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STATE OF ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2006

FINANCIAL STATEMENT FINDINGS

FS-06-01 Financial Management

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 have a lack of personnel with sufficient formalized understanding
and application of generally accepted accounting principles in a governmental environment.

Personnel at some agencies and institutions of higher education 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’s Office of Accounting and Office of Personnel Management
continues to work with State Agencies to identify the personnel needs of the agencies’ fiscal staff. Several agencies
have added additional accounting staff to their agencies and several other agencies have requested new positions in
the current budget process for FY2008.

The Office of Accounting in conjunction with the Central Arkansas Chapter of the Association of Government
Accountants has developed 24 hours of continuing professional education training in accounting to be offered in the
spring of 2007 to all agency personnel. The Office of Accounting is currently developing additional training to be
offered to agency personnel about the fiscal processes involved in State government.
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FS-06-02 Accounting for Tax Revenue

The process to receive and record tax revenue should have adequate controls to assure that all revenue is recorded

properly.

Our review of the internal control over the receiving and recording of various tax revenues at the Department of
Finance and Administration — Revenue Division, identified the following:

Computer program changes were moved into production without sufficient management review to ensure
adequate testing and authorization.

The initial processing of tax return documents and taxpayers’ checks was performed in an unlocked room.
Additionally, the checks were transported within the building in an unsecured manner.

There was no written contingency plan that addresses the agency’s procedures in the event of a short-term
or long-term interruption of computer service. Also, the agency maintained daily backup files in the same
building as the computer system.

Users whose employment had been terminated were not deactivated from the system in a timely manner.
Password configuration settings were not structured to effectively reduce the risk of unauthorized access to
the computer system.

Failure to properly implement controls could increase the risk of:

Misappropriation of assets.

Misstatement of the State’s financial records and financial statements.

Loss of the ability to process and account for tax revenues in a timely manner due to computer processing
being hindered because of a disaster.

Irretrievable loss of various data, including tax return images, in the event of a disaster.

We recommend that the management of the Department of Finance and Administration strengthen internal control
over the revenue receipting and recording process.

Response:

The following responses correspond to the sequence provided in the audit finding above:

The Department of Finance and Administration —Office of Information Services (DFA-OIS) is currently
testing a software tool to track the sign out of programs assigned to programmers for changes, the actual
changes made, and the approval of the supervisor for the changes and the integration of the changes back
into the system.

The Department of Finance and Administration — Revenue Division has made the following changes to their
operating procedures:

o The processing room that receipts incoming tax returns and payments is locked at all times. The
doors have been changed to doors with small security windows so the person can be identified
before opening the door to restrict access to only allow entry by authorized personnel. The
processing area is monitored with 24 hour security cameras also.

o Payments transported in the building will be placed in trays that are locked and placed in a security
case for transportation to other locations. The person transporting the payments will not have keys
to open the locked trays and cases. The sending and receiving office will maintain strict security of
the keys to open and close the cases and trays. This process will be implemented prior to May 1,
2007.
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e DFA-OIS is currently updating the existing short term and long term contingency plans included in DFA’s
portion of the State Disaster Recovery Plan to specifically address agency specific issues not incorporated
in the state plan. Estimated completion date is July 1, 2007. The daily backups are now temporarily stored
offsite in the DFA 1515 Building; however, long term the backups will be stored in the Union 1l Building
space occupied by DFA-OIS OCSE Information Systems in fire-retardant safes.

e DFA-OIS has developed a policy which requires that all DFA administrators notify DFA-OIS of each new hire
or voluntary termination of an employee within seventy two hours of the event. DFA administrators are to
notify DFA-OIS of any involuntarily terminated employees immediately upon termination. DFA-Office of
Administrative Services (DFA-MS) will send a listing of position changes bi-weekly to each Administrator for
validation by their staff. Software is being added to the DFA exchange servers to track user logon activity.
Those that have been inactive for two weeks will be deactivated.

e DFA-QIS is currently implementing new MS Exchange servers, software, and network enhancements that
will include the utilization of Microsoft Active Directory. The complex password scheme and mandatory
password reconfiguration is a phase of that project. To avoid complications from service interruptions to DFA
employees this project will be completed after the General Assembly adjourns. Estimated completion date is
August 15, 2007.

FS-06-03 Comprehensive Fraud Program
Management has the responsibility to develop policies and implement procedures to prevent, detect, and deter fraud.

The Department of Finance and Administration issued an Anti Fraud and Code of Ethics Policy in September 2005
for adoption by each agency. Agencies were then to conduct a risk assessment of their significant business
processes to determine if the current system of internal control was sufficient to detect and deter fraud in a cost
effective manner. Additionally, the Department of Finance and Administration offered instructional courses on
internal control and fraud prevention, deterrence, and detection. The risk assessment process was to be completed
by December 31, 2005; however, as of our audit fieldwork, some agencies had not completed the risk assessment
process.

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

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

Response:

The Department of Finance and Administration Office of Accounting (DFA-OA) has dedicated a portion of their staff to
this project for the last nine months. The first review of agencies’ plans will conclude on May 1, 2007. Agencies are
to address DFA-OA comments and recommendations and provide an updated risk assessment by March 31, 2008.

The State’s Financial Management Guide requires State agencies to process an updated risk assessment every two
years. After the March 31, 2008 review by DFA-OA staff, agencies will be requested to provide a biennial notice to
DFA-OA stating that the process has been performed and on file for review.
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FS-06-04 Periodic Security Role Reassessments

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 in every
agency 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 has requested the management of each AASIS user agency to
perform a complete security role reassessment. As of our audit fieldwork, some agencies had not completed these
reassessments.

We recommend that the Department of Finance and Administration provide assistance to those agencies to complete
the security role reassessments and require routine, periodic reassessments.

Response:

The Department of Finance and Administration’s AASIS Support Center is monitoring the agencies’ progress of the
role revisions. A new transaction created for this process allows the agencies to download the roles assigned to their
staff at any time of review and revisions.

During the fall of 2006, a process was added to AASIS that automatically deletes security roles of individuals when a
personnel action for termination, promotion or transfer of position number occurs for an employee. New roles must
then be established for the employee. The Department of Finance and Administration believes this process will
replace the need for periodic reassessments.

FS-06-05 Purchase Order Maintenance

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. The 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.
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Response:

The Department of Finance and Administration has implemented several controls to reduce the risk of fraud through
the use of the purchase order system over the last few years. During March 2007 the delivery addresses for
purchase deliveries were locked down in the system. Additional addresses additions must be sent to AASIS by an
authorized agency person after the request to add the address has been through a review and approval process
within the agency.

The final improvement to the system is the addition of the payment partner process. This allows the purchaser to
pick the authorized payment vendor address which corresponds to the physical location of the vendor. No changes
can be made to the vendor payment address without going through the formal approval process.
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FEDERAL FINDINGS

FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY

FINDING NUMBER: 06-710-01
STATE/EDUCATIONAL AGENCY: Arkansas Department of Health and Human Services,
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_lnvestigations
and Technical Assistance
QUESTIONED COSTS: Unknown

ALLOWABLE COSTS/COST PRINCIPLES — The Agency failed to provide personnel activity reports or equivalent
documentation approved by the cognizant Federal agency pursuant to OMB A-87 Attachment B for employees within
the Division of Health expected to work on multiple activities. Consequently, the Agency failed to allocate payroll
costs within the Division of Health using an approved cost allocation plan. This was the result of the Agency’s
inability to interface their current cost allocation coding structure with the recently merged Division of Health’s legacy
coding structure. 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. While day-to-day administrative and managerial aspects of the merger were realized immediately, a
full financial and accounting merger was not scheduled until the following 2007-2009 State biennium because
financial coding structures of DOH were pre-established for the 2005-2007 State biennium prior to the merger.
Development of a new cost allocation plan incorporating the Division of Health is in progress including account coding
structures for DOH consistent with other DHHS operating units. Coding crosswalks and coding validation tables have
been developed enabling a pre-cost allocation review and correction of coding mismatches. Coding structure
changes and incorporation of the Division of Health into the same accounting unit are scheduled for July 1, 2007.

The agency is only slightly behind target on previously estimated completion dates for incorporation of Division of
Health (DOH) work activities into the agency cost allocation plan. Significant and measurable progress is being
made. We anticipate submission of methodologies and related public assistance cost allocation plan data to the
Division of Cost Allocation (DCA) in the spring of calendar year 2007. It is anticipated that proper measurement of
allocable costs between benefiting federal programs will be performed beginning July 1, 2007. While formal federal
approval may not be in place at that time, this remains the effective date the agency will request from DCA.

The agency has completed development of a newly revised coding structure that will allow for expenditure tracking by
funding agency, grant year, location and the percent of federal and state dollars associated with any particular
accounting transaction. Furthermore, most operating sections of the DOH have been assessed and personnel have
been interviewed to determine their distinct participation or non-participation in various federally sponsored program
components for appropriateness of their inclusion as either direct or methodological reporting of work effort.
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Aggregate to-date methods and time studies currently capture in excess of 53% of all positions and corresponding
effort within DOH. Although still formally in the testing phase, we will continue to collect data on and refine these
studies where necessary, while concurrently developing and implementing methodologies/studies on the remaining
worker population. All study data will be captured, assessed and refined as necessary until final consent for use in
reporting is granted by DCA.

