas Department of Health
with the Arkansas Department of Human Services and renamed the Department to the Arkansas
Department of Health and Human Services (DHHS). The former Department of Health is now the Division
of Health (DOH) within the newly formed DHHS.

Additional training (by Communicable Disease Nurse Specialists or equivalent professional) will be provided
to the appropriate Local Health Unit personnel at the respective Local Health Units.  This training will
specifically address adherence to current policy on determining eligibility.

Anticipated Completion Date: April 15, 2006

Contact Person: Donnie Smith, Director
Arkansas Department of Health & Human Services
Division of Health, Center for Health Protection
4815 W. Markham, Slot H-41
Little Rock, AR 72203-1437
(501) 661-2910
donsmith@healthyarkansas.com

FINDING NUMBER: 05-645-07
STATE/EDUCATIONAL AGENCY: Arkansas Department of Health
CFDA NUMBER: 93.268 — Immunization Grants
QUESTIONED COSTS: $28,442

PERIOD OF AVAILABILITY OF FEDERAL FUNDS - Adequate internal controls were not in place to ensure
that funds were spent for expenses incurred during the period of availability. Invoices totaling $28,442 were
paid for goods and/or services that were received prior to the beginning of the grant period before funds
became available. The Agency failed to pay for these expenses of a continuing federal program out of the
appropriate grant year.

We recommend the Agency establish procedures to ensure program funds are spent for expenses incurred
within the period of availability. Additionally, the Agency should contact the federal cognizant agency for
guidance in correcting the spending problem disclosed above.

RESPONSE:

The Arkansas General Assembly in its 85" Regular Session merged the Arkansas Department of Health
with the Arkansas Department of Human Services and renamed the Department to the Arkansas
Department of Health and Human Services (DHHS). The former Department of Health is now the Division
of Health (DOH) within the newly formed DHHS.

Procedures are in place which resulted in agency employees discovering and properly reporting period of
availability issues prior to this finding. The agency is working to implement and routinely disseminate
updated commitment and liquidation timeframes per grant to principal program, purchasing and payables
personnel. Monthly notice of impending grant end dates, routine clearing of outstanding commitments at
grant end, establishment of formal grant closeout/settlement procedures and a grants management best
practices document are all in final development. Twice annual training and technical assistance on these



items will be offered to relevant personnel beginning in the spring of 2006. Individual training and technical
assistance will be available and ongoing. Future period of availability issues are expected to be significantly
mitigated.

The agency will seek guidance from the U.S. Department of Health and Human Services, Centers for
Disease Control and Prevention regarding the funds in question.

Anticipated Completion Date: On or before June 30, 2006. Training and technical assistance are
ongoing.
Contact Person: Jerry Berry, Chief Fiscal Officer

Arkansas Department of Health & Human Services
Office of Finance & Administration

P.O. Box 1437, Slot W-401

Little Rock, AR 72203-1437

(501) 682-5448

jerry.berry@arkansas.gov

FINDING NUMBER: 05-645-08
STATE/EDUCATIONAL AGENCY: Arkansas Department of Health
CFDA NUMBER: 93.268 — Immunization Grants
QUESTIONED COSTS: None

REPORTING - The Agency’s failure to perform a reconciliation between the Immunization Grants Financial
Report and the PSC 272 Federal Cash Transaction Report resulted in expenditures being understated by
$579,950 on the PSC 272.

We recommend the Agency implement additional review procedures to ensure accurate reporting to the
federal cognizant agency.

RESPONSE:

The Arkansas General Assembly in its 85" Regular Session merged the Arkansas Department of Health
with the Arkansas Department of Human Services and renamed the Department to the Arkansas
Department of Health and Human Services (DHHS). The former Department of Health is now the Division
of Health (DOH) within the newly formed DHHS.

Procedures are in place which resulted in agency employees discovering and properly reporting PSC 272
Federal Cash Transaction Report issues prior to this finding. High turnover in principal supervisory staff
responsible for review of cash disbursements and report completion contributed significantly to this finding.
It is acknowledged that further PSC 272 reconciliation is warranted. Internal protocols to ensure proper
review and report completion are now in place.

Anticipated Completion Date: On or before August 14, 2006, for the PSC 272 report period ending
June 30, 2006.

Contact Person: Jerry Berry, Chief Fiscal Officer
Arkansas Department of Health & Human Services
Office of Finance & Administration
P.O. Box 1437, Slot W-401
Little Rock, AR 72203-1437

(501) 682-5448
jerry.berry@arkansas.gov



FINDING NUMBER: 05-645-09

STATE/EDUCATIONAL AGENCY: Arkansas Department of Health

CFDA NUMBER: 93.283 — Centers for Disease Control and Prevention_
Investigations and Technical Assistance

QUESTIONED COSTS: None

PERIOD OF AVAILABILITY OF FEDERAL FUNDS — The Agency’s continued failure to establish internal
controls for the Public Health Preparedness and Response for Bioterrorism Grant resulted in expenditures
totaling $123,775 for the 2004-2005 grant being charged in error to the 2003-2004 grant.

We again recommend the Agency establish internal controls to limit expenditures of federal funds to
obligations occurring within the period of availability of the grant.

RESPONSE:

The Arkansas General Assembly in its 85" Regular Session merged the Arkansas Department of Health
with the Arkansas Department of Human Services and renamed the Department to the Arkansas
Department of Health and Human Services (DHHS). The former Department of Health is now the Division
of Health (DOH) within the newly formed DHHS.

Procedures are in place which resulted in agency employees discovering and properly reporting period of
availability issues prior to this finding. The agency is working to implement and routinely disseminate
updated commitment and liquidation timeframes per grant to principal program, purchasing and payables
personnel. Monthly notice of impending grant end dates, routine clearing of outstanding commitments at
grant end, establishment of formal grant closeout/settlement procedures and a grants management best
practices document are all in final development. Twice annual training and technical assistance on these
items will be offered to relevant personnel beginning in the spring of 2006. Individual training and technical
assistance will be available and ongoing. Future period of availability issues are expected to be significantly
mitigated.

Anticipated Completion Date: On or before June 30, 2006. Training and technical assistance are
ongoing.
Contact Person: Jerry Berry, Chief Fiscal Officer

Arkansas Department of Health & Human Services
Office of Finance & Administration

P.O. Box 1437, Slot W-401

Little Rock, AR 72203-1437

(501) 682-5448

jerry.berry@arkansas.gov

FINDING NUMBER: 05-645-10

STATE/EDUCATIONAL AGENCY: Arkansas Department of Health

CFDA NUMBER: 93.283 — Centers for Disease Control and Prevention_
Investigations and Technical Assistance

QUESTIONED COSTS: None

REPORTING - The Agency failed to submit the final FS-269A Financial Status Reports for the 2003 — 2004
Epidemiology and Laboratory Capacity for Infectious Diseases Grant. The FS-269A is prepared annually
and a final report is due one year after the grant expires. The Epidemiology and Laboratory Capacity for
Infectious Diseases Grant final report was due March 31, 2005. Failure to file federal reports in a timely
manner could lead to misrepresentation and disallowance of federal expenditures.

We recommend the Agency establish internal controls to enable preparation and submission of financial
status reports as required in the grant agreements.

RESPONSE:

The Arkansas General Assembly in its 85" Regular Session merged the Arkansas Department of Health
with the Arkansas Department of Human Services and renamed the Department to the Arkansas
Department of Health and Human Services (DHHS). The former Department of Health is now the Division
of Health (DOH) within the newly formed DHHS.



The Agency acknowledges that completion of the final SF-269A for the program is warranted. The report
will be completed and filed. State Single Auditors will be provided with a copy of the report. The agency is
currently engaged in the technical development of an interactive on-line federal reporting calendar.
Relevant agency program and financial personnel will have current reporting parameters and deadlines for
their grants available on demand. Go live date of July 2006 is anticipated. Furthermore, establishment of
formal grant closeout/settlement procedures and a grants management best practices document are in final
development. Twice annual training and technical assistance on these items will be offered to relevant
personnel beginning in the spring of 2006. Individual training and technical assistance will be available and
ongoing. Future reporting issues are expected to be significantly mitigated.

Anticipated Completion Date: On or before June 30, 2006. Training and technical assistance are
ongoing.
Contact Person: Jerry Berry, Chief Fiscal Officer

Arkansas Department of Health & Human Services
Office of Finance & Administration

P.O. Box 1437, Slot W-401

Little Rock, AR 72203-1437

(501) 682-5448

jerry.berry@arkansas.gov

FINDING NUMBER: 05-645-11
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 identify federal draws to the corresponding grants on the PMS-272
quarterly reports for the State Survey and Certification of Health Care Providers and Suppliers program.
The OMB Circular No. A-133, Audits of States, Local Governments, and Non-Profit Organizations, requires
entities to “Identify, in its accounts, all Federal awards received and expended and the Federal programs
under which they were received.” The Agency is drawing all federal monies on one letter of credit without
properly identifying draws for individual grants.

We recommend the Agency establish internal controls and provide training to employees to ensure that
federal monies are properly identified to the appropriate grant.

