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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

FS-09-01 Accounting for Tax Revenue

The process of receiving and recording tax revenue should have adequate controls to assure that all revenue is
recorded properly.

As reported in previous audits, 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:

e Computer program changes and application configuration were placed into production without sufficient
controls to ensure adequate testing and authorization.

e The contingency plan that addresses the agency’s procedures in the event of a short-term or long-term
interruption of computer service has not been fully tested and implemented.

e The ability to update cash control applications was not limited to authorized personnel.

Failure to properly implement controls increases the risk of:

e Misappropriation of assets.

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

e 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.

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

The Department of Finance and Administration indicated that corrections to these control deficiencies had
commenced. However, the corrective measures had not been completed by June 30, 2009.

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

Management Response:

The program change process controls will be fully implemented by March 31, 2010. Team Foundation Server, a
Microsoft product, will be the tool used for tracking a software change request. The tool will log the requesting tax
section, a general description of the change, the testing phase of the process by name of the programmer and the
approval of management and placement of the changed code back into production. Control of the changes will be
accomplished by moving changes through different directories. In each directory, authorizations to program access
will be limited to a certain level of staff (user groups), such as programmer, supervisor, and manager.

The contingency plan for interruption of computer service, either short or long term, has been completed and tested in
various manners. Changes have been made to address concerns from the test. Recent weather events allowed for
additional real time testing of the plan, with additional changes being made from those events. This document is
considered a living document that will be edited, changed and improved from time to time as technology
improvements and operational issues dictate.

A review of current authorized personnel to utilize cash control applications has been made and those individuals not
essential to the cash control operations have had their access removed.
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FS-09-02 Arkansas Treasurer of State

The Constitution of the State of Arkansas established the Office of Treasurer of State. The duties of the Treasurer of
State include the receipt and deposit of state monies collected by various administering agencies; the reconciliation of
funds held by the Treasurer of State to the fund equities of more than 200 state agencies and institutions; the
management, investment and safekeeping of State funds; the redemption of warrants drawn on the Treasurer of
State in accordance with State law; and the distribution of county and municipal aid and local sales and use tax.
Adequate controls should be in place to assure that these transactions are accounted for properly.

As reported in the previous audit, our review of the internal control over the Treasurer of State’s processes identified
the following deficiencies:

e There was no testing or implementation of the written contingency plan, which specifies the recovery
procedures in the event of a short-term or long-term interruption of computer service.

e The Treasurer of State processes various payments to counties and municipalities. The payee information,
including direct deposit information, is stored in the Treasurer of State’s computer system. The person who
has the ability to change this information also has the authority for the processing and approving of
payments.

Failure to properly implement controls increases the risk of:

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

e Misappropriation of assets.

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

The Treasurer of State indicated that they have been working on corrective procedures on these control deficiencies
subsequent to the prior year audit. However, complete corrective action had not been taken as of June 30, 2009.

We recommend that the management of the Treasurer of State continue efforts to strengthen internal control.

Management Response:

A disaster recovery tabletop exercise was conducted by our office on September 9, 2009. The specifics of this
exercise were provided by and reported to the Department of Finance and Administration Disaster Recovery Section.
We continue to work with the personnel of this section on using the State’s Living Disaster Recovery Planning
System (LDRPS). The Treasurer of State has also contracted with Strategic Technologies for offsite disaster
recovery services. We will begin extensive disaster recovery documentation of our processes before the end of
February 2010 and will then conduct a series of tests for business continuity at various levels of disasters in the
following months.

The Treasurer of State is in the process of changing the payments to counties and municipalities to AASIS vendors.
We have already met with AASIS and DF&A personnel and will be making system modifications within the next few
weeks. This will be implemented well before the end of this fiscal year.
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FS-09-03 Monitoring of Direct Posting

Most transactions which are entered into the AASIS system require that one individual enter the transaction and a
separate individual post the transaction. However, there are some transactions which can be entered into AASIS
without this segregation of duties. Adequate monitoring should be in place for those transactions that can be entered
and posted by one individual. The Department of Finance and Administration does have monitoring controls over
these types of transactions; however, they were not working effectively during the period under review. An individual
at DFA, Office of Accounting, is responsible for reviewing a monitoring report identifying any transactions that were
entered and posted by the same individual. However, several documents never appeared on the report for review.

This situation allows an increased risk of unauthorized transactions and material errors in the financial statements
that would not be detected under normal procedures in a timely manner.

We recommend that the Department of Finance and Administration correct the monitoring report program to ensure
that these types of transactions are complete, accurate, authorized and valid.

Management Response:
The report has been modified to accept three hundred lines of data instead of one hundred and to send a notification

email to a person within AASIS in the event more than three hundred lines of data will need to print that day.
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FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY

Finding Number: 09-710-01

State/Educational Agency: Arkansas Department of Human Services
CFDA Number(s) and Program Title(s):  Various

Federal Award Number(s): Various

Federal Award Year(s): Various

Compliance Requirement(s) Affected: Allowable Costs/Cost Principles

Type of Finding: Significant Deficiency

Criteria:

As noted in OMB Circular A-133 section 300(b), the auditee shall maintain internal control over federal programs that
provides reasonable assurance that the auditee is managing federal awards in compliance with laws, regulations, and
the provisions of contracts or grant agreements that could have a material effect on each of its federal programs.
This includes, but is not limited to, the establishing of internal controls the ensure the State claims Federal Financial
Participation for costs associated with a program only in accordance with its approved cost allocation plan as noted in
45 CFR 95.517.