Anticipated Completion Date: July 1, 2007

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

U.S. DEPARTMENT OF AGRICULTURE

FINDING NUMBER: 06-710-02

STATE/EDUCATIONAL AGENCY: Arkansas Department of Health and Human Services

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

QUESTIONED COSTS: None

CASH MANAGEMENT- The Agency failed to spend Nutrition Services and Administration (NSA) funds up to an
amount equal to three percent (3%) and amounting to $1,708,573 of its total Special Supplemental Nutrition Program
for Women, Infants, and Children (WIC) formula grant for NSA costs during the grant period ended September 30,
2005. Finance personnel were not aware that the spend-forward funds were available to cover current year
expenditures.

We recommend the Agency provide additional training to employees and establish procedures to ensure recurring
supervisory review of cash draws.

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. While day-to-day administrative and managerial aspects of the merger were realized immediately, a
full financial and accounting merger was not scheduled until the following 2007-2009 State biennium because
financial coding structures of DOH were pre-established for the 2005-2007 State biennium prior to the merger.
Development of a new cost allocation plan incorporating the Division of Health is in progress including account coding
structures for DOH consistent with other DHHS operating units. Coding crosswalks and coding validation tables have
been developed enabling a pre-cost allocation review and correction of coding mismatches. Coding structure
changes and incorporation of the Division of Health into the same accounting unit are scheduled for July 1, 2007.

Procedures are in place which resulted in agency employees discovering and properly reporting insufficient
identification of federal draws to corresponding federal grants and grant years prior to this finding. High turnover in
principal supervisory staff responsible for review of federal draws and 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. Proper federal draws by and between federal grants and grant years are
reconciled and assured prior to final grant closeout and financial reporting.
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Additionally, financial and programmatic staff recently completed a December 2006 WIC Grants Management and
Closeout training session conducted by the USDA Food and Nutrition Service. Financial and programmatic staff
have begun meeting bi-monthly to review all transactions regarding the program and to make interim
adjustments/corrections as necessary for ongoing compliance. The Agency will seek guidance from the U.S.
Department of Agriculture regarding ultimate disposition of the finding in question.

Anticipated Completion Date: Completed — Supervisory review and training are ongoing. Bi-monthly financial

and programmatic meetings have begun.

Contact Persons: 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

Marcell Jones, WIC Program Director

Arkansas Department of Health & Human Services
Division of Health

5800 10" Street, Suite 810

Little Rock, AR 72204

(501) 661-2598
marcell.jones@arkansas.gov

FINDING NUMBER: 06-710-03
STATE/EDUCATIONAL AGENCY: Arkansas Department of Health and Human Services
CFDA NUMBER: 10.557 — Special Supplemental Nutrition Program for Women,

Infants, and Children

QUESTIONED COSTS: $388,267

INADEQUATE INTERNAL CONTROLS- The Agency failed to establish adequate internal controls regarding cash
draws of federal funds. The following weaknesses were identified:

The Agency coded $388,267 of expenditures to the WIC 2005 grant, but incorrectly paid for these costs with
federal funds from the WIC 2006 grant. The Agency requested the funds after September 30, 2005, which
was the end of the grant period for the 2005 grant. It is allowable to charge expenditures to a grant after the
end of the grant period provided that the expenditures were obligated as of the end of the grant period. Prior
to our audit, the Agency became aware that cash was drawn from the incorrect grant year and contacted the
USDA. The Agency and USDA are working to resolve this issue.

The Agency did not always consider the amount of cash on hand when requesting funds from the Federal
Food Letter of Credit, in accordance with the Cash Management Improvement Act (CMIA) agreement and
Agency procedures. The amount of cash held by the Agency increased during the course of each month
because federal draws were typically only reduced at the end of the month instead of each time that a draw
was made. The Agency has routinely paid interest to the federal government because of the excess cash
on hand.

The Agency did not always utilize available infant formula rebates prior to drawing down funds from the

Federal Food Letter of Credit, as required by OMB Circular A-87. As a result, federal funds were drawn
down and spent when funds from other sources were available.
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We recommend the Agency provide additional training to employees and establish procedures to ensure an
appropriate and recurring level of supervisory review of cash management activities.

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. While day-to-day administrative and managerial aspects of the merger were realized immediately, a
full financial and accounting merger was not scheduled until the following 2007-2009 State biennium because
financial coding structures of DOH were pre-established for the 2005-2007 State biennium prior to the merger.
Development of a new cost allocation plan incorporating the Division of Health is in progress including account coding
structures for DOH consistent with other DHHS operating units. Coding crosswalks and coding validation tables have
been developed enabling a pre-cost allocation review and correction of coding mismatches. Coding structure
changes and incorporation of the Division of Health into the same accounting unit are scheduled for July 1, 2007.

Procedures are in place which resulted in agency employees discovering and properly reporting insufficient
identification of federal draws to corresponding federal grants and grant years, historical cash management issues
relative to WIC, and related issues regarding proper first use of infant formula rebates prior to this finding. High
turnover in principal supervisory staff responsible for review of transactions and 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. Proper federal draws by and between federal grants and grant years are
reconciled and assured prior to final grant closeout and financial reporting. Protocols to ensure proper cash
management and first use of infant formula rebates are in effect.

Additionally, financial and programmatic staff recently completed a December 2006 WIC Grants Management and
Closeout training session conducted by the USDA Food and Nutrition Service. Financial and programmatic staff
have begun meeting bi-monthly to review all transactions regarding the program and to make interim
adjustments/corrections as necessary for ongoing compliance. The Agency will seek guidance from the U.S.
Department of Agriculture regarding ultimate disposition of the finding in question.

Anticipated Completion Date: Completed — Supervisory review and training are ongoing. Bi-monthly financial
and programmatic meetings have begun.

Contact Persons: 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

Marcell Jones, WIC Program Director

Arkansas Department of Health & Human Services
Division of Health

5800 10" Street, Suite 810

Little Rock, AR 72204

(501) 661-2598
marcell.jones@arkansas.gov

-10 -
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U.S. DEPARTMENT OF AGRICULTURE (Continued)

FINDING NUMBER: 06-710-04

STATE/EDUCATIONAL AGENCY: Arkansas Department of Health and Human Services

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

QUESTIONED COSTS: $181,437

PERIOD OF AVAILABILITY OF FEDERAL FUNDS- The Agency may charge costs to the grant resulting from
obligations incurred during the grant’s funding period. The testing of eighty-eight (88) disbursements revealed twelve
(12) expenditures or 13.6% of the number of sampled items coded to the incorrect grant year totaling $4,758. In
addition, from October 1, 2005 through December 31, 2005, indirect costs of $176,722 were charged to the incorrect
grant year. The Agency was aware that cash was drawn from the incorrect grant year subsequent to September 30,
2005 and contacted the USDA. The Agency and the USDA are working to resolve the issue.

We recommend the Agency establish internal controls to ensure that expenditures are coded and charged to the
correct grant year in order to limit obligation of federal funds to expenditures 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. While day-to-day administrative and managerial aspects of the merger were realized immediately, a
full financial and accounting merger was not scheduled until the following 2007-2009 State biennium because
financial coding structures of DOH were pre-established for the 2005-2007 State biennium prior to the merger.
Development of a new cost allocation plan incorporating the Division of Health is in progress including account coding
structures for DOH consistent with other DHHS operating units. Coding crosswalks and coding validation tables have
been developed enabling a pre-cost allocation review and correction of coding mismatches. Coding structure
changes and incorporation of the Division of Health into the same accounting unit are scheduled for July 1, 2007.

Procedures are in place which resulted in agency employees discovering and properly reporting period of availability,
AASIS posting, and ASAP coding errors prior to this finding. High turnover in principal supervisory staff responsible
for review of transactions and training of non-supervisory personnel as well as technical assistance and training for
program personnel contributed significantly to this finding. Internal protocols to ensure proper supervisory review and
training of non-supervisory personnel and technical assistance and training for program personnel are now in place.

Financial management staff routinely disseminates updated commitment and liquidation timeframes per grant to
principal program personnel. Monthly notice of impending grant end dates, requests for routine clearing of
outstanding commitments at grant end, and establishment of formal grant closeout/settlement procedures, checklists,
schedules and timeframes have been formally adopted and issued. Formal training and technical assistance on
these items was provided to relevant personnel in January 2007. Twice annual training is anticipated. Individual
training and technical assistance is available and ongoing. Future period of availability issues are expected to be
significantly mitigated. Proper federal draws by and between federal grants and grant years are reconciled and
assured prior to final grant closeout and financial reporting.

Additionally, financial and programmatic staff recently completed a December 2006 WIC Grants Management and
Closeout training session conducted by the USDA Food and Nutrition Service. Financial and programmatic staff
have begun meeting bi-monthly to review all transactions regarding the program and to make interim
adjustments/corrections as necessary for ongoing compliance. The Agency will seek guidance from the U.S.
Department of Agriculture regarding ultimate disposition of the finding in question.

-11 -
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Anticipated Completion Date: Completed — Supervisory review and training are ongoing. Bi-monthly financial
and programmatic meetings have begun.