RESPONSE:

The Arkansas General Assembly in its 85" Regular Session merged the Arkansas Department of Health
with the Arkansas Department of Human Services and renamed the Department to the Arkansas
Department of Health and Human Services (DHHS). The former Department of Health is now the Division
of Health (DOH) within the newly formed DHHS.

Procedures are in place which resulted in agency employees discovering and properly reporting insufficient
identification of federal draws to the corresponding federal grants prior to this finding. High turnover in
principal supervisory staff responsible for review of federal draws and the training of non-supervisory
personnel contributed significantly to this finding. Internal protocols to ensure proper supervisory review and
training of non-supervisory personnel are now in place.

Anticipated Completion Date: Completed — Supervisory review and training are ongoing.

Contact Person: Jerry Berry, Chief Fiscal Officer
Arkansas Department of Health & Human Services
Office of Finance & Administration
P.O. Box 1437, Slot W-401
Little Rock, AR 72203-1437
(501) 682-5448
jerry.berry@arkansas.gov



FINDING NUMBER: 05-691-01

STATE/EDUCATIONAL AGENCY: Southeast Arkansas College
CFDA NUMBER: 84.007 — Federal Supplemental Educational Opportunity
Grants

84.032 — Federal Family Education Loans

84.033 - Federal Work-Study Program

84.063 — Federal Pell Grant Program

(Student Financial Assistance Cluster)
QUESTIONED COSTS: None

RETURN OF TITLE IV FUNDS - The examination of the calculation of the return of Title IV assistance for
one (1) student, who withdrew from classes, disclosed the College incorrectly calculated the student should
return $874 when the correct amount that should be returned was $1,138, a difference of $264.

We recommend the College examine all 2004-05 returns to Title IV criteria for accuracy and make
necessary corrections.

RESPONSE:

We concur with the finding. It is the intent of Southeast Arkansas College to accurately calculate all
occurrences of Return of Title IV assistance. In order to prevent future occurrences, the College has
implemented an additional step in the Return of Title IV funds calculation. The Return of Title IV funds
will initially be calculated by the Financial Aid Officer and then reviewed by the Director of Financial Aid.

The contact person for the audit responses above is Donna Cox.

Contact Person: Meloinee Knight
Vice President of Financial Affairs
Southeast Arkansas College
1900 Hazel Street
Pine Bluff, AR 71603
(870) 543-5905
email: mknight@seark.edu

FINDING NUMBER: 05-710-01
STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services
10.551 — Food Stamps
(Food Stamp Cluster)
93.558 — Temporary Assistance for Needy Families
93.778 — Medical Assistance Program
(Medicaid Cluster)
QUESTIONED COSTS: None

ACCESS SECURITY CONTROLS - Terminated employees were again noted as active on Arkansas’
Networked System for Welfare Eligibility and Reporting (ANSWER) application security master. ANSWER is
an Agency database used to maintain client information. Seventeen (17) former Department of Human
Services (DHS) employees’ had active access to ANSWER.

We again recommend the Agency strengthen controls over the removal of employee access to the DHS
network and establish procedures to ensure access to Agency subsystems is also removed for terminated
employees.

External Internet protocol port scans discovered seven (7) new high severity vulnerabilities/exploits that
could allow a remote user to connect to a machine on the ANSWER server and exploit these vulnerabilities
for malicious use.



We again recommend the Agency review all allocated Internet protocols for vulnerabilities and block or
disable any ports not deemed secure or that pose potential risk.

RESPONSE:

The Agency implemented a process in February 2005 to receive a daily extract from the Arkansas
Administrative Statewide Information System (AASIS) and compare it with the previous day’s extract to
determine any changes in employee status. Terminations or retirements result in the immediate disabling of
that users account. A copy of these changes is also sent to any application administrator (ANSWER is one
of several) so they can also disable the accounts on their system. The Division of County Operations
Security Officer receives the termination list via email every morning and all ANSWER users that are on the
list have their ANSWER account disabled. The termination lists are kept for future reference. The disabling
of the user network account is all that is needed to bar a terminated employee from accessing ANSWER but
we do use the data to clean up the ANSWER and other application’s user databases. We do have a longer
delay on non-DHHS employees who have access to our network. Since most of these users work for other
state agencies, we are not able to get a daily AASIS extract on them. Of course, we ask that the agency
inform us when one of these users leave the state payroll but this does not always happen. To minimize our
exposure in this situation, we look for activity on the account and all accounts without activity in the past 60
days are disabled.

We periodically scan our network for possible vulnerabilities and block any ports or disable any services that
are not necessary to conduct the business of the agency.

Anticipated Completion Date: Already completed and in production.

Contact Persons: Richard Wyatt, Chief Information Officer
Office of Systems and Technology
Arkansas Department of Health and Human Services
P.O. Box 1437 Slot N101
Little Rock, AR 72203-1437
(501) 682-2183
richard.wyatt@arkansas.gov

Joni Jones, Director

Division of County Operations

Arkansas Department of Health and Human Services
P.O. Box 1437, Mail Slot S301

Little Rock, AR 72203-1437

(501) 682-8375

joni.jones@arkansas.gov

FINDING NUMBER: 05-710-02

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services

CFDA NUMBER: 16.540 —  Juvenile Justice and Delinquency
Prevention_Allocation to States

QUESTIONED COSTS: $124,086

ALLOWABLE COSTS/COST PRINCIPLES - Inadequate supervisory review of disbursements, breakdown
in internal controls and inadequate segregation of duties in the Juvenile Justice and Delinquency Prevention
(JUDP) program of the Division of Youth Services (DYS) led to disbursements of unauthorized federal
subgrants totaling $120,000. Cheryl Moten, Juvenile Justice Specialist for DYS, approved and disbursed
$125,460 to the Little Angels, Inc., a non-profit organization. The Arkansas Coalition for Juvenile Justice
(Coalition) approved only $5,460 for this organization. The Coalition functions as an advisory board for DYS
and assists in the review of federal subgrant applications. In addition, the Agency identified unallowable
travel charges totaling $4,086 made on a credit card assigned to Ms. Moten. Ms. Moten was terminated on
October 7, 2004. The Agency deducted $3,307 from her final payroll and annual leave payout. At the end
of audit fieldwork, the remaining balance of $779 was due the Agency for unallowable travel payments. The
Federal Bureau of Investigation is currently investigating the unauthorized federal subgrant.

We recommend the Agency strengthen internal controls regarding supervisory review of disbursements,
segregation of duties and training within the JJDP program.



RESPONSE:

DYS has implemented changes to strengthen internal controls and supervisory review of disbursements
along with segregating duties. The Arkansas Department of Health and Human Services (DHHS) Office of
Administrative Services Contract Support Section is being used to develop all contracts and grants.
Purchase order creation roles have been removed from the JJDP unit. DYS Support Services conducts a
financial review of all administrative and grant reimbursement requests prior to submission to the DHHS
Contract Management Unit for payment. Access to the Business Travel Account has been restricted to one
administrative assistant and one backup individual. JJDP personnel have been trained.

On January 03, 2006, an indictment was filed in the U.S. District Court - Eastern District Court of Arkansas,
naming Cheryl Moten, a former DYS program manager. The indictment was for eight counts of violation of
Title 18 U.S. Code, Section 641 and Section 2. The indictment indicated that Cheryl Moten, and two other
individuals “aiding and abetting one another, did knowingly convert to their use and the use of another,
money belonging to the United States Department of Justice.” Trial is set for March of 2006.

Anticipated Completion Date: Completed

Contact Person: Karen Fricke, Divisional Chief Fiscal Officer
Division of Youth Services
Arkansas Department of Health and Human Services
P.O. Box 1437, Slot S
Little Rock, AR 72203-1437
(501) 682-1347
karen.fricke@arkansas.gov

FINDING NUMBER: 05-710-03
STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services
CFDA NUMBER: 93.044 - Special Programs for the Aging_Title lll, Part

B_Grants for Supportive Services and Senior Centers
93.045 — Special Programs for the Aging_Title lll, Part
C_Nutrition Services
93.053 — Nutrition Services Incentive Program
(Aging Cluster)
93.558 — Temporary Assistance for Needy Families
93.575 — Child Care and Development Block Grant
93.596 — Child Care Mandatory and Matching Funds of the
Child Care and Development Fund
(CCDF Cluster)
93.568 — Low-Income Home Energy Assistance
93.569 — Community Services Block Grant
93.658 — Foster Care_Title IV-E
93.667 — Social Services Block Grant
QUESTIONED COSTS: Unknown

PERIOD OF AVAILABILITY OF FEDERAL FUNDS - Due to the Agency’s failure to establish adequate
internal controls to separately identify federal grant awards in AASIS, disbursement activity could not be
identified to specific 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 disbursement
activity in AASIS to specific federal grant awards.

RESPONSE:

The Agency has received approval to expand the size of the field used for the coding of Internal Orders
within AASIS. Internal Orders are the primary identifiers of funding sources, including federal grants, and
the percentage each source contributes to the gross amount charged for a disbursement in the Agency’s
Cost Allocation System. We are in the process of holding appropriate meetings with staff to determine the
exact location of necessary elements in the expanded internal order system that would identify and track



particular funding, the funding splits, the Grant/Fund year and reporting components as needed. It is
anticipated that we will have a functioning system beginning July 1, 2006 for the Fiscal Year 2007.