Condition:

A deficiency exists in the design of controls over monitoring the application of allocation methodologies which are
outlined in the approved cost allocation plan. While developing our understanding of the Agency’s design of controls
over allocation methodologies, it was discovered that one employee is responsible for preparing and recording
allocation worksheet data into the cost allocation system without secondary review or approval ensuring that the
methodologies are applied as they are approved within the plan.

Questioned Costs:
None

Cause:
The resources available within the Agency’s Cost Allocation section are not properly allocated to ensure segregation
of duties and secondary review.

Effect:

A deficiency in the design of controls over monitoring allocation methodologies could allow inaccurate calculations of
allocation percentages resulting in non-compliance with the approved cost allocation plan. In addition, inaccurate
claim amounts could be charged to one or more federal programs.

Recommendation:
We recommend the Agency develop and implement a control requiring secondary approval over the preparation and
recording of allocation worksheet data.

Agency Response:

Proper monitoring can and will be accomplished by current staff. In May of 2008 an automated worksheet
percentage system was implemented with two staff members assigned to prepare and review the worksheets of each
other. In March of 2009, one of the staff members left employment with the State leaving only one person in the
area. Although monitoring has occurred, it has not been properly documented; therefore, a formalized procedure
has been established. A formal review of the allocation methodologies will occur to help ensure that the
methodologies are applied as required and approved in the Cost Allocation Plan.
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FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY (Continued)

Finding Number: 09-710-01 (Continued)

State/Educational Agency: Arkansas Department of Human Services
CFDA Number(s) and Program Title(s):  Various

Federal Award Number(s): Various

Federal Award Year(s): Various

Compliance Requirement(s) Affected: Allowable Costs/Cost Principles

Type of Finding: Significant Deficiency

Anticipated Completion Date: Completed

Contact Person: Jerry Berry, Chief Fiscal Officer

Arkansas Department 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 AGRICULTURE

Finding Number: 09-645-01

State/Educational Agency: Arkansas Department of Health

CFDA Number(s) and Program Title(s): = 10.557 - Special Supplemental Nutrition Program for
Women, Infants, and Children

Federal Award Number(s): 6AR700501

Federal Award Year(s): 2008 and 2009

Compliance Requirement(s) Affected: Activities Allowed or Unallowed

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

As required by 7 CFR 246.14(a), Special Supplement Nutrition Program for Women, Infants, and Children (WIC)
funds must be used only for WIC related purposes.

Condition:
A review of 60 administrative expenditures, of which 34 were travel related, revealed seven travel reimbursements
totaling $577 which benefited programs other than WIC.

Questioned Costs:
$577

Cause:
The Agency’s policies were designed in such a way that travel reimbursements were coded to programs based upon
personnel positions rather than actual program activity.

Effect:
Inappropriate costs were charged to the WIC program and this could reduce the Agency’s ability to provide services.

Recommendation:

We recommend the Agency strengthen internal controls related to activities allowed or unallowed by reviewing travel
policy to ensure that it reflects the proper coding of travel activity and train agency staff to code travel related
expenses to the appropriate program.

Agency Response:

In order to address the audit finding regarding questionable travel allocations totaling $577, the Center for Local
Public Health will begin in-service training to facilitate the proper coding of travel as it relates to programmatic activity.
During regularly scheduled meetings in March, the Center for Local Public Health will discuss this finding in the
Regional Directors’ meeting and the Regional Administrative Managers’ meeting. There will be an emphasis to
communicate that employees who travel for a specific programmatic purpose should code their travel expenses
accordingly.

Also, by May 1* 2010, the Center for Local Public Health will work with the Office of Finance to include this
information in the agency’s travel training. This training is required for Travel Supervisors and highly recommended
for all travelers.
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U.S. DEPARTMENT OF AGRICULTURE (Continued)

Finding Number:
State/Educational Agency:
CFDA Number(s) and Program Title(s):

Federal Award Number(s):
Federal Award Year(s):

Compliance Requirement(s) Affected:
Type of Finding:

Anticipated Completion Date:

Contact Person:

09-645-01 (Continued)

Arkansas Department of Health

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

6AR700501

2008 and 2009

Activities Allowed or Unallowed

Noncompliance and Significant Deficiency

May 1, 2010

Robert S. Bennett

Chief Fiscal Officer

4815 West Markham Street / Slot 55
Little Rock, AR 72205

Phone (501) 280-4201

Fax (501) 280-4583
Robert.Bennett@arkansas.gov
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U.S. DEPARTMENT OF AGRICULTURE (Continued)

Finding Number: 09-645-02

State/Educational Agency: Arkansas Department of Health

CFDA Number(s) and Program Title(s): = 10.557 - Special Supplemental Nutrition Program for
Women, Infants, and Children

Federal Award Number(s): 6AR700502
Federal Award Year(s): 2009

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Control Deficiency
Criteria:

The Agency’s WIC Program Policy, which became effective October 1, 2009, states that the same employee cannot
perform all eligibility criteria (income, residency and nutritional assessment) and issue food instruments. This policy
ensures proper segregation of duties.

Condition:
Agency employees recognized as Competent Professional Authorities (e.g. nutritionists and nurses) are able to
perform the complete certification process, including demographics and nutritional assessment, and print food
instruments.

Questioned Costs:
None

Cause:
Employees are role mapped in the new computer system, which was installed to provide benefits to WIC participants,
with conflicting functions that cover the certification process and the printing of food instruments.

Effect:
Because of the lack of segregation of duties, participants who are ineligible could receive benefits.

Recommendation:
We recommend the Agency strengthen internal controls by segregating the duties related to the applicant certification
process and the printing of food instruments.