Contact Persons: 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

Marcell Jones, WIC Program Director

Arkansas Department of Health & Human Services
Division of Health

5800 10" Street, Suite 810

Little Rock, AR 72204

(501) 661-2598

marcell.jones@arkansas.gov

FINDING NUMBER: 06-710-05

STATE/EDUCATIONAL AGENCY: Arkansas Department of Health and Human Services

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

QUESTIONED COSTS: None

REPORTING — The Addendum to WIC Financial Management and Participation Report (FNS-798A) is prepared
annually to report Nutrition Services and Administration (NSA) expenditures by function, the method by which NSA
expenditures were charged as indirect costs, and the method used to determine the indirect cost amount. Based on
the examination of the 2005 FNS-798A, we were unable to fully reconcile the financial data on the FNS-798A to the
accounting records. Both the Agency and the USDA were aware at the point of report submission that further
reconciliation was warranted. Direct and indirect NSA costs were understated by $159,410. The Agency is currently
working with the USDA to submit revisions to the WIC 2005 reports.

We recommend that the Agency continue to work with the USDA to finalize the federal fiscal year 2005 reports and to
resolve any issues involving the annual closeout report.

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. While day-to-day administrative and managerial aspects of the merger were realized immediately, a
full financial and accounting merger was not scheduled until the following 2007-2009 State biennium because
financial coding structures of DOH were pre-established for the 2005-2007 State biennium prior to the merger.
Development of a new cost allocation plan incorporating the Division of Health is in progress including account coding
structures for DOH consistent with other DHHS operating units. Coding crosswalks and coding validation tables have
been developed enabling a pre-cost allocation review and correction of coding mismatches. Coding structure
changes and incorporation of the Division of Health into the same accounting unit are scheduled for July 1, 2007.

Financial and programmatic staff recently completed a December 2006 WIC Grants Management and Closeout

training session conducted by the USDA Food and Nutrition Service. Financial and programmatic staff have begun
meeting bi-monthly to review all transactions regarding the program and to make interim adjustments/corrections as
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necessary for ongoing compliance. The Agency will seek guidance from the U.S. Department of Agriculture
regarding ultimate disposition of the finding in question.

Anticipated Completion Date:

Contact Persons:

FINDING NUMBER:
STATE/EDUCATIONAL AGENCY:
CFDA NUMBER:

QUESTIONED COSTS:

Upon final concurrence between the agency and USDA. Bi-monthly financial and
programmatic meetings have begun.

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

Marcell Jones, WIC Program Director

Arkansas Department of Health & Human Services
Division of Health

5800 10" Street, Suite 810

Little Rock, AR 72204

(501) 661-2598
marcell.jones@arkansas.gov

U.S. DEPARTMENT OF EDUCATION

06-160-01

University of Arkansas at Pine Bluff

84.038 - Federal Perkins Loan Program_Federal Capital
Contributions

(Student Financial Assistance Cluster)

None

AWARD LETTERS - Our examination of award letters for nine (9) students again disclosed the award letter for one
(1) student was not updated with the aid received by the student. However, the student did receive the correct

financial aid award.

We recommend the University properly document financial aid awards.

Response

Award letters will be generated and
immediately.

Contact Person:

copies maintained for revised awards as well as initial awards effective

Barbara Goswick

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

Pine Bluff, AR 71601

(870) 575-8970
Email: Goswick_b@uapb.edu
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FINDING NUMBER: 06-160-02
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

COHORT DEFAULT RATE - For the sixth consecutive year, the University, again, did not receive a Federal Capital
Contribution (FCC) because their cohort default rate of 44.66% 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

The University made numerous efforts to reduce the cohort default rate but did not request a Federal Capital
Contribution this year as the University is no longer originating new loans. Furthermore, the University plans to
liquidate the Perkins Program and assign all existing loans to the U. S. Department of Education.

e Anoutside agency, Campus Partners, services the Perkins Program for the University insuring regular billing
and due diligence for borrowers.

e The University regularly submits delinquent loans to collection agencies so professional collection efforts are
attempted for accounts.

e The University participates in the State of Arkansas tax offset program submitting all delinquent accounts to
the Department of Revenue and Administration.

Contact Person: Barbara Goswick
Associate Vice President of Finance
University of Arkansas at Pine Bluff
12 North University Drive
Pine Bluff, AR 71601

(870) 575-8970
Email: Goswick_b@uapb.edu

FINDING NUMBER: 06-160-03

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 PROCEEDS - Our examination of seven (7) students who received Federal Family Education Loans again
disclosed one (1) student’s loan proceeds were not posted to their account within the prescribed time frame.

We recommend the University post loan proceeds within the prescribed time frame.
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS
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Response

The University will implement procedures to insure FFELP loans are posted in the prescribed time frame effective
immediately.

e Loan funds received via EFT will be processed a minimum of three (3) times per week to insure loans are
credited to students’ accounts within the required 3-day period.

e [f funds cannot be credited to students’ accounts, the conditional period will be used and documented as
appropriate.

e A system to monitor and return funds that cannot be credited to students’ accounts within the prescribed
period will be implemented.

Contact Person: Barbara Goswick
Associate Vice President of Finance
University of Arkansas at Pine Bluff
12 North University Drive
Pine Bluff, AR 71601

(870) 575-8970
Email: Goswick_b@uapb.edu

FINDING NUMBER: 06-500-01
STATE/EDUCATIONAL AGENCY: Arkansas Department of Education
CFDA NUMBER: 84.027 - Special Education Grants to States

84.173 - Special Education Preschool Grants
(Special Education Cluster)
QUESTIONED COSTS: None

INADEQUATE INTERNAL CONTROLS - The Agency was unable to provide explanations and/or documentation
regarding the allocation of federal funds to local educational agencies in a timely manner. The Agency indicated that
electronic files were lost due to a computer failure in April 2006. The normal procedures of the Agency related to
backing up electronic data were not followed; therefore, documentation was not readily available. Adequate training
of personnel and proper retention of records are crucial for ensuring that the administration of the program is
appropriate and in compliance with regulations and guidelines established by the federal grantor.

We recommend the Agency strengthen controls to ensure that documentation is retained and available for audit
purposes and that Agency personnel are adequately trained for the proper administration of the program.

Response

For the one year, 2005-2006, the Special Education Unit did not back up their data file due to a change in personnel.
The finance program manager had left the unit. The unit had the finance program manager to return to recreate the
data file using primary source documents. Therefore, the auditor was able to access a duplicate file. The Special
Education unit immediately established control procedures to ensure that all files used for distributions are resident
on a shared drive and are backed up immediately upon creation. Monitoring steps were implemented immediately as
well to ensure that all files are properly backed up. All corrective actions were implemented in spring 2006.
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STATE OF ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2006

Contact Person: Marcia Harding
(501) 682-4221

FINDING NUMBER: 06-500-02

STATE/EDUCATIONAL AGENCY: Arkansas Department of Education

CFDA NUMBER: 84.027 - Special Education Grants to States
(Special Education Cluster)

QUESTIONED COSTS: Unknown

MATCHING, LEVEL OF EFFORT, EARMARKING - The federal grant award requires that a portion of the federal
funds available for distribution to local educational agencies (LEA) be based upon (1) the relative numbers of children
enrolled in public and private elementary and secondary schools within each LEA’s jurisdiction and (2) the relative
numbers of children living in poverty within the LEA. However, the Agency distributed $2,326,050 to educational
service cooperatives for preschool services based only upon the number of preschool children with disabilities. The
Agency could not provide any authority or approval for its deviation from the distribution method prescribed in the
applicable federal program regulations.

We recommend the Agency strengthen procedures to ensure that all distributions to local educational agencies are
appropriate.

Response

In February 2007, ADE contacted the Office of Special Education Programs (OSEP) with the United States
Department of Education (USDOE) for guidance on corrective actions to remedy this finding. Dr. Hugh Reid,
Arkansas’s Program Specialist with OSEP and Dr. Gregg Corr, the Assistant Division Director for the Office of
Monitoring State Improvement Plans with OSEP responded. ADE received on March 1, 2007, a list of data
documentation needed to provide an appropriate corrective action. That data is currently being compiled by Special
Education for transfer to OSEP. Also distribution spreadsheets of the Section 611 funds have been developed for the
three years in question to see how individual districts would be affected by the redistributions. OSEP is to notify ADE
as to appropriate actions and then ADE will revise the allocations before June 30, 2007 as advised by OSEP of
USDOE. All corrective actions as directed by USDOE will be implemented prior to June 30, 2007. The
documentation will be mailed to USDOE by March 20, 2007.

Contact Person: Marcia Harding
(501) 682-4221

FINDING NUMBER: 06-500-03
STATE/EDUCATIONAL AGENCY: Arkansas Department of Education
CFDA NUMBER: 84.027 - Special Education_Grants to States

(Special Education Cluster)
84.323 - Special Education - State Personnel Development

84.326 - Special Education_Technical Assistance and
Dissemination to Improve Services and Results for Children with
Disabilities

QUESTIONED COSTS: $46,577
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STATE OF ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2006

ALLOWABLE COSTS/COST PRINCIPLES - Portions of federal awards received by the Agency were subsequently
awarded or transferred to school districts which effectively acted as paying agents for the Agency.

e A review of selected federal award disbursements made by Jonesboro School District indicated
questionable disbursements of $12,704 and $8,319 during the years ended June 30, 2006 and 2005,
respectively, made to an individual who functioned as a grants administrator for the Special Education
division of the Agency. The appropriateness of these disbursements could not be determined because
detailed documentation was not provided as support for the disbursements.

e A review of selected federal award disbursements made by Cabot School District indicated questionable
travel disbursements of $2,350 and $23,204 during the years ended June 30, 2005 and 2004, respectively,
made to individuals who functioned as employees of the Special Education division of the Agency. The
appropriateness of these disbursements could not be determined because of the lack of contracts or grant
agreements between the Agency, district and individuals.