Anticipated Completion Date: July 1, 2006

Contact Person: Jerry Berry, Chief Fiscal Officer
Office of Finance & Administration
Arkansas Department of Health & Human Services
P.O. Box 1437, Slot W-401
Little Rock, AR 72203-1437
(501) 682-5448
jerry.berry@arkansas.gov

FINDING NUMBER: 05-710-04
STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services
CFDA NUMBER: 93.044 — Special Programs for the Aging_Title lll, Part

B_Grants for Supportive Services and Senior Centers
93.045 - Special Programs for the Aging_Title lll, Part
C_Nutrition Services
93.053 — Nutrition Services Incentive Program
(Aging Cluster)

QUESTIONED COSTS: None

SUBRECIPIENT MONITORING — The Agency failed to monitor subrecipients as required by 45 CFR
1321.11 which states that policies be developed to address how the Agency will monitor the performance of
all programs and activities initiated under Part 1321_Grants to State and Community Programs on Aging for
quality and effectiveness. The Agency developed policies but did not conduct annual assessments of the
subrecipients as required for the 2004 or 2005 fiscal years.

We recommend the Agency establish and implement procedures to perform annual assessments on all
subrecipients. According to the Division of Aging and Adult Services, the Division plans to begin performing
assessments in January 2006.

RESPONSE:

The Agency’s Division of Aging and Adult Services (DAAS) has prepared a Financial and General
Administrative Assessment Instrument that is updated to comply with current Older American Act (OAA)
regulations. DAAS plans to complete an assessment on each of Arkansas’ eight Area Agencies on Aging by
the end of the current State fiscal year.

Anticipated Completion Date: June 30, 2006

Contact Person: John Diaz, Assistant Director
Division of Aging and Adult Services
Arkansas Department of Health and Human Services
P.O. Box 1437, Slot S530
Little Rock, AR 72203-1437
(501) 683-2634
john.diaz@arkansas.gov

FINDING NUMBER: 05-710-05

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services

CFDA NUMBER: 93.558 — Temporary Assistance for Needy Families
QUESTIONED COSTS: $49,486

ALLOWABLE COSTS/COST PRINCIPLES - During our review of payments representing supportive
services we noted:

= One (1) transportation provider, Brock Transportation, over billed for two (2) Transitional
Employment Assistance (TEA) recipients between July 1, 2004 and June 30, 2005. Based upon



our request, the Office of Chief Counsel performed a review of all payments to Brock
Transportation. The review determined that Brock Transportation was overpaid $29,852. The
overpayment occurred because the provider billed mileage driven from their headquarters to the
client’'s home. According to the memorandum of agreement, the provider can bill the actual miles
between the client’'s home and the assigned work location. Additionally, the provider billed a higher
per mile rate than the rate specified in the memorandum of agreement.

=  Seventy-five (75) client case files containing transportation assistance payments were selected
from the Work Information System Exchange (WISE) database to determine if payments were
made in accordance with the Agency’'s TEA policy manual. Our examination revealed that
transportation payments for four (4) clients totaling $17,086, were extended past the receipt of the
client’s first paycheck and the case file contained no documentation to support the extension.
According to the TEA policy manual, section 3410, “persons who are employed will be expected to
arrange and pay for their transportation expenses to and from work from their paychecks.
Transportation payments or reimbursements may be provided to a newly hired TEA client until he
or she has received his or her first full paycheck.”

= One (1) client received $1,693 of vehicle down payment assistance and was not employed.
According to the TEA policy manual to be eligible for vehicle down payment assistance, “the client
must be a current TEA recipient with employment or employed former TEA recipient within the first
twelve (12) months of case closure due to employment.”

= One (1) client received educational assistance of $855 after failing to complete a previous TEA
funded course of study. A valid reason for the client failing to complete the course was not noted in
the case file. According to the TEA policy manual “Once a course of study has been approved and
begun, TEA funds will not be used to pay for a new course of study if the client does not complete
the prior course unless the caseworker determined there was a valid reason for the non-
completion.”

We recommend the Agency strengthen employee training and develop procedures to ensure adherence to
existing policy regarding supportive services payments. In addition, the Agency should contact the
cognizant federal agency regarding recovery of the funds disbursed to Brock Transportation.

RESPONSE:

Arkansas Act 1705 of 2005 transferred the Temporary Assistance to Needy Families (TANF) program from
the Arkansas Department of Health and Human Services (DHHS) to the Arkansas Department of Workforce
Services (DWS). As a result, the case management function for the TEA Program will be performed by
DWS. The DHHS Division of County Operations will determine eligibility for the TEA Program. The case
management staff will no longer be responsible for TEA eligibility or the Food Stamp and Medicaid
Programs (which constitutes more than one million clients), as they were while working for DHHS. The case
managers will now have more time to devote to activities which directly support the 3,900 time limited TEA
clients. This change is expected to significantly strengthen case management functions related to the
authorization of supportive services, documentation, employment plans, etc.

DHHS will work with the DWS to assist them in developing training for their case managers on payments for
supportive services. DWS is developing a program monitoring unit. It will be suggested that they increase
their monitoring efforts in this area. DHHS has already initiated collection efforts with Brock Transportation.

Anticipated Completion Date: It will be recommended to DWS that these activities be initiated no later
than June 2006.

Contact Person: Joni Jones, Director
Division of County Operations
Arkansas Department of Health and Human Services
P.O. Box 1437, Mail Slot S301
Little Rock, AR 72203-1437
(501) 682-8375
joni.jones@arkansas.gov



FINDING NUMBER: 05-710-06

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services
CFDA NUMBER: 93.558 — Temporary Assistance for Needy Families
QUESTIONED COSTS: None

CASH MANAGEMENT - As the result of the Agency’s inadequate internal controls regarding bank account
activity and the recording of transfers, the following deficiencies were noted:

e As stated in the previous three (3) audit reports, the Agency has struggled to reduce the cash
balances in the Electronics Benefits Transfer (EBT) bank account and the TEA Employment
Services and Employment and Training (E&T) Jobs bank account. Although the Agency did
reduce cash balances at the end of fiscal year 2004, by end of fiscal year 2005, cash balances
were again excessive increasing by $604,995 to $6,465,473 at June 30, 2005.

e The Agency again failed to return interest totaling $65,590, which was earned on federal deposits
on four (4) bank accounts in fiscal year 2005. In addition, the Agency has failed to return interest
earned totaling $19,450 for fiscal year 2004 and $85,040 during the two (2) year period.

e The Agency is not performing reconciliations between the expenditures reported on the TANF
financial reports with the disbursements recorded in the Work Information System Exchange
(WISE) checking account. An unreconciled difference of $393,894 exists for the year ended June
30, 2005. The Agency began adjusting the WISE system for voided checks in fiscal year 2005,
however, there appears to have been an accumulated difference from prior years. Without the
reconciliation, adjustments to expenditures are not being made for accurate reporting.

e The Agency is not performing a reconciliation between the disbursements recorded in the WISE
database with the disbursements recorded in the WISE checking account. An unreconciled
difference of $208,637 existed for the year ended June 30, 2005. Without the reconciliation,
inappropriate disbursements could be made and not detected in a timely manner.

We recommend the Agency establish adequate internal controls and procedures for cash management. In
addition, the Agency should establish reconciliation procedures to provide assurance that federal funds
represented in Agency bank accounts are adequately safeguarded and federal reports reconcile to
supporting records.

RESPONSE:

EBT Bank Account-The Agency’s Office of Finance and Administration Managerial Accounting Section
maintains the EBT Account. On June 30, 2005, the balance in the EBT Account was $2,128,419.12. Of this
balance, $1,067,148 was deposited on June 29, 2005. Since benefits to the clients are available on the 18
of each month along with the fact that AASIS is down for the first few days of the new fiscal year, a large
balance is needed to assure that funds are available to meet client withdrawals. During the first week of
July, 2005 $1,133,255.44 in benefits were withdrawn by clients. If the deposit on June 29, 2005 had not
been made until AASIS was available the account would have been insufficient to process the client
withdrawals leaving clients without benefits to which they were entitled.

Anticipated Completion Date: June 29, 2005

Interest Owed - The U.S. Treasury sets the process and the time for States to pay interest and has
designated that time to be March of each year. The payments are required to be processed through the
Arkansas Department of Finance and Administration Office of Accounting, therefore, we cannot pay interest
owed for a given year until the following March. All current interest due for the preceding year(s) will be paid
on March 31, 2006, utilizing the process established by the U. S. Treasury.

Anticipated Completion Date: March 31, 2006



WISE Account: Effective October 10, 2005, payments are made through AASIS. Final reconciliations will
be completed when the last payments are processed through the bank account. The bank account will then
be closed.