Agency Response:

The Competent Professional Authority (CPA) role will be changed to limit the ability for one person to complete a
certification. This will be accomplished by removing the income assessment/verification function from the Competent
Professional Authority role mapping in the SPIRIT system. A certification cannot be completed without this function.
Clerks and Management Information System (MIS) staff will be the only staff with this function as part of their role
mapping. In a situation where only a Competent Professional Authority is available in a local health unit to perform a
certification, the Competent Professional Authority will either FAX the income documentation to a clerk in another
local health unit or to a Management Information System staff person. Or, the income documentation may be
scanned into the SPIRIT system and viewed by a clerk or Management Information System staff person in another
location.
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U.S. DEPARTMENT OF AGRICULTURE (Continued)

Finding Number: 09-645-02 (Continued)

State/Educational Agency: Arkansas Department of Health

CFDA Number(s) and Program Title(s): = 10.557 - Special Supplemental Nutrition Program for
Women, Infants, and Children

Federal Award Number(s): 6AR700502
Federal Award Year(s): 2009

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Control Deficiency
Anticipated Completion Date: May 1, 2010
Contact Person: Robert S. Bennett

Chief Fiscal Officer

4815 West Markham Street / Slot 55
Little Rock, AR 72205

Phone (501) 280-4201

Fax (501) 280-4583
Robert.Bennett@arkansas.gov
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

U.S. DEPARTMENT OF AGRICULTURE (Continued)

Finding Number: 09-645-03

State/Educational Agency: Arkansas Department of Health

CFDA Number(s) and Program Title(s): = 10.557 - Special Supplemental Nutrition Program for
Women, Infants, and Children

Federal Award Number(s): 6AR700502

Federal Award Year(s): 2009

Compliance Requirement(s) Affected: Special Tests and Provisions - Compliance Investigations of
High-Risk Vendors

Type of Finding: Noncompliance and Control Deficiency

Criteria:

As authorized by 7 CFR 246.12(j), the Agency must perform compliance investigations on vendors and take
appropriate action against vendors that are not following program procedures. The level of action, such as a
monetary fine, is specified in the sanction schedule that is a part of the vendor agreement.

Condition:

The Agency did not take appropriate action against all vendors identified in compliance investigations.  The WIC
program performed 60 compliance investigations during the 2009 federal fiscal year, and 14 investigations were
selected for audit review. According to the sanction schedule, a $250 fine should have been assessed in six of those
investigations; however, there is no evidence that the Agency invoiced five of the six identified vendors.

Questioned Costs:
None

Cause:
There are no procedures or controls in place to ensure that vendor violations, which are documented and should be
assessed a fine, are invoiced.

Effect:
The Agency has not collected the appropriate amount of fines from vendors who are not in compliance with program
guidelines which can lead to continued vendor non-compliance.

Recommendation:
We recommend the Agency develop a process to verify that sanctions, which are a result of the compliance
investigations of vendors, are properly invoiced.

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

Finding Number: 09-645-03 (Continued)

State/Educational Agency: Arkansas Department of Health

CFDA Number(s) and Program Title(s): = 10.557 - Special Supplemental Nutrition Program for
Women, Infants, and Children

Federal Award Number(s): 6AR700502

Federal Award Year(s): 2009

Compliance Requirement(s) Affected: Special Tests and Provisions - Compliance Investigations of
High-Risk Vendors

Type of Finding: Noncompliance and Control Deficiency

Agency Response:

Problems identified were the result of one employee entering compliance information into the SPIRIT system and not
properly communicating this information to a second employee responsible for the review for sanctioning. This single
communication point was the break down in the process for vendor sanctions. To rectify this situation the following
controls and procedures have been implemented.

Controls and Procedures currently in place include:
1. Vendor Manager is conducting oversight of compliance buy contractor
2. Vendor Manager sends sanction letters when required
3. Vendor manager informs Health Program Specialist lll to issue invoices as needed
4. Vendor Manager sends final disposition to WIC Director for review

Steps are being taken to fill a position vacant due to a retirement with a specific assignment of responsibility to review
compliance investigations. By June, 2010, this person is expected to be hired and trained, allowing for multiple
reviews by the staff person and the Vendor Manager.

Controls and Procedures planned when vacant position refilled:

1. If the results of a compliance buy indicates a sanction and/or fine is appropriate, a recommendation will be
brought by the Grants Analyst (compliance) to the Vendor Manager;

2. If the Vendor Manager concurs, the Grants Analyst will prepare and send the sanction letter under the
Vendor Manager’s signature.

3. If afine is to be levied in addition to the sanction, the Grants Analyst will provide instructions to the Health
Program Specialist Ill for the preparation and sending of an invoice to the vendor.

4. The Vendor Manager will review, on a monthly basis, the spreadsheet maintained by the Grants Analyst and
Health Program Specialist 11l that records all compliance buys and their related sanctions, fines and other
correspondence with the vendor.

Anticipated Completion Date: June, 2010

Contact Person: Robert S. Bennett
Chief Fiscal Officer
4815 West Markham Street / Slot 55
Little Rock, AR 72205
Phone (501) 280-4201
Fax (501) 280-4583
Robert.Bennett@arkansas.gov
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U.S. DEPARTMENT OF AGRICULTURE (Continued)

Finding Number: 09-645-04

State/Educational Agency: Arkansas Department of Health

CFDA Number(s) and Program Title(s): = 10.557 - Special Supplemental Nutrition Program for
Women, Infants, and Children

Federal Award Number(s): 6AR700502

Federal Award Year(s): 2009

Compliance Requirement(s) Affected: Special Tests and Provisions - Food Instrument Disposition
Type of Finding: Material Noncompliance and Material Weakness

Criteria:

In accordance with 7 CFR 246.12(q), the Agency is required to account for the disposition of all food instruments
within 120 days of the food instrument’s first valid date for participant use. Food instruments must be identified as
either issued or voided; and issued food instruments must be identified as either redeemed or unredeemed.