We recommend the Agency contact the federal grantor to determine if the transactions identified above, as well as
other related disbursements from Special Education federal funds, were in compliance with allowable cost principles,
as defined by OMB Circular A-87.

Response

In summer 2006, ADE Finance Unit and Special Education Unit met after consultation with Legislative Audit to review
and revise procedures regarding documentation of appropriate expenditures of all Special Education Grants. In July
2006, the Special Education Unit moved all outsourced grants previously sent to the Jonesboro and Cabot School
Districts to three of the Educational Cooperatives, Great Rivers in Helena, DeQueen, Mena Cooperative, and
Dawson Cooperative in Arkadelphia. Memorandums of Understanding regarding all contract and grant procedures
were implemented. Expenditure approval procedures, scope of the grants, expected outcomes, and monitoring
procedures were implemented with the Cooperatives at that time. These agreements clearly outlined that the
contracted employees worked for the cooperatives, not ADE, and were subject to all rules and procedures
established by the cooperatives. Detailed documentation procedures for expenditures were implemented in July
2006. Monthly financial and grant activity reports are required. The State Improvement Grant requires monthly
reports of activities and expenditures to the Arkansas evaluators assigned by OSEP. Quarterly reports of
expenditures and activities are required to USDOE. Monthly conference calls are conducted to USDOE to the
Arkansas Program Specialist outlining all activities, outcomes, and future actions to ensure that all expenditures are
appropriate. All corrective actions and monitoring were implemented in the summer of 2006.

Contact Person: Marcia Harding
(501) 682-4221

FINDING NUMBER: 06-500-04

STATE/EDUCATIONAL AGENCY: Arkansas Department of Education

CFDA NUMBER: 84.287 — Twenty-First Century Community Learning
Centers

QUESTIONED COSTS: $139,000

SUBRECIPIENT MONITORING - The Agency failed to establish adequate controls to ensure that subrecipients
accurately report activity. A test of financial reports from twenty-eight (28) subrecipients revealed that the “carryover”
balances for twelve (12) subrecipients could not be recalculated and verified. Also, one (1) subrecipient, which
received $139,000 in the year ended June 30, 2006, failed to report any expenditure for the year and still received an
additional payment of $111,200 in the next fiscal year. Inadequate monitoring prevented the Agency from ensuring
that federal funds were spent in accordance with program regulations.
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STATE OF ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2006

We recommend the Agency establish and follow effective controls to monitor and evaluate the fiscal and
programmatic needs of subrecipients to ensure that federal funds have been spent appropriately.

Response

The program manager for 21%* Century Grants has received specific one—on-one training and technical assistance in
implementing and maintaining appropriate distribution and monitoring procedures to properly provide oversight for the
21 Century Grants Program. Carryover is calculated at the end of the grant period and is part of the New Year's
application process implemented for the 2006-2007 fiscal year to ensure that all available funds are accounted for.

New budget forms for 2007 require that End of Year Financial Report and Beginning Budget must reconcile. For
2007, a detailed expenditure report generated from the district’s electronic accounting system is required as an
attachment to the Annual Financial Report. These are reviewed prior to any new application approvals and funding
distributions for the current year. For 2007, a new budget calendar was established for budget review and approval
by August of current school year. A Mid-Year Financial Report is due in January with expenditures report.
Amendments for current year are also due at that time. The Annual Financial Reports for the year ending June 30
are due to ADE by July 30. New financial accounting and budget procedures were outlined in mandated workshops
conducted in January 2007 for all 21%' Century grantees. An annual review of yearly grantee expenditures is
conducted to ensure that the 21% Century funds have been appropriately spent. All corrective actions have been
implemented.

Contact Person: Dee Cox
(501) 682-4379

U.S. DEPARTMENT OF EDUCATION

FINDING NUMBER: 06-520-01

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-two (52) case files located in nine (9)
local offices throughout the State were selected for review. The following deficiencies identified during our review
were also identified in prior years:

o Eleven (11) files did not determine eligibility of the client within 60 days of the date of application.

o Twenty-two (22) of the files did not contain all invoices to support the authorization for payment.

e Seventeen (17) files contained case narratives that were not updated at least every 90 days.

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.
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS
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Response

The Agency has initiated a formalized, statewide training packet that is currently being conducted with all district
managers and counselors and will be completed by June of 2007. The training addresses timeliness of eligibility
determination along with a formalized waiver process should it be needed. The training also provides emphasis on
strengthening counselor attention to maintaining case record updates every 90 days. With technical assistance
provided by DFA staff, the Agency has implemented procedures to strengthen verifiable invoice documentation.

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: 06-520-02

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

CFDA NUMBER: 84.126 - Rehabilitation Services Vocational Rehabilitation Grants
to States

QUESTIONED COSTS: None

REPORTING - The Agency is required to submit client service data the U.S. Department of Education —
Rehabilitation Services Administration (USDOE — RSA). This data is used by RSA to identify deficiencies in the
program and ensure that the Agency has complied with required performance indicators. One of these performance
indicators is the percentage of cases closed where the client was not successfully rehabilitated (status 28). In 2004,

Agency management sent a memo to all District Managers that prohibited counselors from closing cases to status 28.
Our review of one hundred twenty-two (122) files in the current year revealed that seventy-six (76) files had not been
appropriately closed. The number and type of case closures reported to RSA under these circumstances do not fairly
present the Agency’s operations. Submittal of inaccurate and incomplete information to RSA may prevent the
identification of deficiencies in the program and Agency operations that could effect the provision of services to
clients.

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

Response

The Agency has implemented a 3 phase, three- year strategy to reduce the number of inactive cases that would be
unsuccessful closures. Phase 1, implemented January 2007, was to close out over 800 case files that were inactive.
Phase 2, to begin 2008 will focus on close out of obsolete cases in District | that has a large number of inactive or
obsolete cases due to deaths and/or other attrition of several counselors in that area. By year 3 the Agency should
see a substantial reduction in inactive case files and will also see a more stabilized cadre of counselors with training
in proactive techniques and case management experience that will decrease the potential of having dormant cases.
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Contact Person: John Wright
Fiscal Officer
Rehabilitation Services
1616 Brookwood
Little Rock, AR 72207

(501) 296-1614
Email: jwwright@ars.state.ar.us

U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES

FINDING NUMBER: 06-710-06
STATE/EDUCATIONAL AGENCY: Arkansas Department of Health and Human Services
CFDA NUMBER: 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)
93.659 — Adoption Assistance
93.959 — Block Grant for Prevention and Treatment of Substance
Abuse
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 completed development of a newly revised coding structure that will allow for commitment and
expenditure tracking by funding agency, grant year (award), location and the percent of federal and state dollars
associated with any particular accounting transaction.

Anticipated Completion Date: July 1, 2007

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
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FINDING NUMBER: 06-710-07

STATE/EDUCATIONAL AGENCY: Arkansas Department of Health and Human Services

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

QUESTIONED COSTS: Unknown

ALLOWABLE COSTS/COST PRINCIPLES — The Agency collected excess indirect costs totaling $36,549. The
Agency incurred expenses for the Hurricane Katrina Relief Project and applied an allowable 10.9% indirect cost rate
to those expenses. However, on June 22, 2006, the Agency received a $335,315 reimbursement for a portion of
those expenses from the Federal Emergency Management Agency (FEMA) and failed to adjust the indirect cost
calculation accordingly.

We recommend the Agency adjust the indirect cost calculation for the Hurricane Katrina Relief Project and improve
indirect cost calculation procedures to ensure accurate and timely reporting.

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. While day-to-day administrative and managerial aspects of the merger were realized immediately, a
full financial and accounting merger was not scheduled until the following 2007-2009 State biennium because
financial coding structures of DOH were pre-established for the 2005-2007 State biennium prior to the merger.
Development of a new cost allocation plan incorporating the Division of Health is in progress including account coding
structures for DOH consistent with other DHHS operating units. Coding crosswalks and coding validation tables have
been developed enabling a pre-cost allocation review and correction of coding mismatches. Coding structure
changes and incorporation of the Division of Health into the same accounting unit are scheduled for July 1, 2007.

All indirect cost calculations and claims are properly reconciled at the point of final grant settlement, closeout and
financial reporting. Due to several mitigating factors, all monthly indirect cost calculations and claims are interim or
provisional in nature. Since indirect costs may only be claimed on permissible and authorized direct costs, and
because the nature of statistical account coding does not permit absolute identification and authorization of all
permissible direct costs prior to formal project settlement and closeout, and because indirect cost rates vary from one
state fiscal year to the next (often on an after the fact basis); the agency purposefully remains in a slight under-
recovery position with respect to indirect costs per federally sponsored project until the point of final grant settlement,
closeout and financial reporting. This procedure assures accurate indirect cost recovery and final reporting on all
sponsored projects, each of which require annual as opposed to semi-annual or quarterly reporting.