Anticipated Completion Date: October 10, 2005

Contact Person: Jerry Berry, Chief Fiscal Officer

Office of Finance & Administration

Arkansas Department of Health & Human Services
P.O. Box 1437, Slot W-401

Little Rock, AR 72203-1437

(501) 682-5448

jerry.berry@arkansas.gov

FINDING NUMBER: 05-710-07

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services

CFDA NUMBER: 93.558 — Temporary Assistance for Needy Families
QUESTIONED COSTS: Unknown

ELIGIBILITY — One hundred eighty seven (187) clients’ case files covering ten (10) counties were selected
for review from cash assistance payments in the Arkansas Client Eligibility System (ACES) to determine
whether clients were eligible to receive benefit payments in accordance with the Agency’s TEA manual.

Our examination revealed the following discrepancies:

According to the TEA policy manual, section 2261, “Enroliment and satisfactory attendance will be
verified with the school, and documented in the case record, in those cases where it is reported
that one or more children in the family has failed to enroll or attend school regularly. Such reports
may come from any of several sources including, but not limited to, the school system locally,
courts, system-generated reports supplied by the state Department of Education, etc. Satisfactory
attendance is defined in accordance with the school’s definition of attendance.” Eleven (11) client
case files lacked verification of school age children attending school.

According to the TEA policy manual, section 2262, “Proof of current immunizations of all pre-
school-age children will be requested prior to approval of the application. If such proof is provided,
the case record will be documented accordingly or a copy of the immunization record filed in the
record. If any pre-school-age children are in need of immunizations, the application may be
approved if all other eligibility requirements are met but the adult, or minor parent, will be advised
that the children must receive the needed immunizations and proof that they have must be
provided no later than thirty (30) days from the date the application is approved.” Thirteen (13)
client case files lacked current immunization records for preschool age children.

According to the TEA policy manual, section 2210, “the non-SSI child(ren) must be under 18 years
of age and must live in the home of a parent or other adult caretaker who is in a specified degree of
relationship to the child.” The application process for a TEA client involves verifying age and
relationship. Twelve (12) client case files did not contain adequate documentation to verify
relationship between a minor child and the case head.

According to the TEA policy manual, section 2213, “The worker will verify that the child(ren) are
living with the parent or other relative. Acceptable methods of verification include: collateral
statement form DCO-76, completed by a friend or neighbor showing the child as a household
member (primary type).” Also, according to TEA Manual 4130, “an eligible child must be living in
the home in order for a family to continue to be eligible for TEA. Family members must continue to
live in the home with the child for continued individual eligibility.” Three (3) client case files
provided an incomplete collateral statement; six (6) client case files provided an outdated collateral
statement; and five (5) client case files didn’'t contain any collateral statements to verify the
existence of a child in the home.

According to the TEA policy manual, section 2230, “An individual who has been found guilty of or
has pleaded guilty or nolo contendere to any state or federal offense classified as a felony by the



law of the jurisdiction involved, and which has as an element of the offense, the distribution or
manufacture of a controlled substance is ineligible for TEA benefits. This provision applies only to
offenses occurring after July 1, 1997.” The Agency includes a question on the TEA application,
(also known as the client declaration statement), where a client must check “yes” or “no”
concerning whether they have been convicted of a felony for a controlled substance. Twelve (12)
client case files did not contain a correctly completed client declaration statement, three (3) client
case files contained outdated client declaration statements, three (3) client case files contained no
client declaration statements and one (1) client case file lacked any action by the Agency upon
learning the client had been convicted of a felony for manufacture or distributing a controlled
substance.

e According to the TEA policy manual, section 2400, all able-bodied adult family members are
required to work or participate in work activities which are designed to lead to employment. In
addition, all minor parents, including a minor parent whose child is excluded for payment due to the
family cap provision, are required to participate in educational activities as their work participation
requirement. Limited exceptions to this are stated in the TEA policy manual, section 2430. All
adult clients receiving cash assistance not exempt or deferred from work activities, are required to
complete employment and educational assessments. These assessments assist the caseworker in
determining the client’s level of training and/or education for placement in the work force. Our
examination revealed the following: one (1) client case file did not contain an employment plan, one
(1) client case file did not contain verification of a completed TEA skills, employability and intake
assessment, eleven (11) client case files did not contain a Test of Basic Adult Education (TABE)
scores, four (4) client case files did not contain a learning needs/disability screening and four (4)
client case files did not contain complete information on work activity hours.

We recommend the Agency review existing policies and procedures with appropriate personnel to ensure
compliance with the eligibility requirements of the TANF program. In addition, we recommend the Agency
strengthen current record retention practices in county offices.

RESPONSE:

Arkansas Act 1705 of 2005 transferred the TANF program from the Arkansas Department of Health and
Human Services (DHHS) to the Arkansas Department of Workforce Services (DWS). As a result, the case
management function for the TEA Program will be performed by DWS. The DHHS Division of County
Operations (DCO) will determine eligibility for the TEA Program. The case management staff will no longer
be responsible for TEA eligibility or the Food Stamp and Medicaid Programs (which constitutes more than
one million clients), as they were while working for DHHS. The case managers will now have more time to
devote to activities which directly support the 3,900 time limited TEA clients. This change is expected to
significantly strengthen case management functions related to the authorization of supportive services,
documentation, employment plans, etc. This will also provide additional time for TEA eligibility workers to
address the findings related to eligibility.

DHHS will provide written instructions to the local offices to devote more emphasis on ensuring that all
eligibility factors are established for this program. There will be a requirement that increased supervisory
reviews of case records will occur with special emphasis in Pulaski County where a substantial number of
the findings were identified. Also, DHHS is revising the supervisory case monitoring form to increase the
review of TEA eligibility factors.

DHHS is exploring the possibility of utilizing the DCO Quality Assurance (QA) Unit to conduct a random
sample of TEA application approvals to ensure that all eligibility factors are being met. When appropriate,
county offices will be required to implement a corrective action plan. A determining factor will be whether
there are adequate resources in the QA Unit to accomplish this project given pending federal regulations.

DHHS will work with the DWS to develop additional training related to the final finding in this section.

Anticipated Completion Date: Written instructions will be provided to DHHS staff in March 2006.
Additional supervisory reviews will begin April 2006. It will be
recommended to DWS that training activities related to the last finding
be initiated no later than June 2006.



Contact Person: Joni Jones, Director
Division of County Operations
Arkansas Department of Health and Human Services
P.O. Box 1437, Mail Slot S301
Little Rock, AR 72203-1437
(501) 682-8375
joni.jones@arkansas.gov

FINDING NUMBER: 05-710-08

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services

CFDA NUMBER: 93.558 — Temporary Assistance for Needy Families
QUESTIONED COSTS: Unknown

SPECIAL TESTS AND PROVISIONS — CHILD SUPPORT NON-COOPERATION - The Office of Child
Support Enforcement (OCSE) notifies the Agency of client non-compliance with program requirements
concerning child support through the use of an OCSE -1650 notification form. A review of seventy-four (74)
OCSE - 1650 notifications for the year ended June 30, 2005 revealed eight (8) client cases were not
properly sanctioned as required.

According to Arkansas law, child support rights are automatically assigned to the Department of Human
Services when an individual accepts TANF assistance. Clients are required to cooperate with OCSE in
seeking child support payments and/or establishing paternity. Failure to properly sanction cases involving
non-cooperation with program requirements is the result of poor case management, which could result in an
overpayment of cash assistance benefits to non-cooperative clients.

We recommend the Agency establish and upgrade procedures to monitor the OCSE-1650 notifications and
adhere to established sanction policies concerning child support non-cooperation. The Agency developed
and implemented a Corrective Compliance Plan (CCP) completed October 2005, that automatically applies
system sanctions upon receipt of electronic sanction requests from the Office of Child Support Enforcement.

RESPONSE:

The Arkansas Department of Health and Human Services is operating under an Administration for Children
and Families approved Corrective Compliance Plan to correct deficiencies related to the sanction of clients
that fail to comply with Office of Child Support program requirements activities. This plan was approved
June 20, 2004.

Programming changes were made to Arkansas’ Networked System for Welfare Eligibility and Reporting
effective August 30, 2005 that allow sanctions to be applied automatically. The cases cited in this review
occurred before the Corrective Action Plan was implemented. All indications are that the new automated
process is working.

Anticipated Completion Date: Implemented August 30, 2005.