Condition:

The State’s disposition procedures do not comply with this requirement. It was noted that food instruments were
identified in the computer system as both issued and voided, and the Agency had not fully investigated and resolved
all of the food instruments with conflicting information.

Questioned Costs:
Unknown

Cause:

Agency employees were not adequately trained in the issuing and voiding of food instruments on the new computer
system, which was installed to provide benefits to participants of the WIC program. Additionally, reports generated by
the system were not designed in a manner that would provide accurate information to enable the Agency to account
for the disposition of all food instruments within 120 days of issuance.

Effect:
Because food instruments are not properly accounted for, the likelihood that an individual or vendor could
inappropriately receive a benefit through a food instrument is increased.

Recommendation:

We recommend the Agency establish adequate procedures and controls to identify the ultimate disposition of every
food instrument within 120 days of issuance. This could include providing appropriate employee training and
generating accurate computer reports.

Agency Response:

The “WIC Voided/Stolen/Lost and Cashed Exceptions” report was not functioning due to the software issues within
the new SPIRIT system. Manual reviews of WIC checks/food instruments were conducted by using the one-to-one
reconciliation report. The “WIC Voided/Stolen/Lost and Cashed Exceptions” report is now functioning and is reviewed
weekly by Food Delivery Section staff to determine which checks were redeemed and voided. These are researched
by printing images of the checks from the banking system, contacting Regional WIC Coordinators to work with local
health unit staff to determine the cause of any possible irregularities. WIC Program staff can now identify the
disposition of all food instruments within 120 days of issuance.

-12-
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U.S. DEPARTMENT OF AGRICULTURE (Continued)

Finding Number: 09-645-04 (Continued)

State/Educational Agency: Arkansas Department of Health

CFDA Number(s) and Program Title(s): = 10.557 - Special Supplemental Nutrition Program for
Women, Infants, and Children

Federal Award Number(s): 6AR700502

Federal Award Year(s): 2009

Compliance Requirement(s) Affected: Special Tests and Provisions - Food Instrument Disposition
Type of Finding: Material Noncompliance and Material Weakness

Agency Response (Continued):

Initial training of all WIC staff concerning issuance of WIC food checks was completed during and immediately
following the roll out of the SPIRIT system. The five Regional WIC Coordinators and all field Management
Information System (MIS) staff have begun individual reviews of staff performance on all SPIRIT system and WIC
program functions, including observation of each individual employee providing WIC services using an MIS Skills
Check List. Deficiencies in any function, including check issuance, will be addressed with appropriate training. This
review and training, begun in January 2010, will be concluded by October 1, 2010. Policies will be reviewed to assure
adequate and clear procedures are included.

Anticipated Completion Date: October 1, 2010

Contact Person: Robert S. Bennett
Chief Fiscal Officer
4815 West Markham Street / Slot 55
Little Rock, AR 72205
Phone (501) 280-4201
Fax (501) 280-4583
Robert.Bennett@arkansas.gov
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U.S. DEPARTMENT OF AGRICULTURE (Continued)

Finding Number: 09-645-05

State/Educational Agency: Arkansas Department of Health

CFDA Number(s) and Program Title(s): = 10.557 - Special Supplemental Nutrition Program for
Women, Infants, and Children

Federal Award Number(s): 6AR700502

Federal Award Year(s): 2009

Compliance Requirement (s) Affected: Special Tests and Provisions - Review of Food Instruments to
Enforce Price Limitations and Detect Errors

Type of Finding: Material Noncompliance and Material Weakness

Criteria:

In accordance with 7 CFR 246.12(k), the WIC program must have in place a process for reviewing all, or a
representative sample of, food instruments submitted by vendors for redemption. One of the minimum requirements
is that this process must be able to prevent the value of a redeemed food instrument from exceeding the maximum
allowed purchase amount. A food instrument's maximum amount can vary depending upon the average peer group
prices of vendors.

Condition:

The Agency did not comply with the requirement of ensuring that redeemed food instruments were not in excess of
applicable price limitations. The functionality to calculate peer group prices in the new computer system, which was
installed to provide benefits to participants of the WIC program, did not work as intended.

Questioned Costs:
Unknown

Cause:
Automated edits in the computer system were not adequately designed to prevent redeemed food instruments from
exceeding maximum amounts.

Effect:
Food instruments could be redeemed for a value that is greater than the maximum dollar amount allowable and this
could hinder the Agency’s ability to serve clients.

Recommendation:
We recommend the Agency establish adequate procedures and controls to ensure that food instruments do not
exceed maximum allowable purchase amounts.

Agency Response:

In order to ensure that food instruments did not exceed the maximum allowable purchase amounts, checks that were
more than $75.00 were reviewed manually from April 2009 through September 2009 by the Food Delivery Section to
ensure correct payment April — Sept 2009.

The maximum allowable pre-edit was activated in September 2009 to ensure checks do not exceed the Maximum
Allowable.