Anticipated Completion Date: Upon final project settlement/closeout of the sponsored project in question.

Contact Persons: 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
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

FINDING NUMBER: 06-710/810-08

STATE/EDUCATIONAL AGENCY: Arkansas Department of Health and Human Services
Arkansas Department of Workforce Services

CFDA NUMBER: 93.558 — Temporary Assistance for Needy Families

QUESTIONED COSTS: $3,038

ALLOWABLE COSTS/COST PRINCIPLES - Forty-seven (47) client case files containing vehicle down payment
assistance information were selected for review from the Work Information System Exchange (WISE) database. Our
examination revealed the following:

e According to the Transitional Employment Assistance (TEA) policy manual section 3415.1, “assistance with
the down payment on a vehicle will not exceed 75% of the purchase price, up to a lifetime maximum of
$2,500." One (1) client received two (2) vehicle down payments and two (2) sales tax assistance payments
resulting in an overpayment of $3,038.

Response

During a review of this client’s information, Department of Workforce Services (DWS) discovered that warrants were
issued for vehicle down payment assistance and sales tax payment in October 2005. Subsequent research
uncovered duplicate warrants issued in February 2006, for this client. Evidence was uncovered that the two warrants
issued in February 2006 were cashed and used for their intended purpose. DWS did not, however, uncover any
information leading to assist in determining the final disposition of the two warrants issued in October 2005.

DWS contacted the case management contractor, Policy Studies Inc., regarding the final disposition of the October
2005 warrants. Policy Studies Inc. confirmed that the two October 2005 warrants were not used for their intended
purpose as the client’ did not take possession of a vehicle, as intended.

DWS has limited access to information prior to the transition of the TEA program from the Department of Health and
Human Services (DHHS). DWS has solicited DHHS’ assistance in determining the final disposition of these warrants.

The Work Information System Exchange (WISE) database coding protocol has been changed since this occurrence
and WISE will no longer allow duplicative entries for supportive services that exceed lifetime maximums.

Effective February 2007, DWS stationed a TEA Policy Analyst in the DWS Accounts Payable Unit to conduct reviews
of all TEA supportive service payment requests prior to processing. This review is conducted to ensure compliance
with all federal, state, and agency policies.

The Case Manager Training will reinforce the applicable lifetime maximum limits for supportive services. This
statewide training will occur within the next 60 days.

e According to the TEA policy manual section 3415.2, “the client must provide proof of a valid driver’s license.”
Three (3) client case files tested had no proof of a valid driver’s license.

Response

During a review of the 3 case files by DWS, it was noted that there was no proof of valid driver’s license in 2 of the
clients’ case files. However, a further review determined that case managers were maintaining a single
transportation file in this area of the State. A subsequent review of this transportation file indicated that all required
information related to vehicle down payment was maintained in this file, including proof of a valid driver’s license for
the 2 clients in question.
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A review of the third client’s case in question revealed that proof of valid driver’s license had been included in the
budget section of the file.

The staff that had been maintaining a single transportation file has been directed to remove and/or make copies of all
required information and place these documents in each individual case file for all clients receiving and/or has
received transportation services in this area. Staff has been instructed to standardize their case files.

As part of its overall training initiative, the DWS Training Unit is currently developing Case Manager Training that will
include a standardized TEA Case File format. All TEA Case Managers will be required to use this approved format,
as this will be implemented statewide. It is anticipated that the statewide training and implementation of this new
case file format will occur within the next 60 days.

e According to the TEA policy manual section 3415.2,” the client must be able to pay at least $100 of the down
payment prior to the purchase of the car.” One (1) client case file contained no evidence that the $100 client
down payment was paid.

Response

During a review of the case file maintained by the TEA Case Management Contractor, Policy Studies, Inc., it was
discovered that there was not an invoice in the file indicating the $100 payment by the client. However, there was a
letter from the vendor, on the vendor’s letterhead, located in the correspondence section of the client case file that
indicated that the client had paid $101 for the down payment. Also, a copy of the money order from the client was
present in the file as well.

DWS has advised the TEA Case Management Contractor, Policy Studies, Inc., that it is vitally important that all
information/documentation related to car purchases is consolidated and placed in the same section of the client case
file.

The DWS Training Unit is currently developing Case Manager Training that will include a standardized TEA Case File
format. All TEA Case Managers will be required to use this approved format, as this will be implemented statewide.
It is anticipated that the statewide training and implementation of this new case file format will occur within the next 60
days.

e According to the TEA policy manual section 3415.2, “the client must sign form DCO-1410, Client Vehicle
Assistance Agreement.” Six (6) client case files contained no signed form DCO-1410.

Response

During a review of these 6 client case files, DWS discovered that the DCO-1410 (Client Vehicle Assistance
Agreement) forms were not present in the client case files. Upon further review, it was discovered that case
managers were maintaining a single transportation file. This single transportation file contained all required
information/documentation related to vehicle down payment for 3 of the client cases in question, including a signed
Client Vehicle Assistance Agreement.

A review of the remaining 3 client cases in question revealed that the staff of the TEA Case Management Contractor,
Policy Studies Inc., failed to maintain and/or document that the Client Vehicle Assistance Agreement had been
completed, in accordance with policy.

Staff will be directed to review all case files that received transportation assistance to determine if the Client Vehicle
Assistance Agreement form has been completed and maintained in accordance with policy. All client case files that
do not include the appropriate information/documentation will be identified via an information deficiency notation as
well as an information deficiency notation made in the ANSWER narrative. Staff will be directed to immediately
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secure completed, signed copies of the Client Vehicle Assistance Agreement and maintain copies of the forms in the
client file.

The DWS TEA Policy staff will conduct follow-up client case reviews to ensure corrective compliance is
accomplished. Additionally, DWS is currently constructing a TEA Quality Assurance Unit that will begin conducting
periodic reviews of client case information.

The Case Manager Training, including a standardized TEA Case File format, will assist in ensuring that all TEA Case
Managers are aware of the State’s client case file requirements. It is anticipated that the statewide training and
implementation of this new case file format will occur within the next 60 days.

DWS is currently revising existing policy and developing new forms for Vehicle Assistance. Adherence to this new
policy and use of these new and/or revised forms will be mandatory.

e According to the TEA policy manual section 3415.2, “prior to approving the down payment assistance, the
case manager will determine if a client can afford the vehicle by calculating a household budget with the
client using form DCO-1409, TEA Household Income and Expense Worksheet.” Four (4) client case files
contained no form DCO-1409.

Response

During a review of these 4 case files, DWS discovered that the DCO-1409 (TEA Household Income and Expense
Worksheet) forms had not been maintained in the client files. Upon further review, DWS determined that case
managers were maintaining a single transportation file. This single transportation file contained all of the required
information/documentation related to vehicle down payment was maintained in this file including, the TEA Household
Income and Expense Worksheet, for 2 of the 4 client case files in question.

Further review of the 2 remaining client case files revealed that the staff of the TEA Case Management Contractor,
Policy Studies, Inc., failed to maintain and/or document that the TEA Household Income and Expense Worksheet had
been completed, in accordance with policy.

The staff maintaining a single transportation file has been directed to remove and/or make copies of the file and place
information in each individual case file for all clients currently receiving and/or previously received down payment
assistance. The TEA Case Management Contractor, Policy Studies, Inc., has been directed to complete the 1409
and maintain copies in all client case files, in accordance with policy.

All staff will be directed to review all case files that received down payment assistance to determine if the TEA
Household Income and Expense Worksheet has been completed. All files identified as not containing a completed
TEA Household Income and Expense Worksheet will be identified via an information deficiency notation as well as an
information deficiency notation made in the ANSWER narrative. Staff will be directed to immediately secure
completed TEA Household Income and Expense Worksheet forms and maintain copies in the client case file.

The DWS TEA Policy staff will conduct follow-up client case reviews to ensure corrective compliance is
accomplished. Additionally, DWS is currently constructing a TEA Quality Assurance Unit that will begin conducting
periodic reviews of client case information.

The Case Manager Training, including a standardized TEA Case File format, will assist in ensuring that all TEA Case
Managers are aware of the State’s client case file requirements. It is anticipated that the statewide training and
implementation of this new case file format will occur within the next 60 days.

e According to the TEA policy manual section 3415.2, “the client’s monthly payment on the vehicle cannot
exceed $200 per month, and the length of the loan agreement cannot exceed 36 months.” One (1) client
case file contained no sales invoice showing the financing terms.
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Response

During the DWS review of this client case file, an invoice dated 5/22/06 was discovered that indicated that the client’s
payments were $140 per month for 30 months. The TEA Case Management Contractor, Policy Studies, Inc., had
maintained this information in the correspondence section of the client case file apart from the other vehicle down
payment information.

The implementation of a standardized TEA client case file will alleviate future issues such as this. The Case
Manager Training, including a standardized TEA Case File format, will assist in ensuring that all TEA Case Managers
are aware of the State’s client case file requirements. It is anticipated that the statewide training and implementation
of this new case file format will occur within the next 60 days.

The DWS Training Unit has included a supportive services component to its training curriculum to ensure adherence
to existing policy regarding supportive services payments.