Contact Person: Joni Jones, Director
Division of County Operations
Arkansas Department of Health and Human Services
P.O. Box 1437, Mail Slot S301
Little Rock, AR 72203-1437
(501) 682-8375
joni.jones@arkansas.gov

FINDING NUMBER: 05-710-09

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services

CFDA NUMBER: 93.558 — Temporary Assistance for Needy Families
QUESTIONED COSTS: $6,047

SPECIAL TESTS AND PROVISIONS - LIFE SKILLS CLASS - According to the TANF program guide
provided by the U.S. Department of Health and Human Services, recipient agencies may provide classes for
new, unskilled, and semi-skilled workers to teach new skills or enhance existing skills in order to improve



their chances of job retention and advancement. During the year ended June 30, 2005, the Arkansas
Department of Human Services (DHS) achieved this objective by providing a six (6) week life skills class to
Transitional Employment Assistance (TEA) clients through three (3) faith based organizations in Pulaski
County. Two (2) of the faith based organizations, Promiseland Ministries, Inc. and The Hope Center, have
an agreement with DHS which allows for a reimbursement of $600 per client, a $25 intake fee for each TEA
recipient referred to the organization and up to six (6) $75 follow-up fees after the client has completed the
class. The other organization, The Church at Rock Creek, operated the class on an expense
reimbursement basis. A review of payments to the organizations revealed:

e Thirty-five (35) duplicate intake fees totaling $875 were paid for clients who never enrolled in the
life skills classes. Twenty-nine (29) intake fees were paid to Promiseland Ministries, Inc. and six (6)
were paid to The Hope Center totaling $725 and $150 respectively.

e Eleven (11) intake fees totaling $275 were paid for clients who had already completed the life skills
classes. Two (2) were paid to Promiseland Ministries, Inc. and nine (9) were paid to The Hope
Center totaling $50 and $225 respectively.

e Intake fees totaling $225 were paid for nine (9) clients who received referrals to both Promiseland
Ministries, Inc. and The Hope Center.

e Four (4) follow-up fees for one (1) client were paid to both Promiseland Ministries, Inc. and the
Hope Center totaling $300.

e Five (5) follow-up fees totaling $375 were paid to The Hope Center in excess of the six (6)
allowable as stated in the agreement.

o Life skills class tuition for three (3) clients was paid to The Hope Center and to Promiseland
Ministries, Inc. resulting in questioned costs of $1,800.

e Adequate documentation was not provided to the Agency to support the reimbursements made to
The Church at Rock Creek. During the audit, we requested all supporting documentation regarding
the six (6) week period we tested from The Church at Rock Creek. Supporting documentation in
several instances was not adequate to determine items purchased and some purchases appeared
excessive. Because the Agency had not established formal policies and guidelines for the life skill
classes, no questioned costs could be determined.

We recommend the Agency strengthen internal controls related to the various provisions of the life skills
classes. In addition, the Agency should establish formal policies and guidelines to ensure all payments
made to faith based organizations providing life skills classes for TEA clients are based upon a contract or
other adequate supporting documentation. We also recommend the Agency seek advice from the Agency’s
federal cognizant agency regarding recovery of the above identified questioned costs.

RESPONSE:

In Pulaski County, where these findings occurred, a contract was put in place during July 2005 to outsource
case management activities. This contractor is the only provider for case management services in Pulaski
County. Arkansas Act 1705 of 2005 transferred the TANF program from the Arkansas Department of Health
and Human Services (DHHS) to the Arkansas Department of Workforce Services (DWS).

DHHS will work with DWS and the case management contractor in Pulaski County to ensure that the life
skills providers are compliant with the terms of the life skills provider agreement.

The payment of an intake fee is an allowable expenditure paid to providers for the costs associated with
home visits that are made to encourage the client to attend class. During the visit to the client's home, the
client will often agree to attend class, but later may either fail to attend or request to attend a class
sponsored by another life skills provider. DHHS allows payments for intake fees as there is a cost to the
provider to perform the initial assessment. It is also possible that clients, many of whom have never held a
job, may need to attend life skills training more than once.

If a future assessment determines that a client would benefit from the training session, the county office
began indicating on the life skills provider referral form in April 2005 that the same provider cannot bill again
for the $25 intake fee. ~DHHS will seek reimbursement from providers that have been overpaid (one



provider has already made some repayments). Also, we will work with DWS to amend the fee structure to
address these audit findings.

Anticipated Completion Date: It will be recommended to DWS that activities related these findings be
completed no later than June 2006.

Contact Person: Joni Jones, Director
Division of County Operations
Arkansas Department of Health and Human Services
P.O. Box 1437, Mail Slot S301
Little Rock, AR 72203-1437
(501) 682-8375
joni.jones@arkansas.gov

FINDING NUMBER: 05-710-10

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services

CFDA NUMBER: 93.558 — Temporary Assistance for Needy Families
QUESTIONED COSTS: $3,172

SPECIAL TESTS AND PROVISIONS — RENT AND UTILITY PAYMENTS - Eight (8) client case files were
selected from supportive services payments reported in the WISE system to determine whether rent and/or
utility assistance payments were made in accordance with the Agency’s TEA Manual. Our examination
discovered that a security deposit along with the first months rent totaling $1,560, was paid for three (3)
clients. According to the TEA policy manual, section 3420.1, “assistance with rent and utilities is not
considered an allowable supportive service expense. Rent and utilities are basic living expenses for which
the monthly cash grant is intended and are not solely associated with a work activity. However, on a rare
occasion under an emergency situation, assistance with rent and/or utilities may be provided on a one-time
basis when it is determined the assistance is necessary for the individual to participate in an assigned work
activity or to accept or retain employment. In addition, the individual requesting the assistance must provide
verification of an eviction and/or shut off notice.” Three (3) client case files of the eight (8) tested revealed
that no eviction or shutoff notice was provided before making the rent or utility payment totaling $712. Also,
one (1) file contained duplicate rent and deposit payments totaling $900.

We recommend the Agency develop procedures to ensure adherence to policy regarding rent and utility
assistance payments.

RESPONSE:

Arkansas Act 1705 of 2005 transferred the Temporary Assistance to Needy Families (TANF) program from
the Arkansas Department of Health and Human Services (DHHS) to the Arkansas Department of Workforce
Services (DWS). As a result, the case management function for the Transitional Employment Assistance
(TEA) Program will be performed by DWS. The DHHS, Division of County Operations, will determine
eligibility for the TEA Program. The case management staff will no longer be responsible for TEA eligibility
or the Food Stamp and Medicaid Programs (which constitutes more than one million clients), as they were
while working for DHHS. The case managers will now have more time to devote to activities which directly
support the 3,900 time limited TEA clients. This change is expected to significantly strengthen case
management functions related to the authorization of supportive services and documentation.

DHHS will work with the DWS to develop training for staff regarding this policy. A recommendation will also
be made that supervisors are trained on looking at historical expenditures before any payment is made to a
provider.

Anticipated Completion Date: It will be recommended to DWS that training activities related to the last
finding be initiated no later June 2006.

Contact Person: Joni Jones, Director
Division of County Operations
Arkansas Department of Health and Human Services
P.O. Box 1437, Mail Slot S301
Little Rock, AR 72203-1437
(501) 682-8375
joni.jones@arkansas.gov



FINDING NUMBER: 05-710-11

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services
CFDA NUMBER: 93.558 — Temporary Assistance for Needy Families
QUESTIONED COSTS: Unknown

SPECIAL TESTS AND PROVISIONS — WORK ACTIVITY NON-COMPLIANCE - According to the TEA
policy manual, all able-bodied adult family members receiving cash assistance are required to work or
participate in job search activities. One hundred fifty two (152) clients were reviewed for compliance with
required work activities. Ten (10) of the clients were not properly sanctioned for failure to comply with
assigned work activities.

We recommend the Agency properly monitor client case files for non-compliance regarding work
requirements or job search activities and apply the necessary sanctions when applicable.

RESPONSE:

The Arkansas Department of Health and Human Services (DHHS) submitted in September 2005 to the
Administration for Children and Families a Corrective Compliance Plan to properly sanction clients that fail to
comply with assigned work activities. The plan was accepted October 4, 2005. In July 2005, DHHS
contracted with PSI, Inc. for the provision of case management services in Pulaski County, which is where
the majority of violations occurred. Beginning in April 2006, DHHS Division of County Operations will utilize
its Quality Assurance Unit to conduct targeted reviews of TEA cases in Pulaski and Jefferson counties to
ensure compliance with work requirements.

Because Arkansas Act 1705 of 2005 transferred the Temporary Assistance to Needy Families (TANF)
program from DHHS to the Arkansas Department of Workforce Services (DWS), DHHS will recommend to
DWS that training be provided to DWS case managers on the requirements for compliance and that they
increase the number of supervisory reviews. When a client has become non-compliant, DWS requests a
sanction via Arkansas’ Networked System for Welfare Eligibility and Reporting and DHHS will apply that
sanction within 48 hours. DHHS supervisors will increase their monitoring to ensure DHHS staff is
complying with this requirement.

Anticipated Completion Date: Quality Assurance reviews will begin in April 2006.

Contact Person: Joni Jones, Director
Division of County Operations
Arkansas Department of Health and Human Services
P.O. Box 1437, Mail Slot S301
Little Rock, AR 72203-1437
(501) 682-8375
joni.jones@arkansas.gov

FINDING NUMBER: 05-710-12

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services
CFDA NUMBER: 93.568 — Low-Income Home Energy Assistance
QUESTIONED COSTS: $29,366

CASH MANAGEMENT - Audit procedures revealed that $29,366 was transferred from the Low Income
Home Energy Assistance Program (LIHEAP) checking account without Agency authorization during the time
period March 11, 2003 to August 5, 2004. Inadequate communication between LIHEAP bookkeepers and
bank reconciliation personnel within the Office of Financial Management enabled a bank employee to make
inappropriate transfers of these funds without detection by Agency employees. The program custodial bank
has refunded the total amount of unauthorized transfers and the Federal Bureau of Investigation is currently
investigating this matter.