-14 -
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U.S. DEPARTMENT OF AGRICULTURE (Continued)

Finding Number:

State/Educational Agency:

CFDA Number(s) and Program Title(s):
Federal Award Number(s):

Federal Award Year(s):

Compliance Requirement (s) Affected:

Type of Finding:

Anticipated Completion Date:

Contact Person:

09-645-05 (Continued)

Arkansas Department of Health

10.557 - Special Supplemental Nutrition Program for

Women, Infants, and Children

6AR700502

2009

Special Tests and Provisions - Review of Food Instruments to
Enforce Price Limitations and Detect Errors

Material Noncompliance and Material Weakness

Completed

Robert S. Bennett

Chief Fiscal Officer

4815 West Markham Street / Slot 55
Little Rock, AR 72205

Phone (501) 280-4201

Fax (501) 280-4583
Robert.Bennett@arkansas.gov
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U.S. DEPARTMENT OF AGRICULTURE (Continued)

Finding Number: 09-710-02
State/Educational Agency: Arkansas Department of Human Services
CFDA Number(s) and Program Title(s):  10.553 - School Breakfast Program
10.555 - National School Lunch Program
10.556 - Special Milk Program for Children
10.559 - Summer Food Service Program for Children
(Child Nutrition Cluster)
10.558 - Child and Adult Care Food Program

Federal Award Number(s): 2009IN109946; 2008IN109946
Federal Award Year(s): 2009 and 2008

Compliance Requirement(s) Affected: Cash Management

Type of Finding: Noncompliance

Criteria:

In accordance with 7 CFR 3016.23(a), a grantee may charge to the award, only costs resulting from obligations of the
funding period.

Condition:

Expenditures in the amount of $40,054 and $524,989 were properly obligated and recorded in the Agency’s
accounting system for the 2008 grants for the National School Lunch Program, which is part of the Child Nutrition
Cluster, and the Child and Adult Care Food Program, respectively. However, the draw of federal funds from the
grantor for these costs was made from the 2009 grants for each of these programs.

Questioned Costs:
None

Cause:

The Accounting Supervisor in the Managerial Accounting Section, who was responsible for the SFY2009 Child
Nutrition Cluster program and Child and Adult Care Food Program federal draws, manually changed the internal
order coding, which was provided by the Federal Draw Coordinator, from their respective 2008 grant award to reflect
their new 2009 grant awards. The Agency attempted to implement new internal controls during the year to prevent
the drawing of funds from a subsequent grant award for the liquidation of commitments associated with a prior grant
award. However, these new controls were not effectively communicated to personnel responsible for federal draws.

Effect:
Federal reimbursements totaling $565,043 were made from incorrect federal grants.

Recommendation:

We recommend the Agency comply with grant requirements to ensure proper reconciliation of cash draws to actual
expenditures by grant award. In addition, we recommend the Agency communicate internal controls over federal
draw downs to ensure compliance with federal award regulations.
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U.S. DEPARTMENT OF AGRICULTURE (Continued)

Finding Number: 09-710-02 (Continued)
State/Educational Agency: Arkansas Department of Human Services
CFDA Number(s) and Program Title(s):  10.553 - School Breakfast Program
10.555 - National School Lunch Program
10.556 - Special Milk Program for Children
10.559 - Summer Food Service Program for Children
(Child Nutrition Cluster)
10.558 - Child and Adult Care Food Program

Federal Award Number(s): 2009IN109946; 2008IN109946
Federal Award Year(s): 2009 and 2008

Compliance Requirement(s) Affected: Cash Management

Type of Finding: Noncompliance

Agency Response:

Protocols and related coding are now in place to more reasonably assure compliance with federal period of
availability requirements. At the time of the error in question, day-to-day recipient accounting responsibilities for the
program were being shared between two individuals in the midst of an on-going reconciliation of several prior year
Child Nutrition program awards. During this multiyear review, USDA was kept abreast of our efforts to improve fiscal
year integrity with respect to actual provider service delivery timeframes and associated cash draw downs from
corresponding federal funding years. The error in question was a single isolated instance. The program is now
assigned to one accounting analyst with day-to-day exposure to the entirety of the program’s accounting operations.
Stronger integration and regular meetings between program and fiscal personnel for this program have resulted in an
overall improved coding, commitment, expense, and liquidation/draw process.

Anticipated Completion Date: Ongoing

Contact Persons: Jerry Berry, Chief Fiscal Officer
Arkansas Department 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

Mark Story, CPA MBA

Assistant Director / Chief Fiscal Officer

Department of Human Services

Division of Child Care and Early Childhood Education
Donaghey Plaza South

Slot S140

LITTLE ROCK, AR 72203-1437

Phone: (501) 683-0989

mark.story@arkansas.gov
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

U.S. DEPARTMENT OF ENERGY

Finding Number: 09-710-03

State/Educational Agency: Arkansas Department of Human Services

CFDA Number(s) and Program Title(s):  81.042 - Weatherization Assistance for Low Income Persons
Federal Award Number(s): DE-FG26-07NT43109

Federal Award Year(s): 2009

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Significant Deficiency

Criteria:

The Agency is required by 10 CFR 600.241 to submit quarterly financial reports. During 2009, the required quarterly
report changed from the Financial Status Report (SF-269) to the Federal Financial Report (SF-425).

Condition:

Expenditures of $908,647, reported on the June 30, 2009 Federal Financial Report (SF-425), were not supported by
or reconciled to the Agency’s financial records and cost allocation system. The reported expenditures were
incorrectly based on the financial reports of subrecipients.

Questioned Costs:
Unknown

Cause:
The accounting staff was not appropriately training and supervised to ensure that reports were properly submitted
and amounts reported to the federal grantor were accurate and complete.

Effect:
Failure to utilize financial information from the Agency’s cost allocation system can lead to inaccurate reporting to the
federal grantor.

Recommendation:
We recommend the Agency strengthen internal controls and procedures to ensure consistent, accurate and complete
reporting of program activity.