Contact Persons: Artee Williams, Director
Arkansas Department of Workforce Services
# Two Capitol Mall
P. O. Box 2981
Little Rock, AR 72203

(501) 682-3101
artee.williams@arkansas.gov

Joni Jones, Director

Arkansas Department of Human Services
Division of County Operations

P.O. Box 1437, Mail Slot S301

Little Rock, AR 72203-1437

(501) 682-8375
joni.jones@arkansas.gov

We recommend the Agencies continue to work together to strengthen employee training and develop procedures to
ensure adherence to existing policy regarding supportive services payments. (Act 1705 of 2005 authorized the
transfer of TANF grant awards to DWS).

FINDING NUMBER: 06-710-09

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

CASH MANAGEMENT - As a result of the Agency’s inadequate internal controls regarding bank account activity and
the recording of transfers and as was stated in the previous four (4) audit reports, the Agency continues to struggle
reducing cash balances in the Electronics Benefits Transfer (EBT) bank account. Although the Agency made an
effort to reduce the bank balance in fiscal year 2005, the EBT account increased by $158,184 to $2,298,892 at June
30, 2006.

We recommend the Agency establish adequate internal controls and procedures for implementing required cash
management policies.
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Response

The Agency will make a one-time adjustment to reduce the EBT Bank Account by approx. $1M due to excess funds
in this account. The Agency will continue to use the Arkansas Client Eligibility System (ACES) Reports as the
primary source for making draws to fund this account. At the end of each month, the Agency will review and consider
cancellations and other adjustments before making any ensuing draw.

Anticipated Completion Date: April 30, 2007

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: 06-710/810-10

STATE/EDUCATIONAL AGENCY: Arkansas Department of Health and Human Services
Arkansas Department of Workforce Services

CFDA NUMBER: 93.558 — Temporary Assistance for Needy Families

QUESTIONED COSTS: Unknown

ELIGIBILITY — One hundred forty one (141) client case files covering six (6) 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:

e 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.” Twenty two (22) client case files provided outdated, incomplete or no collateral
statements to verify the existence of a child in the home.

Response

Collateral statements have been obtained on all audited sample cases currently open. A Corrective Action Plan is
being implemented in these counties which will ensure compliance with this policy.

¢ 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 is 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; five (5) client case files did not contain verification of a completed TEA
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skills, employability and intake assessment, twenty (20) client case files did not contain a Test of Basic Adult
Education (TABE) scores, five (5) client case files did not contain a learning needs/disability screening and
two (2) client case files did not contain complete information on work activity hours.

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

Anticipated Completion Date: March 23, 2007

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

(501) 682-8375
joni.jones@arkansas.gov

Response

DWS reviewed the cases in question through the utilization of the ANSWER System. Our review indicated that the
dates during which the discrepancies occurred were one month prior to and one month after transfer of TEA case
management from the Department of Health and Human Services (DHHS) to Department of Workforce Services
(DWS). This transfer of case management duties, as specified by ACT 1705 of 2005, transferred all Transitional
Employment Assistance case management from the Department of Health and Human Services to the Department of
Workforce Services.

DWS’ review of the client case files in question uncovered:

e One (1) client case file maintained by the TEA Case Management Contractor, Policy Studies, Inc. did not
contain an employment plan

e  Five (5) client case files maintained by the TEA Case Management Contractor, Policy Studies, Inc. did not
contain verification of a completed TEA skills, employability and intake assessment

e Twenty (20) client case files, four (4) maintained by DWS and sixteen (16) maintained by the TEA Case
Management Contractor, Policy Studies, Inc., did not contain Test of Basic Adult Education (TABE) scores

o Five (5) client case files, two (2) maintained by DWS and three (3) maintained by the TEA Case
Management Contractor, Policy Studies, Inc. did not contain a learning needs/disability screening

e  Two (2) client case files maintained by the TEA Case Management Contractor, Policy Studies, Inc. did not
contain complete information on work activity hours

These specific cases appear to have been related to transitional issues. While DWS will work diligently with DHHS to
assist in correcting these issues, we will continue our efforts via Case Manager Training to ensure that similar
deficiencies do not occur in the future.

DWS and Policy Studies, Inc. case managers will be instructed to review all approved cases during this time period to
ensure that required information has been collected and a copy is in the case file, anticipated completion is 90 days.

The DWS Case Manager Training includes an assessment component. This component includes the required
assessments, timeliness of assessments, and the referrals. It is anticipated that the statewide training and
implementation of this new case file format will occur within the next 60 days.

DWS will review existing policies and procedures with appropriate personnel to ensure compliance with the eligibility
requirements of the TEA program. Additionally, DWS will reinforce its agency’s records retention policies in local
offices.
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Contact Persons: Artee Williams, Director
Arkansas Department of Workforce Services
# Two Capitol Mall
P. O. Box 2981
Little Rock, AR 72203

(501) 682-3101
artee.williams@arkansas.gov

Joni Jones, Director

Arkansas Department of Human Services
Division of County Operations

P.O. Box 1437, Mail Slot S301

Little Rock, AR 72203-1437

(501) 682-8375
joni.jones@arkansas.gov

FINDING NUMBER: 06-710/810-11

STATE/EDUCATIONAL AGENCY: Arkansas Department of Health and Human Services
Arkansas Department of Workforce Services

CFDA NUMBER: 93.558 — Temporary Assistance for Needy Families

QUESTIONED COSTS: None

REPORTING — Our examination revealed that the Temporary Assistance for Needy Families (TANF) ACF-196
Financial Report and the PSC 272 Federal Cash Transaction Report were not in agreement for grant year 2006.
Beginning October 1, 2005, the Arkansas Department of Workforce Services (DWS) assumed responsibility for these
reports. For quarters ended December 31, 2005, March 31, 2006 and June 30, 2006, the PSC 272 report overstated
expenditures by $1,090,288, $749,721 and $9,655,138, respectively.

Although DWS has responsibility for the PSC 272 reports, we recommend the Arkansas Department of Health and
Human Services continue to assist and train personnel.

Response

DWS did misinterpret some of the data to be included in the PSC 272 report. For example for the June 30, 2006
report, DWS incorrectly reported the July - September 2005 expenditure information from ADHHS on the PSC 272
report in the amount of $8,476,924, which largely contributed to the vast difference on the June 30, 2006 reports.

DWS personnel will continue to work with ADHHS personnel to better understand the data for inclusion in the PSC
272 Federal Cash Transaction Report. Also DWS is in the process of revising the cash requests and expenditure
reporting forms and processing procedures for interagency transfers that will more accurately and timely capture cash
and expenditure data for the federal reports. DWS will work with the agencies to provide input and training on the
new forms and procedures. It is anticipated that the implementation of this new forms and procedures will occur
within the next 60 days

Contact Persons: Artee Williams, Director
Arkansas Department of Workforce Services
# Two Capitol Mall
P. O. Box 2981
Little Rock, AR 72203

(501) 682-3101
artee.williams@arkansas.gov
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Jerry Berry, Chief Fiscal Officer
Arkansas Department of Human Services
Office of Finance and Administration

P.O. Box 1437 Slot 3440

Little Rock, AR 72203-1437

(501) 682- 8366
jerry.berry@arkansas.gov

FINDING NUMBER: 06-710-12

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

SPECIAL TESTING AND PROVISIONS - INCOME ELIGILIBILTY AND VERIFICATION SYSTEM (IEVS) — The
Agency's failure to implement supervisory review of IEVS resulted in our discovery of a lack of consistent IEVS
polices and procedures in six (6) county offices visited. Information gathered with IEVS assists county office
personnel in determining income eligibility. In five (5) of the six (6) counties visited, we noted inconsistent use of
IEVS data and in one (1) county, personnel failed to use any of the IEVS information provided.

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

Response:

A Corrective Action Plan is being implemented in Washington County that will include training as well as increased
monitoring. The Agency has implemented the required IEVS system for data matching and verification.

Anticipated Completion Date: March 23, 2007

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

(501) 682-8375
joni.jones@arkansas.gov

FINDING NUMBER: 06-710/810-13

STATE/EDUCATIONAL AGENCY: Arkansas Department of Health and Human Services
Arkansas Department of Workforce Services

CFDA NUMBER: 93.558 — Temporary Assistance for Needy Families

QUESTIONED COSTS: $3,412

SPECIAL TESTS AND PROVISIONS — RENT AND UTILITY PAYMENTS - Five (5) client case files containing rent
and utility assistance payments were selected from supportive services payments reported in the WISE system to
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determine whether rent and/or utility assistance payments were made in accordance with the Agency’s TEA policy
manual. 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 five (5) tested revealed that no eviction or shutoff notice was provided
before making the rent or utility payment totaling $3,412. In addition, all five (5) client case files did not provide proof
that a household budget was completed before the assistance was given. According to the TEA policy manual, prior
to approving a rent or utility assistance payment, the TEA case manager and the client will complete a household
budget to determine if the client will be able to continue to pay the current rent amount based on the individual
income and other expenses.

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

Response

A review of the cases indicates that this finding is isolated to one area in the State. The staff of the TEA Case
Management Contractor, Policy Studies, Inc., failed to complete budgets and there was no eviction notice and/or shut
off notice in the case files.

DWS has instructed Policy Studies, Inc. to refrain from processing any payments without evidence of an eviction
notice and/or shut off notice submitted for documentation regarding the payment(s). Additionally, DWS has
discussed these and other issues regarding client budgets and required documentation for rent and utility payments.