We recommend the Agency strengthen procedures regarding reconciliations and the communication and
subsequent follow-up on unusual items noted.



RESPONSE:

The Agency now receives an activity report from the bank on a daily basis for the LIHEAP account showing
all deposits and disbursements. Written internal procedures were updated on December 8, 2005, to reflect
the use of this daily activity information by Arkansas Department of Health and Human Services (DHHS)
Office of Finance and Administration (OFA) Banking Operations staff for verification of activity and for use in
completion of the LIHEAP Bank Account monthly reconciliation. Banking Operations verifies deposits and
disbursements recorded by the bank using the daily activity report from the bank and DHHS records of
disbursement requests and deposits. Any discrepancies noted will be immediately investigated and
resolved. Additionally, the DHHS OFA Reporting and Forecasting Unit now receives copies of the monthly
bank statements and reconciliations and completes an independent review to help provide assurance that
direct deposits, disbursements, and/or transfers for this program are properly made and authorized.

Anticipated Completion Date: Procedures were revised and implemented on December 8, 2005.

Contact Person: Jerry Berry, Chief Fiscal Officer
Office of Finance and Administration
Arkansas Department of Health and Human Services
P.O. Box 1437, Slot W-401
Little Rock, AR 72203-1437
(501) 682-5448
jerry.berry@arkansas.gov

FINDING NUMBER: 05-710-13

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services
CFDA NUMBER: 93.568 — Low-Income Home Energy Assistance
QUESTIONED COSTS: None

CASH MANAGEMENT - The Agency failed to draw federal funds designated for non-administrative
purposes within the requirements of 31 CFR 205.33. The regulations require the Agency minimize the time
between draws and the payout of those funds for assistance program purposes. Funds are being drawn
infrequently during the year in lump sums, which has caused large balances to accumulate in the program's
treasury fund as well as its bank account. The Agency's noncompliance with prescribed cash management
procedures resulted in the Low-Income Home Energy Assistance Program checking account having a
balance of $1,038,943 and the related treasury account of the program having a balance of $2,303,570.

We recommend the Agency strengthen internal controls by implementing policies and procedures that
ensure compliance with regulations.

RESPONSE:

Due to the importance of funds being available for immediate action when a client is in need, the Arkansas
Department of Health and Human Services (DHHS) Office of Finance and Administration (OFA) Managerial
Accounting Section staff have been drawing funds and placing them into the bank account based on an
estimate of future needs. However, since large balances have accumulated in the bank account and
Treasury fund, Managerial Accounting will revise its policy and implement steps to maintain a base balance
and replenish the bank account based on actual client needs requests from the DHHS Division of County
Operations. This change will eliminate estimates and the large balances in the bank. The large balance in
the treasury account was a result of a bank account replenishment administrative error. A bank account
replenishment request and the corresponding draw request were repeated resulting in an additional draw.
We will reduce the draw request by the balance in the Treasury account to eliminate excess funds held by
the Agency. The processes used for this account have been revised and corresponding revisions to written
procedures will be made.

Anticipated Completion Date: Completed on February 17, 2006

Contact Person: Jerry Berry, Chief Fiscal Officer
Office of Finance and Administration
Arkansas Department of Health and Human Services
P.O. Box 1437, Slot W-401
Little Rock, AR 72203-1437
(501) 682-5448
jerry.berry@arkansas.gov



FINDING NUMBER: 05-710-14

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services
CFDA NUMBER: 93.568 — Low-Income Home Energy Assistance
QUESTIONED COSTS: None

MATCHING, LEVEL OF EFFORT, EARMARKING — According to 45 CFR 96.88, the grantee may not
spend over 10% of the total grant, less incentive awards, for planning and administration. A review of the
2004 grant expenditures revealed the Agency had surpassed the allowable percentage by $90,286.

We recommend the Agency establish internal controls to ensure all earmarking requirements are met.

RESPONSE:

One draw for Administration was duplicated in error resulting in excess funds being deposited to the
Administrative Paying Account. The Agency will review and update its procedures to prevent duplication of
draws, assure deposits are correct, and provide appropriate supervisory oversight. Should an error occur,
an adjustment for the exact amount of the error will be made so the adjustment can be clearly seen in
accounting records.

Anticipated Completion Date: Completed on February 17, 2006

Contact Person: Jerry Berry, Chief Fiscal Officer
Office of Finance and Administration
Arkansas Department of Health and Human Services
P.O. Box 1437, Slot W-401
Little Rock, AR 72203-1437
(501) 682-5448
jerry.berry@arkansas.gov

FINDING NUMBER: 05-710-15

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services
CFDA NUMBER: 93.568 — Low-Income Home Energy Assistance
QUESTIONED COSTS: None

REPORTING - An error was found in the method used to calculate program expenditures reported by the
Agency. Transfers totaling $11,050,000 were reported as expenditures in the cost allocation system. Actual
expenditures, as reported in the LIHEAP bank account, totaled $10,617,507. As a result of this error,
expenditures were overstated in the Agency’s cost allocation system by $432,493. The Agency's cost
allocation system is used to provide information for reporting to oversight units and for various management
decisions and should only include actual expenditures.

We recommend the Agency strengthen accounting controls by changing the computation process of cost
allocation to include actual expenditures in lieu of transfers.

RESPONSE:

The Agency’s Office of Finance and Administration Managerial Accounting Section will revise its policy and
implement steps to maintain a base balance and replenish the bank account based on actual requests from
the Division of County Operations for client needs. This change will eliminate the large transfers and
resultant large balances in the bank account.

Anticipated Completion Date: Completed on February 17, 2006

Contact Person: Jerry Berry, Chief Fiscal Officer
Office of Finance and Administration
Arkansas Department of Health and Human Services
P.O. Box 1437, Slot W-401
Little Rock, AR 72203-1437
(501) 682-5448
jerry.berry@arkansas.gov



FINDING NUMBER: 05-710-16

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services
CFDA NUMBER: 93.569 — Community Services Block Grant
QUESTIONED COSTS: None

REPORTING - The Agency failed to submit a final SF-269A Financial Status Report for the 2003 grant in a
timely manner as required by 45 CFR 96.30 (b)(3). The SF-269A is required to be prepared annually with a
final report due one year after the grant expires. The final report for the 2003 grant was due December 31,
2004 but due to an Agency oversight was not submitted until November 21, 2005.

We recommend the Agency establish procedures to ensure timely preparation and submission of required
financial reports.

RESPONSE:

After submitting the Annual Report, there was an oversight by staff to submit a Final Report as required for
the same period one year after the Annual Report was submitted. The Agency will update report schedules
to ensure timely preparation and submission of all required financial reports with appropriate supervisory
oversight.

Anticipated Completion Date: March 1, 2006

Contact Person: Jerry Berry, Chief Fiscal Officer
Office of Finance and Administration
Arkansas Department of Health and Human Services
P.O. Box 1437, Slot W-401
Little Rock, AR 72203-1437
(501) 682-5448
jerry.berry@arkansas.gov

FINDING NUMBER: 05-710-17
STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services
CFDA NUMBER: 93.575 — Child Care and Development Block Grant
93.596 — Child Care Mandatory and Matching Funds of the
Child
Care and Development Fund
(CCDF Cluster)
QUESTIONED COSTS: Unknown

ALLOWABLE COSTS/COST PRINCIPLES — Between January 1, 2005 and October 31, 2005, the Division
of Child Care and Early Childhood Education identified sixteen (16) cases of possible provider fraud totaling
$60,622 and one hundred ninety two (192) cases of possible client fraud totaling $305,583. These cases
have been turned over to the Agency’s Office of Chief Counsel for review. Of these cases, six (6) provider
cases were closed reflecting provider liabilities totaling $40,697 and seventy (70) client cases were closed
reflecting client liabilities totaling $94,248. The remainder await further investigation or administrative
hearings. According to Agency staff, the transactions identified in these cases predominately occurred
during fiscal year 2005 and the subsequent period.

We recommend the Agency continue to strengthen internal controls and implement policies and procedures
necessary to identify fraudulent activity.

RESPONSE:

The Division of Child Care and Early Childhood Education (DCC/ECE) continues to aggressively implement
a fraud prevention strategy by identifying suspicious activity via database checks and data mining
techniques, fully investigating suspicious activity, and quickly acting on the results. In March 2006,
DCC/ECE will complete the prototype development of a business intelligence system called the Decision
Support System (DSS). DSS is designed to have a data warehouse capability for all the DCC/ECE business
units in order to conduct detailed executive query and reporting further complemented by a data mining



predictive capability. DCC/ECE also continues to be an active participant in the U.S. Department of Health
and Human Services’ Child Care Bureau’s initiative on detecting and preventing improper payments.

Anticipated Completion Date: Monitoring & compliance investigations will be ongoing activities with no
completion date.