Agency Response:

The Agency agrees that the SF-425 was incorrectly filed. Expenditures of $965,153 should have been reported for
the 06/30/2009 reporting period. The implementation of new accounting code during the year caused confusion in
the program area. Expenses were adjusted at the direction of the Program Manager, who has since retired. Current
program personnel have an understanding of the new coding and SF-425 reports are now supported by AASIS and
cost allocation entries. A correction of $56,506 will be made on the 03/31/10 report.

Anticipated Completion Date: Upon 03/31/2010 SF-425 filing

Contact Person: Jerry Berry
Director/Chief Fiscal Officer
Division of Finance and Administration
P.O. Box 1437 / Slot W401
Little Rock, AR 72203-1437
Phone: (501) 682-5448
Fax: (501) 682-6444
Jerry.Berry@arkansas.gov
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

U.S. DEPARTMENT OF EDUCATION

Finding Number: 09-160-01

State/Educational Agency: University of Arkansas at Pine Bluff

CFDA Number(s) and Program Title(s):  84.038 - Federal Perkins Loan Program_Federal
Capital Contributions
(Student Financial Assistance Cluster)

Federal Award Number(s): N/A

Federal Award Year(s): 2009

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

In accordance with 34 CFR § 668.16(m)(1)(ii) of the Student Assistance General Provisions and 34 CFR § 674.5 of
the Federal Perkins Loan Program, an institution that begins and continues to participate in any Title 1V, HEA
program, must demonstrate that it is capable of adequately administering that program under the standards
established. The Secretary considers an institution to have that administrative capability if the institution's Federal
Perkins Loan program cohort default rate does not exceed 15 percent. In addition, as stated in 34 CFR, §
674.5(a)(1), if an institution’s cohort default rate equals or exceeds 25 percent, the institution’s Federal Capital
Contribution (FCC) is reduced to zero.

Condition:
The University’s current year cohort default rate was 31%. A similar finding has been reported in previous audits.

Questioned Costs:
None

Cause:

The Federal Perkins Loan program cohort default rate was significant because of the small population of borrowers.
The University reported that five of sixteen borrowers who had entered repayment during the prescribed period were
in default.

Effect:
The University exceeded the allowable Federal Perkins Loan program cohort default rate.

Recommendation:
Establish procedures to lower the University’s cohort default rate to an acceptable level.

Agency Response:

The University does not offer new loans to students through the Perkins Loan Program, is liquidating the program and
did not request nor receive new contributions from the Federal Capital Contribution (FCC) in FY2009. Efforts to
liquidate the program, including the assignment of the loans to the U. S. Department of Education are ongoing and
the program should be liquidated by June 30, 2010.
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STATE OF ARKANSAS

CORRECTIVE ACTION PLAN

FOR THE YEAR ENDED JUNE 30, 2009

U.S. DEPARTMENT OF EDUCATION (Continued)

Finding Number:
State/Educational Agency:
CFDA Number(s) and Program Title(s):

Federal Award Number(s):

Federal Award Year(s):

Compliance Requirement(s) Affected:
Type of Finding:

Agency Response (Continued):

09-160-01 (Continued)

University of Arkansas at Pine Bluff

84.038 - Federal Perkins Loan Program_Federal
Capital Contributions

(Student Financial Assistance Cluster)

N/A

2009

Reporting

Noncompliance and Significant Deficiency

Until the liquidation is complete collection efforts will continue including:
e Utilization of an outside agency, Campus Partners, to service the loan portfolio and insure timely billing and

due diligence,

+ Referral of delinquent accounts to collection agencies,

e Submission of delinquent accounts to the Department of Revenue and Administration through participation
in the Arkansas tax offset program, and

e Collection efforts by university staff and greater management oversight

The University recognizes the default rate is high but is pleased that the rate declined from 57% June 30, 2008 to
31% June 30, 2009; therefore all current collection efforts will be continued until the program is liquidated.

Anticipated Completion Date:

Contact Person:

June 30, 2010

Carlia Smith

Associate Vice President for Student Financial Services
University of Arkansas System

2404 N. University

Little Rock, AR 72207

(501) 686-2933

csmith@uasys.edu
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

U.S. DEPARTMENT OF EDUCATION (Continued)

Finding Number: 09-160-02
State/Educational Agency: University of Arkansas at Pine Bluff
CFDA Number(s) and Program Title(s):  84.007 - Federal Supplemental Educational Opportunity Grants
84.032 - Federal Family Education Loans
84.038 - Federal Perkins Loan Program_Federal
Capital Contributions
84.063 - Federal Pell Grant Program
84.375 - Academic Competitiveness Grants
84.376 - National Science and Mathematics Access to Retain
Talent (SMART) Grants
(Student Financial Assistance Cluster)

Federal Award Number(s): Various

Federal Award Year(s): 2009

Compliance Requirement(s) Affected: Special Tests and Provisions

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

According to 34 CFR § 668.22 of the Student Assistance General Provisions, an institution is required to document a
student’s withdrawal date and maintain the documentation as of the date of the institution’s determination that the
student withdrew. The institution is also required to perform a calculation of earned Title IV funds for the period of
enrollment when a student officially or unofficially withdraws.

Condition:

As part of the University’s internal control established to determine whether a student unofficially withdrew, instructors
are required by University policy to award a grade of “UF” to a student who did not officially withdraw from the course
and failed to participate in course activities through the end of the period. A student who received all “UFs” was
considered to have unofficially withdrawn, which would prompt a calculation of earned Title IV funds for the applicable
period of enroliment. During our audit we noted four students who unofficially withdrew from the University but
received a grade of “F” instead of a “UF” from at least one instructor. As a result of the instructors’ failure to comply
with the University’s policy, a calculation of earned Title IV funds was not prepared.