Over the next six months DWS will conduct monthly reviews to ensure that the provider is adequately maintaining
documentation as outlined in policy.

Effective February 2007, DWS stationed a TEA Policy Analyst in the DWS Accounts Payable Unit to conduct reviews
of all TEA supportive payment requests prior to processing. This review is conducted to ensure compliance with all
federal, state, and agency policies and procedures.

DWS is developing checklist of required forms for each type of supportive service payment. This checklist should
become a required document from DWS accounts payable department in order to release WISE payments. The
checklist will contain a statement, and a place to check off the form number, that all required forms for each type of
payment being requested has been completed and is in the client’s case file.

Contact Persons: Artee Williams, Director
Arkansas Department of Workforce Services
# Two Capitol Mall
P. O. Box 2981
Little Rock, AR 72203

(501) 682-3101
artee.williams@arkansas.gov

Joni Jones, Director

Arkansas Department of Human Services
Division of County Operations

P.O. Box 1437, Mail Slot S301

Little Rock, AR 72203-1437

(501) 682-8375
joni.jones@arkansas.gov
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FINDING NUMBER: 06-710-14
STATE/EDUCATIONAL AGENCY: Arkansas Department of Health and 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 November 1, 2005 and November 30, 2006, the Division of
Child Care and Early Childhood Education identified forty-four (44) cases of possible provider fraud totaling $73,098
and two hundred thirty-six (236) cases of possible client fraud totaling $456,068. These cases have been turned over
to the Agency’s Office of Chief Counsel for review. Of these cases, investigations on four (4) provider cases were
completed reflecting provider overpayments totaling $5,858 and investigations on forty-eight (48) client cases were
finalized reflecting client overpayments totaling $61,029. The remainder await further investigation or administrative
hearings.

We recommend the Agency continue to strengthen internal controls and implement policies and procedures
necessary to prevent fraudulent activity.  In addition, we recommend the Agency provide adequate resources to
properly investigate the reoccurring provider fraud caseload.

Response

The Division of Child Care and Early Childhood Education (DCC/ECE) continues to aggressively identify suspicious
activity via database checks and data mining techniques; fully investigates all suspicious activity; and acts quickly on
the results from investigation by imposing applicable sanctions. The Division’s business intelligence system, called
Decision Support System (DSS), is a robust and thorough system to aid Division personnel in performing data
mining, benchmarking, and tracking/monitoring of key performance indicators. Furthermore, DSS has a data
warehouse capability encompassing all of the Division’s business units in order to conduct detailed executive query
and reporting. 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.

The Office of Chief Counsel, Fraud Investigations actively investigates all allegations of Client and Provider Fraud
identified by the Division of Child Care and Early Childhood Education and the public. Investigations are conducted
statewide by two investigators. The Office of Chief Counsel, Fraud Investigations works directly with The Division of
Child Care and Early Childhood Education Compliance Unit and gives reports, both formal and informal to the
Division on the findings throughout the ongoing investigations. Fraud Investigations also testifies as witnesses for the
Agency at all Client and Provider hearings.

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

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

Tommy Fowler, Director

Arkansas Department of Health & Human Services
Office of Chief Counsel Fraud Investigations

P.O. Box 1437, Slot S290

Little Rock, AR 72203-1437

Phone: (501) 682-8627
Cell Phone: (501) 571-0490
tommy.fowler@arkansas.gov
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FINDING NUMBER: 06-710-15
STATE/EDUCATIONAL AGENCY: Arkansas Department of Health and 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: None

CASH MANAGEMENT - The Agency failed to make cash draws for payroll expenditures and administrative (non-
payroll) costs in accordance with the Treasury-State Agreement. 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 instead
made draws for actual expenditures at irregular intervals.

We recommend the Agency review and modify current procedures for implementing the Treasury-State Agreement.
In addition, training should be provided to Agency personnel responsible for ensuring adherence to the Treasury-
State Agreement.

Response

The agency has implemented the process of drawing for bi-weekly expenses consistent with the Treasury-State
Agreement.

Anticipated Completion Date: January 2007

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: 06-710-16

STATE/EDUCATIONAL AGENCY: Arkansas Department of Health and Human Services
CFDA NUMBER: 93.659 — Adoption Assistance

QUESTIONED COSTS: $31,533

ACTIVITIES ALLOWED OR UNALLOWED AND ELIGIBILITY- The Agency failed to ensure an adoption assistance
agreement was signed prior to the final decree of adoption. According to 45 CFR 1356.40, adoption assistance
agreements must “be signed and in effect at the time or prior to the final decree of adoption.” Our testing revealed
one (1) agreement signed approximately three (3) months after the decree of adoption resulting in questioned costs
of $31,533.

We recommend the Agency strengthen procedures to ensure all required information is obtained and documented in
the adoption case files.

Response

The adoption in question was finalized in 1998. The Division has been unable to definitively determine why the
parents did not sign the application prior to finalization, although the Adoption Specialist, now retired, recalls that the
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court was angry due to perceived delays in adoptions during this period of time and sometimes finalized adoptions
against the agency’s recommendation and policy.

Controls are in place and procedures listed in the Family Service Policy and Procedure manual under Procedure
(V111-H1) — Initial Application for Adoption Subsidy has been reviewed with all adoption staff. Training has been
conducted and an additional requirement has been added that requires finalized orders be returned to the Central
Office to be placed in the subsidy record.

Anticipated Completion Date: Completed

Contact Person: Cecile Blucker, Chief Fiscal Officer
Arkansas Department of Health & Human Services
Division of Children and Family Services
P.O. Box 1437, Slot S-561
Little Rock, AR 72203-1437

(501) 682-8432
cecile.blucker@arkansas.gov

FINDING NUMBER: 06-710-17
STATE/EDUCATIONAL AGENCY: Arkansas Department of Health and Human Services
CFDA NUMBER: 93.778 — Medical Assistance Program
(Medicaid Cluster)
QUESTIONED COSTS: None

ALLOWABLE COSTS AND COST PRINCIPLES — The Agency failed to refund the federal financial participation
(FFP) portion of Medicaid payment checks totaling $80,702 that were not cashed within one hundred eighty (180)
days of issuance. According to 42 CFR 433.40, the Agency is required to refund the FFP for checks that were not
cashed within one hundred eighty (180) days by adjusting the Quarterly Statement of Expenditures (CMS-64) report.

We recommend the Agency establish adequate control procedures to ensure Electronic Data Systems (EDS) is
properly identifying stale dated checks and adjust the CMS-64 report accordingly.

Response

EDS currently has in place detailed procedures for tracking and reporting voided checks because of stale dating.
Voided checks are reported on the HMDR210 report that is then offset against Medicaid expenditures on the
Medicaid funding report. The offset on the funding report has the effect of refunding the FFP to CMS.

This finding specifically identifies $80,702.04 in stale checks that have not been voided. The majority of these checks
have been voided since the audit date.

Anticipated Completion Date: The Division will determine the appropriate disposition of the remaining checks
identified above by June 30, 2007. It is anticipated that these checks will be voided
and reported in accordance with the policy identified above.

Contact Person: Randy Helms, Interim CFO
Arkansas Department of Health & Human Services
Division of Medical Services
P.O. Box 1437, Mail Slot S416
Little Rock, AR 72203-1437

(501) 682-1857
randy.helms@arkansas.gov
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FINDING NUMBER: 06-710-18
STATE/EDUCATIONAL AGENCY: Arkansas Department of Health and Human Services
CFDA NUMBER: 93.778 — Medical Assistance Program
(Medicaid Cluster)
QUESTIONED COSTS: None

CASH MANAGEMENT - The Agency failed to make cash draws for payroll expenditures and administrative (non-
payroll) costs in accordance with the Treasury-State Agreement. 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 using grant award amounts 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

The Agency will revise the Treasury-State Agreement to include clarification of the actual procedures used to
calculate the draws. The draw dates on the payroll schedule will be moved a day later i.e. Tuesday will be moved to
Wednesday, and so on. The currently approved Treasury-State Agreement is still being utilized until a revised
Treasury-State Agreement is received by the Agency.

Anticipated Completion Date: The agency expects to submit the revised procedure to DFA sometime in May
2007 as requested.

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: 06-710-19
STATE/EDUCATIONAL AGENCY: Arkansas Department of Health and Human Services
CFDA NUMBER: 93.778 — Medical Assistance Program
(Medicaid Cluster)
QUESTIONED COSTS: $3,562

ELIGIBILITY - The results of testing of two hundred forty (240) recipients for the proper determination of eligibility
revealed the following deficiencies:

e The Agency failed to deny Medicaid coverage to two (2) clients who were not eligible for the Medical
Assistance Program resulting in claims paid totaling $319.

e The Agency failed to close a case after the casehead was determined ineligible based on income resulting
in claims paid totaling $3,243.
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e The Agency failed to maintain documentation showing that the SSN had been verified for thirty-five (35)
clients, and for five (5) clients, the documentation of the SSN included in the case file did not match the SSN
recorded in the eligibility system. 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-seven (27) clients. According
to 42 CFR 435.916, the Agency is required to redetermine Medicaid eligibility at least every twelve (12)
months.

e The Agency was unable to locate ten (10) client files. According to 42 CFR 435.913, the Agency is required
to maintain documentation of the facts to support the Agency’s determination of eligibility in each applicant’s
case record.