Contact Person: Sam Lamey, Division Chief Fiscal Officer
Division of Child Care and Early Childhood Education
Arkansas Department of Human Services
P.O. Box 1437, Slot S140
Little Rock, AR 72203-1437
(501) 683-0989
sam.lamey@arkansas.gov

FINDING NUMBER: 05-710-18

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services

CFDA NUMBER: 93.778 — Medical Assistance Program
(Medicaid Cluster)

QUESTIONED COSTS: None

CASH MANAGEMENT — The Agency failed to make cash draws for Medicaid assistance payments, payroll
expenditures, and administrative (non-payroll) costs in accordance with the Treasury-State Agreement.
According to the Treasury-State Agreement, draws for direct program expenditures (medical assistance
payments) are to be made following the estimated clearance technique. While the Agency is calculating the
draw amounts correctly, the draws are being made earlier than allowed in the Agreement. Also, according
to the Treasury-State Agreement, draws for payroll expenditures are to be made based upon the estimated
clearance technique, and the draws for non-payroll administrative expenditures are to be drawn based on
the pro-rated draws on payday technique. The Agency is calculating payroll draws based upon estimated
payroll expenditures rather than actual payroll expenditures and is drawing the funds earlier than allowed in
the Treasury-State Agreement.

We recommend the Agency implement procedures to ensure that funds are drawn based upon the
guidelines set forth in the Treasury-State Agreement.

RESPONSE:

Actual payroll expenditures cannot be calculated in advance due to allocation of costs that is performed after
the payroll. For this reason, the payroll draws are based on actual payroll expenditures for prior periods.
Federal draws are submitted to ensure funds are received timely based on clearance patterns. A review of
the draw procedures as allowed by the Treasury-State Agreement will be made and revisions/updates will
be made as appropriate to procedures or TSA.

Anticipated Completion Date: March 1, 2006

Contact Person: Jerry Berry, Chief Fiscal Officer
Office of Finance and Administration
Arkansas Department of Health and Human Services
P.O. Box 1437, Slot W-401
Little Rock, AR 72203-1437
(501) 682-5448
jerry.berry@arkansas.gov



FINDING NUMBER: 05-710-19

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services

CFDA NUMBER: 93.778 — Medical Assistance Program
(Medicaid Cluster)

QUESTIONED COSTS: None

ELIGIBILITY - The results of testing of two hundred fifty six (256) recipients for the proper determination of
eligibility revealed the following deficiencies:

e The Agency failed to deny Medicaid coverage to four (4) clients who were ineligible for the Medical
Assistance Program as specified by eligibility requirements stated in the State of Arkansas,
Department of Human Services, Medical Services Program Manual.

e The Agency failed to maintain documentation of the verification of the fifty-three (53) clients’ social
security numbers. According to 42 CFR 435.910, the Agency is required to verify the social
security number of each client

e The Agency failed to perform annual redeterminations of eligibility for twenty-eight (28) clients.
According to 42 CFR 435.916, the Agency is required to redetermine Medicaid eligibility at least
every 12 months.

We recommend the Agency review and strengthen current record retention practices in county offices and
train personnel on requirements of the program.

RESPONSE:

The Arkansas Department of Health and Human Services (DHHS) will implement a special case record
review of Medicaid cases in those four counties where clients were found not to be eligible for Medicaid to
determine if there is a problem that needs to be addressed by additional training. The agency will submit the
proper documents to seek reimbursement for any overpayments that may have occurred.

Medical Services Policy 1390 provides the policy guidelines on documentation of the Social Security
Number, which does not mandate a copy of the card. (The agency has repeatedly responded that the
automated process for verifying SSN’s is in compliance with 42 CFR 435.910 and that a copy of the Social
Security card in the case file is not needed to meet this mandate. We fail to understand why this finding
continues to be cited by the auditor.) Once the applicant/recipient declares a SSN, that number is matched
with the Social Security Administration for verification and the results are posted on Arkansas’ Networked
System for Welfare Eligibility and Reporting (ANSWER). SSNs are verified with the Social Security
Administration as required by 42 CFR 435.910 through the enumeration process. This is an automatic
system process and does not require the caseworker to verify the SSN. Once the SSN has been verified by
SSA through the enumeration process, ANSWER is automatically updated through this process to reflect the
verification status. A random sample review of the individual clients cited in this finding show a “Verified”
Status on ANSWER in the enumeration field.

It is important to note that from SFY 1999 to 2004 Arkansas’ Medicaid case load has increased 37% with no
increase in staff. Therefore, DHHS has implemented measures to allow the case worker more time to
complete Medicaid re-evaluations. These include eliminating the requirement for face-to-face interviews for
some clients and allowing a Medicaid re-determination to be made when a change occurs in client’s
associated Food Stamp case. DHHS will devote more management attention to the timely redetermination
of eligibility of Medicaid cases.

Anticipated Completion Date: The case review will be conducted in March 2006. The SSN verification
with SSA process is currently in place.

Contact Person: Joni Jones, Director
Division of County Operations
Arkansas Department of Health and Human Services
P.O. Box 1437, Mail Slot S301
Little Rock, AR 72203-1437
(501) 682-8375
joni.jones@arkansas.gov



FINDING NUMBER: 05-710-20

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services

CFDA NUMBER: 93.778 — Medical Assistance Program
(Medicaid Cluster)

QUESTIONED COSTS: $1,760

PROCUREMENT, SUSPENSION AND DEBARMENT — According to 42 CFR 1002.203, the Agency is
required to exclude certain providers in order to receive federal financial participation. Each month,
Electronic Data Systems (EDS) provides the Medicaid Field Audit Unit (MFAU) with an electronic file
containing a list of providers that have been excluded from participating in the Medicaid program. MFAU is
responsible for investigating matches that arise between excluded providers and Medicaid payments to
determine if payments are being made to providers that should be excluded. A review of the listing revealed
the Agency made payments totaling $1,760 to an excluded provider.

We recommend the Agency strengthen internal control procedures used to identify excluded providers.

RESPONSE:

The Agency has improved its procedures for identifying excluded providers. The list of providers that EDS
provides to MFAU each month has been refined to include those providers most likely to be enrolled in the
Arkansas Medicaid program; this has resulted in a more manageable list of excluded providers which can be
worked on a more current basis. Also, MFAU has assigned the responsibility for identifying excluded
providers to a designated staff person who is responsible for working the excluded provider list on a current
basis.

The provider that was identified in the audit was enrolled in the Medicaid program during the fiscal year.
The Agency’s Division of Medical Services has directed EDS, which does provider enrollment, to check the
excluded provider list for all provider types prior to enrolling the provider.

The provider that was identified in the audit was identified and deactivated as a Medicaid provider effective
8/8/05. A referral has been made to MFAU for necessary recoupment action relating to payments made to
this provider.

Anticipated Completion Date: Completed

Contact Person: Roy Jeffus, Director
Division of Medical Services
Arkansas Department of Health and Human Services
P.O. Box 1437, Mail Slot S413
Little Rock, AR 72203-1437
(501) 682-8292
roy.jeffus@medicaid.state.ar.us

FINDING NUMBER: 05-710-21

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services

CFDA NUMBER: 93.778 — Medical Assistance Program
(Medicaid Cluster)

QUESTIONED COSTS: $70,529

SPECIAL TESTS AND PROVISIONS - ARKIDS A & B - The Agency’s failure to establish adequate
internal controls regarding closure of ARKids A & B cases upon the recipients’ nineteenth (19”‘) birthday
resulted in paid claims for forty-eight (48) ineligible ARKids A & B recipients totaling $70,529.

We recommend the Agency establish procedures to ensure that ARKids A & B cases are closed in a timely
manner upon the recipient’s nineteenth (19”‘) birthday.



RESPONSE:

Arkansas’ Networked System for Welfare Eligibility and Reporting (ANSWER) does automatically close the
cases of ARKids children when they reach their 19" birthday. However, some of the cases in question
appear to have been reopened in category 61 for pregnant women coverage (which is the same category
number for ARKids A). Pregnant Woman coverage is not age dependent.

In addition, it appears that in some of these cases there has been a problem in the interface between
ANSWER and/or mainframe and the MMIS (Medicaid payment) system. Some of these cases were closed
on ANSWER but remained open on MMIS. The Division of County Operations, the Division of Medical
Services (DMS) and their IT contractors have been working on a reconciliation project to identify these types
of situations and resolve the discrepancies.

DMS is reviewing the cases identified in the audit to determine whether the recipients were eligible for
continued services after their nineteenth birthday in another eligibility category. For any of the identified
payments made after the recipient’s nineteenth birthday for which there was not a later eligibility segment,
DMS will take action to recoup overpayments where appropriate.

In addition, DMS will begin producing a monthly report identifying any claims paid after an ARKids recipient’s
nineteenth birthday in order to ensure on an ongoing basis that eligibility information is entered correctly and
reflected correctly in the Medicaid claims processing system.

Anticipated Completion Date: The automatic system closure of ARKids children upon reaching the
19" birthday is currently in place and has been for some time. The
reconciliation project between the eligibility system and MMIS is an on-
going project.