While gaining an understanding of internal control over compliance pertaining to the return of Title IV funds, we noted
instructors were not following the grading policy established by the University. We selected four Title IV recipients
from a list of 113 students who did not receive a passing grade in the spring 2009 semester.

Questioned Costs:
$3,237

Cause:
Certain instructors did not comply with the University’s policy regarding the awarding of grades for lack of attendance.
The lack of a proper monitoring system also contributed to these questioned costs.

Effect:
Known questioned costs of $3,237 were incurred because the relevant calculations of earned Title IV funds were not
performed.

Recommendation:

The University should continue to disseminate information regarding the University’s grading policy, with emphasis on
the correct usage of the grades “UF” and “F”. Additionally, an effective monitoring system should be implemented to
insure all instructors are complying with the University’s policy.
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

U.S. DEPARTMENT OF EDUCATION (Continued)

Finding Number: 09-160-02 (Continued)
State/Educational Agency: University of Arkansas at Pine Bluff
CFDA Number(s) and Program Title(s):  84.007 - Federal Supplemental Educational Opportunity Grants
84.032 - Federal Family Education Loans
84.038 - Federal Perkins Loan Program_Federal
Capital Contributions
84.063 - Federal Pell Grant Program
84.375 - Academic Competitiveness Grants
84.376 - National Science and Mathematics Access to Retain
Talent (SMART) Grants
(Student Financial Assistance Cluster)

Federal Award Number(s): Various

Federal Award Year(s): 2009

Compliance Requirement(s) Affected: Special Tests and Provisions

Type of Finding: Noncompliance and Significant Deficiency

Agency Response:

The University will continue to use our policy for awarding final grades to determine unofficial withdrawals; however,
several strategies will be employed to insure instructors issue grades correctly. These efforts will be a collaborative
effort by Student Financial Services, the Office of Academic Affairs, and the Faculty Senate.

e First, emphasis will be placed on reeducating instructors regarding the correct use of the grades “F” and
“UF”. Written instructions will be prepared and disseminated again to all teaching faculty. Additional
instructions will be provided through various meetings and workshops.

e Second, reminders will be sent prior to the submission of final grades reminding all faculty of the correct use
of the grades “F” and “UF”.

e Increased oversight by Department Deans will be required to ensure understanding and compliance by all
instructors.

e Finally, the University will conduct periodic self-evaluation to verify compliance. Evaluation of the policy and
adherence to the policy will be ongoing.

Anticipated Completion Date: Ongoing

Contact Person: Carlia Smith
Associate Vice President for Student Financial Services
University of Arkansas System
2404 N. University
Little Rock, AR 72207
(501) 686-2933
csmith@uasys.edu
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

U.S. DEPARTMENT OF EDUCATION (Continued)

Finding Number: 09-500-01

State/Educational Agency: Arkansas Department of Education

CFDA Number(s) and Program Title(s):  84.010 - Title | Grants to Local Educational Agencies
84.389 - Title | Grants to Local Educational Agencies,
Recovery Act
(Title 1, Part A Cluster)

Federal Award Number(s): S010A070004A; SO10A080004A

Federal Award Year(s): 2008 and 2009

Compliance Requirement(s) Affected: Activities Allowed or Unallowed; Allowable Costs/Cost Principles
Type of Finding: Noncompliance and Control Deficiency

Criteria:

In accordance with 2 CFR 225, Appendix A Section C(1)(b), a cost must be allocable to a federal program for it to be
considered an allowable cost of that award. The allocation is often based upon terms of the grant agreements or
contracts.

Condition:

A professional services contract was executed with the provision that the federal grant would pay for 50% of the
contract and the remaining 50% of the costs would be paid from State funds. However, contract expenditures totaling
$21,671 during the year were charged entirely to the federal program.

Questioned Costs:
$10,836

Cause:
Agency personnel responsible for selecting and applying the expense account coding for the accounting system did
not adequately review the contract stipulations before the disbursements were processed.

Effect:
Without adequate internal controls, inappropriate payments could be made to vendors with federal funding, which
could require repayment to the grantor.

Recommendation:
We recommend the Agency establish internal controls to ensure that costs are charged to the appropriate source of
funding.

Agency Response:

The Arkansas Department of Education will implement internal controls to ensure that the ADE-General Finance
Coordinator will allocate contract payments in accordance with the funding percentages stated in the contract when
preparing purchase orders involving federal contracts. ADE will also work with the USDE to determine if the $10,836
in questioned costs is a material finding that needs to be reimbursed.

Anticipated Completion Date: March 31, 2010

Contact Person: Mr. John Kunkel, Associate Director/Finance
Department of Education
4 Capitol Mall Room 204-A
Little Rock, AR 72201
501-682-4256
john.kunkel@arkansas.gov
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

U.S. DEPARTMENT OF EDUCATION (Continued)

Finding Number: 09-500-02

State/Educational Agency: Arkansas Department of Education

CFDA Number(s) and Program Title(s):  84.010 - Title | Grants to Local Educational Agencies
84.389 - Title | Grants to Local Educational Agencies,
Recovery Act
(Title 1, Part A Cluster)

Federal Award Number(s): S010A080004A

Federal Award Year(s): 2009

Compliance Requirement(s) Affected: Matching, Level of Effort, Earmarking
Type of Finding: Noncompliance and Significant Deficiency
Criteria:

In accordance with 20 USC 7901, the State Education Agency (SEA) must ensure that either “aggregate
expenditures” or “fiscal effort per student” for the preceding year of each local education agency (LEA) was not less
than 90% of the aggregate expenditures or fiscal effort per student for the second preceding year. The allocation of
program funds shall be reduced for those LEAs that fail to meet their required level of effort in the exact proportion by
which the LEA failed to meet both of the tests, using the measure that is most favorable to the LEA. The aggregate
expenditures comparison is calculated first because the level of effort requirement is satisfied by the majority of LEAs
using this method.