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

Response

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). SSN'’s 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 sample review of these 35 individual clients cited in
this finding showed 31 of the 35 had a verified Status on ANSWER in the enumeration field. The remaining four were
in various stages of being verified.

Corrective Action Plans are being implemented in Pulaski County as a result of the inability to locate 10 case records.
Counties are also placing more emphasis on the timeliness of conducting annual re-determinations of eligibility.

Anticipated Completion Date: March 23, 2007

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

(501) 682-8375
joni.jones@arkansas.gov
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FINDING NUMBER: 06-710-20
STATE/EDUCATIONAL AGENCY: Arkansas Department of Health and Human Services
CFDA NUMBER: 93.778 — Medical Assistance Program
(Medicaid Cluster)
QUESTIONED COSTS: $59,661

ELIGIBILITY - The Agency failed to take corrective action in accordance with 42 CFR 431.836 for three (3) of fifteen
(15) cases selected for review on which the Quality Assurance unit (Medicaid Eligibility Quality Control System or
MEQC) found errors. In one (1) case, the Quality Assurance Unit determined that the client was never eligible for
Medicaid coverage. A total of $59,661 in claims were paid for this recipient.

In addition, the Agency failed to submit appropriate documentation to report on the findings of errors detected by the
Quality Assurance Unit for eight (8) of the fifteen (15) tested cases. According to the policies set forth by the Agency,
county office personnel are to complete the specified documentation with thirty (30) days of receiving notice of the
error found by the Quality Assurance Unit.

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

Response

The agency will implement increased monitoring to ensure action is taken on all cases found to be in error by Quality
Assurance and that staff are completing the DCO-29 on these cases.

Anticipated Completion Date: March 23, 2007

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

(501) 682-8375
joni.jones@arkansas.gov

FINDING NUMBER: 06-710-21
STATE/EDUCATIONAL AGENCY: Arkansas Department of Health and Human Services
CFDA NUMBER: 93.778 — Medical Assistance Program
(Medicaid Cluster)
QUESTIONED COSTS: $3,990

PROCUREMENT, SUSPENSION AND DEBARMENT — The Agency is required to exclude certain providers in
accordance with 42 CFR 1002.203. Each month, Electronic Data Systems (EDS) provides the Program Integrity Unit
with an electronic file containing a list of providers that have been excluded from participating in the Medicaid
program. The Program Integrity Unit 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. Our review
of provider payments revealed the Agency made payments to an excluded provider totaling $3,990 that was not
detected by the Program Integrity Unit.
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We recommend the Agency enhance methods used to identify excluded providers.

Response

In the early part of December 2005, EDS provided the electronic file containing a list of providers that have been
excluded. This information was reviewed and on December 16, 2005 the provider and EDS was notified by the
Director of Medical Services that the provider in question had been suspended from the program. Payments were
made after the suspension letter because EDS did not act on the notification in a timely manner. The division has
taken additional steps to ensure this type of incident does not occur in the future.

Anticipated Completion Date: Completed. Additional steps have been put in place.

Contact Person: Randy Helms, Interim CFO
Arkansas Department of Health and Human Services
Division of Medical Services
P.O. Box 1437, Mail Slot S416
Little Rock, AR 72203-1437

(501) 682-1857
randy.helms@arkansas.gov

FINDING NUMBER: 06-710-22
STATE/EDUCATIONAL AGENCY: Arkansas Department of Health and Human Services
CFDA NUMBER: 93.778 — Medical Assistance Program
(Medicaid Cluster)
QUESTIONED COSTS: None

SPECIAL TESTS AND PROVISIONS - The Agency did not reconcile and resolve social security number (SSN)
discrepancies between the Arkansas Networked System for Welfare Eligibility and Reporting (ANSWER), which is the
Agency’s database used to maintain recipient information, and the Medicaid Management Information System
(MMIS). According to 42 CFR 435.910, the Agency is required to verify the SSN of each Medicaid recipient. To be
eligible for Medicaid assistance, recipients are required to have a valid SSN and provide their SSN to the District
County Office (DOC), where recipient information is entered into ANSWER. In the absence of a valid SSN, the DOC
assigns a pseudo number to recipients. We noted 7,893 recipient records on file in the MMIS where the SSN did not
match the SSN in ANSWER. Of these 7,893 discrepancies, approximately 5,100 were pseudo numbers which had
not been updated in MMIS.

We recommend the Agency establish internal control procedures to ensure the SSN in ANSWER and MMIS
databases agree and pseudo numbers are updated.

Response

The Agency agrees that the eligibility and MMIS systems need to be reconciled to update MMIS records with SSN’s
verified on the eligibility side. We will identify records on the MMIS system with no actual SSN, match those against
the eligibility system, and complete a mass SSN update to MMIS. After the mass update is completed, we will
perform SSN reconciliation on a quarterly basis.

Anticipated Completion Date: The mass update will be completed by June 30, 2007. A SSN reconciliation
will be performed on a quarterly basis the following quarter.
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Contact Person: Randy Helms, Interim CFO
Arkansas Department of Health and Human Services
Division of Medical Services
P.O. Box 1437, Mail Slot S416
Little Rock, AR 72203-1437

(501) 682-1857
randy.helms@arkansas.gov

FINDING NUMBER: 06-710-23

STATE/EDUCATIONAL AGENCY: Arkansas Department of Health and Human Services

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

QUESTIONED COSTS: $92,623

ACTIVITIES ALLOWED OR UNALLOWED AND ALLOWABLE COSTS/COST PRINCIPLES - The Agency
incorrectly coded two (2) employees' salaries totaling $92,623 to the Block Grants for Prevention and Treatment of
Substance Abuse program that should have been processed through the cost allocation system.

We recommend the Agency strengthen internal controls and procedures to track and update current job duties,
positions and personnel coding within AASIS to ensure proper allocation of personnel salaries.

Response

The Agency has made corrections for both positions to reflect the proper coding. This will ensure the proper
allocation of salaries based on actual job duties.

Anticipated Completion Date: November 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: 06-710-24

STATE/EDUCATIONAL AGENCY: Arkansas Department of Health and Human Services

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

QUESTIONED COSTS: Unknown

MATCHING, LEVEL OF EFFORT, EARMARKING - The Agency failed to separately identify administrative and
prevention program expenditures by grant award. As a result, we were unable to determine if earmarking
requirements had been met.

We recommend the Agency establish proper internal control procedures to separately identify disbursement activity in
AASIS to specific federal grant awards.
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Response

The agency has completed development of a newly revised coding structure that will allow for commitment and
expenditure tracking by funding agency, grant year (award), location and the percent of federal and state dollars
associated with any particular accounting transaction.

Anticipated Completion Date: July 1, 2007

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: 06-710-25

STATE/EDUCATIONAL AGENCY: Arkansas Department of Health and Human Services

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

QUESTIONED COSTS: None

SPECIAL TESTS AND PROVISIONS - According to 45 CFR 96.136, "the State must provide for independent peer
reviews which access the quality, appropriateness, and efficacy of treatment services provided to individuals." Our
review of the peer reviews revealed no documentation to support the reviewer's independence.

We recommend the Agency establish policies and procedures to include written and signed documentation of
independence for personnel assigned to provider reviews.

Response

Special Tests And Provisions — The Office of Alcohol and Drug Abuse Prevention (OADAP) has implemented in SFY
2007 a peer review process independent of program licensure for all organizations receiving Substance Abuse

Prevention and Treatment Block Grants funding. OADAP has retained an independent alcohol and drug program
professional to review at least 5% of programs funded by the Block Grant annually as required by the funding
authority. In SFY Year 2007 two (2) programs will be reviewed. One will be a comprehensive program providing
detoxification services, residential, outpatient and Special Women Services and the other will an outpatient program.
Items to be reviewed will include client records, services provided and community outreach. Reports generated will
provide OADAP with an independent review of its funded programs identifying strengths and weakness of the
programs. The reports will become a part of the facility’s program file. OADAP is at this time updating its Policy and
Procedure Manual to include the Peer Review Process. This update to the Policy and Procedure Manual must go
through the promulgation process and will be in place by August 1, 2007.
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Anticipated Completion Date: August 1, 2007

Contact Person: Rose Jones, Chief Fiscal Officer
Arkansas Department of Health & Human Services
Division of Behavioral Health Services
4800 West Seventh Street
Little Rock, AR 72203

(501) 686-9463
rose.jones@arkansas.gov

U.S. DEPARTMENT OF HOMELAND SECURITY

FINDING NUMBER: 06-995-01

STATE/EDUCATIONAL AGENCY: Arkansas Department of Emergency Management

CFDA NUMBER: 97.067 - Homeland Security Grant Program
(Homeland Security Cluster)

QUESTIONED COSTS: Unknown

MATCHING, LEVEL OF EFFORT, EARMARKING — The Agency failed to separately identify management and
administrative expenditures by grant award. As a result, we were unable to determine if earmarking requirements
had been met.

We recommend the Agency establish a system to identify expenditures by category for grant awards.

Response

Following this audit, we began assigning a separate cost center to track the management and administrative portion
of each grant. This will allow Legislative Audit to pull a cost center expenditure report from AASIS in the future to
verify management and administrative expenses.

Contact Person: John Smith
(501) 730-9750
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