Contact Persons: Joni Jones, Director
Division of County Operations
Arkansas Department of Health and Human Services
P.O. Box 1437, Mail Slot S301
Little Rock, AR 72203-1437
(501) 682-8375
joni.jones@arkansas.gov

Roy Jeffus, Director

Division of Medical Services

Arkansas Department of Health and Human Services
P.O. Box 1437, Mail Slot S413

Little Rock, AR 72203-1437

(501) 682-8292

roy.jeffus@medicaid.state.ar.us

FINDING NUMBER: 05-710-22

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services

CFDA NUMBER: 93.778 — Medical Assistance Program
(Medicaid Cluster)

QUESTIONED COSTS: $38,747

SPECIAL TESTS AND PROVISIONS - ELIGIBILITY/PAYMENTS FOR SERVICES AFTER DATE OF
DEATH - The Agency has implemented a process of electronically matching social security numbers of
Medicaid recipients with social security numbers of persons with a date of death recorded in the Arkansas
Department of Health’s Vital Statistics database. The Agency provides the exception listing of matched
records to each county office. The county office staff is responsible for recording the date of death in the
Arkansas Client Eligibility System (ACES). Historic death data from January 1, 2000 to May 26, 2005 was
obtained from the Arkansas Department of Health and compared to a listing of recipients considered
Medicaid eligible in ACES as of May 26, 2005. The comparison revealed 1,114 people listed as Medicaid



eligible in ACES who were deceased. The Medicaid Management Information System (MMIS) uses
eligibility data in ACES to determine if the client is eligible for services.

In addition, we discovered five hundred sixty three (563) Medicaid recipients for whom services were paid
for a date of service after the date of death as recorded in the Arkansas Department of Health’s Vital
Statistics database totaling $38,747.

We recommend the Agency establish internal control policies and procedures to ensure dates of death are
recorded in ACES accurately and in a timely manner. The Agency should also provide additional training
and supervision to employees at county offices.

RESPONSE:

The match of recipients with death records has been occurring on a quarterly basis with reports sent to
county offices for necessary action. The timing of this match may have resulted in an untimely action by the
county office to close a deceased recipient. Beginning in March 2006, this match will be conducted on a
monthly basis and the results will be provided to a Central Unit who will be responsible for taking action on
each case. This should result in more timely actions to close deceased recipients’ cases.

Many of the payments identified in this finding are monthly payments for transportation services or primary
care case management services that are paid automatically in the Medicaid claims processing system. If
the case has not been closed at the time the payments are processed, then a payment is made for that
individual. The Agency’s Division of Medical Services (DMS) is reviewing the payments identified in the
audit and will take recoupment action where appropriate. In addition, DMS will produce a monthly report
identifying payments made after date of death in order to ensure that any payments resulting from the lag in
updating the date of death in the eligibility file are adjusted appropriately.

Anticipated Completion Date: The agency will begin a monthly match (instead of a quarterly match) of
death records in March 2006. Once the monthly match occurs, a
Central Processing unit will take action on the case.

Contact Persons: Joni Jones, Director
Division of County Operations
Arkansas Department of Health and Human Services
P.O. Box 1437, Mail Slot S301
Little Rock, AR 72203-1437
(501) 682-8375
joni.jones@arkansas.gov

Roy Jeffus, Director

Division of Medical Services

Arkansas Department of Health and Human Services
P.O. Box 1437, Mail Slot S413

Little Rock, AR 72203-1437

(501) 682-8292

roy.jeffus@medicaid.state.ar.us

FINDING NUMBER: 05-710-23

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services

CFDA NUMBER: 93.778 — Medical Assistance Program
(Medicaid Cluster)

QUESTIONED COSTS: $186,374

SPECIAL TESTS AND PROVISIONS — PAYMENTS FOR SERVICES AFTER INCARCERATION DATE -
Using computer assisted analysis techniques, we discovered sixty-four (64) Medicaid recipients for whom
services were paid for a date of service after the recipient was incarcerated in a State correctional facility
totaling $186,374. The failure to properly monitor and annually redetermine the eligibility of a recipient
could result in the misappropriation of Medicaid funds.

We recommend the Agency establish internal controls and procedures to prevent payments for services for
ineligible Medicaid recipients.



RESPONSE:

The Agency needs to have a better understanding of this finding and the basis for the billing. For example,
some billings are associated with capitated rate transportation payments made to Medicaid providers that
are based on the caseload as of a point in time and some payments are cited as being made to providers
such as hospitals, medical clinics, and pharmacies while a Medicaid client was incarcerated. According to a
December 12, 1997, clarification from the United States Department of Health and Human Services
regarding Medicaid Coverage for Inmates of a Public Institution, it is allowable to charge Medicaid for
inmates in a public institution that are admitted when an inmate becomes a patient in a hospital, nursing
facility, juvenile psychiatric facility, or intermediate care facility if the services are included under a State’s
Medicaid Plan and the inmate is Medicaid eligible. The Agency will conduct a more thorough analysis of the
medical services billed to Medicaid for the inmates listed by the auditors as Medicaid recipients while
incarcerated. The Division of County Operations and Division of Medical Services will work with the
Arkansas Department of Corrections about possible matching opportunities.

Anticipated Completion Date: The agency will conduct a review of the cases cited by the auditors in
April 2006. If warranted, a corrective action plan will be developed by
May 2006. This plan will detail time frames for automatic systems
matches and a process for case closure.

Contact Persons: Joni Jones, Director
Division of County Operations
Arkansas Department of Health and Human Services
P.O. Box 1437, Mail Slot S301
Little Rock, AR 72203-1437
(501) 682-8375
joni.jones@arkansas.gov

Roy Jeffus, Director

Division of Medical Services

Arkansas Department of Health and Human Services
P.O. Box 1437, Mail Slot S413

Little Rock, AR 72203-1437

(501) 682-8292

roy.jeffus@medicaid.state.ar.us

FINDING NUMBER: 05-710-24

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services

CFDA NUMBER: 93.778 — Medical Assistance Program
(Medicaid Cluster)

QUESTIONED COSTS: None

SPECIAL TESTS AND PROVISIONS — PROVIDER ELIGIBILITY - The results of testing of seventy (70)
providers for the proper determination of eligibility revealed the following deficiencies:

» Four (4) provider files could not be located by Electronic Data Systems (EDS). Payments for these
providers totaled $2,535.

» One (1) provider was not approved by the Centers for Medicare and Medicaid Services (CMS) and as a
result should not have been approved to participate in the Medicaid program as a Prosthetic Service
provider. However, for fiscal year 2005, no payments were made to this provider.

We recommend the Agency establish adequate control procedures to ensure that EDS is following proper
procedures for determining if a provider is eligible to participate in the Medicaid program.

RESPONSE:

Three of the four missing provider files have been located. The three files were temporarily misplaced
during the transfer of provider files when the Agency’s Division of Medical Services (DMS) converted the
provider enrollment function from in-house staff to EDS. The non-approved provider for whom no payments
were made has been deactivated from Medicaid enroliment. DMS has reiterated to its contractor to follow
the established procedures for determining provider eligibility for participation in the Medicaid program.



Anticipated Completion Date: Completed

Contact Person: Roy Jeffus, Director
Division of Medical Services
Arkansas Department of Health and Human Services
P.O. Box 1437, Mail Slot S413
Little Rock, AR 72203-1437
(501) 682-8292
roy.jeffus@medicaid.state.ar.us

FINDING NUMBER: 05-710-25

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services

CFDA NUMBER: 93.778 — Medical Assistance Program
(Medicaid Cluster)

QUESTIONED COSTS: None

MEDICAID SYSTEM - PROGRAM CHANGE CONTROLS - Adequate internal control over computer
systems should provide reasonable assurance that activities related to the development, acquisition and
maintenance of the operating system and application software, including changes to the software, are
authorized, tested, reviewed, approved, and implemented. Electronic Data Systems maintains the Medicaid
Management Information System for the State of Arkansas. Electronic Data Systems had not implemented
proper program change procedures and related internal control over these change procedures at the Auburn
Hills Michigan Tandem location as evidenced by system administrators placing their own changes into
production without a managerial post-implementation review.

Failure to implement proper change control procedures with adequate internal control increases the risk of:

=  Misappropriation of assets.

= Misstatement of the State’s financial records, including the Medicaid program records, and the
State’s financial statements.

= Inappropriate creation, modification or disclosure of State data.

= Accidental or intentional circumvention of State policies and procedures.

Audit testing indicated that compensating controls had been subsequently implemented to reduce the risk of
material misstatement of the State’s financial statements.

We recommend the Agency work with Electronic Data Systems to ensure that proper program change
control procedures are implemented at the Auburn Hills Michigan Tandem location.

RESPONSE:

The Agency’s Division of Medical Services (DMS) has worked closely with Electronic Data Systems (EDS)
to ensure that proper program change control procedures are in place. The procedure has been changed
by EDS to no longer allow the person who makes software changes to put those changes into production. A
software change that will prevent this from occurring will go into production in March. DMS is reviewing its
contract with EDS to identify possible changes for future contracting cycles to ensure SAS-70 audit
compliance.

Anticipated Completion Date: March 2006

Contact Person: Roy Jeffus, Director
Division of Medical Services
Arkansas Department of Health and Human Services
P.O. Box 1437, Mail Slot S413
Little Rock, AR 72203-1437
(501) 682-8292
roy.jeffus@medicaid.state.ar.us
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