Condition:

During the allocation of the 2009 grant to the LEAs, the Agency did not identify LEAs that failed to meet the level of
effort requirement. Audit procedures and recalculations were performed for 25 LEAs selected at random. The level
of effort requirement was met for 24 LEAs using the aggregate expenditures calculation. However, the Agency
improperly concluded that one LEA had satisfied the level of effort requirement using the fiscal effort per student
calculation. As a result, audit testing was expanded to include the remaining seven LEAs which had not satisfied
their level of effort requirement using the aggregate expenditures calculation. Based on information for the eight
LEAs, only two LEAs actually met the level of effort requirement using the fiscal effort per student calculation.

Questioned Costs:
Unknown

Cause:
An improperly written formula in the spreadsheet, which was used by the SEA, gave a false indication that the
required level of effort had been met. Review of the spreadsheet by Agency personnel did not detect the incorrect
formula.

Effect:

The Agency failed to reduce the allocation for the six affected LEAs. The amount of the needed reductions is
uncertain because there are differing interpretations of how to implement the procedure prescribed in the federal
guidance.

Recommendation:

We recommend the Agency contact the federal grantor to determine how to calculate the amount by which each
affected LEA’s allocation should be reduced and strengthen internal controls and procedures to ensure that future
level of effort calculations are accurate.
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

U.S. DEPARTMENT OF EDUCATION (Continued)

Finding Number: 09-500-02 (Continued)

State/Educational Agency: Arkansas Department of Education

CFDA Number(s) and Program Title(s):  84.010 - Title | Grants to Local Educational Agencies
84.389 - Title | Grants to Local Educational Agencies,
Recovery Act
(Title 1, Part A Cluster)

Federal Award Number(s): S010A080004A

Federal Award Year(s): 2009

Compliance Requirement(s) Affected: Matching, Level of Effort, Earmarking
Type of Finding: Noncompliance and Significant Deficiency

Agency Response:

e The ADE did not adjust the 2009-2010 allocations for the LEAs that did not maintain effort, based on how
the Federal Grants Management office completed the MOE spreadsheet presented during the Title |
Auditing process. The spreadsheet used to determine MOE has been modified so the Federal Grants
Management Office will correctly identify LEAs not meeting MOE in future years and make the required
statutory adjustments. The ADE will be contacting the USDE Title | office to allow Arkansas to reduce the
2010-2011 allocations on the LEAs that did not maintain effort.

e The ADE posted a Commissioner's Communication Memo November 17, 2009 on Maintenance of Effort
which listed districts and charter schools the aggregate expenditures used in determining maintenance of
effort. Also, the spreadsheet listed the funds used to pull together the expenditures. The Commissioner’s
Communication Memo website is: http://arkedu.state.ar.us/commemos/printview.cgi?filename=4503

Anticipated Completion Date: March 31, 2010

Contact Person: Mr. John Kunkel, Associate Director/Finance
Department of Education
4 Capitol Mall Room 204-A
Little Rock, AR 72201
501-682-4256
john.kunkel@arkansas.gov
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

U.S. DEPARTMENT OF EDUCATION (Continued)

Finding Number: 09-500-03

State/Educational Agency: Arkansas Department of Education

CFDA Number(s) and Program Title(s):  84.010 - Title | Grants to Local Educational Agencies
84.389 - Title | Grants to Local Educational Agencies,
Recovery Act
(Title 1, Part A Cluster)

Federal Award Number(s): S010A070004A; SO10A080004A
Federal Award Year(s): 2008 and 2009

Compliance Requirement(s) Affected: Matching, Level of Effort, Earmarking
Type of Finding: Noncompliance

Criteria:

Section 1003 of the Elementary and Secondary Education Act (ESEA) requires the State Education Agency (SEA) to
reserve 4% of its Title I, Part A Cluster (Title 1) allocation to support local school improvement activities, provide
technical assistance to Title | schools identified for improvement, and provide technical assistance to other schools
that the SEA has identified for improvement or corrective action. At least 95% of the amount reserved must be
allocated directly to local education agencies (LEAs) for schools identified for improvement, corrective action, and
restructuring. However, with the approval of its LEAs, the SEA may provide directly for these activities or arrange for
them to be provided by other entities.

Condition:

Beginning in May 2006, the SEA began using America’s Choice as the vendor to enhance its statewide system of
support for services to the Title | schools that meet the SEA’s criteria of having been identified for improvement for
three or more years. America’s Choice was funded each year through a contract using 95% of the above mentioned
4% of school improvement funds. However, for FY2009 the SEA did not obtain approval from the LEAs for the SEA
to arrange for the activities to be provided by some other entity. Disbursements to the vendor totaled $6,203,242
during the year under audit.

Questioned Costs:
None

Cause:
The Agency did not adequately train employees to ensure that federal program regulations, such as requesting and
obtaining necessary approval from affected districts, were followed.

Effect:

Providing only one option for technical assistance decreases the likelihood that the school improvement assistance
activities would directly address the academic achievement problem that caused the school to be identified for school
improvement, as encouraged in Section 1116(b)(3)(A)(iii)(I) of the ESEA.

Recommendation:

We recommend the Agency properly train its employees and strengthen the implementation of federal program
regulations to ensure the SEA: 1) properly allocates at least 95% of the 4% reserved under Section 1003 of the
ESEA directly to LEAs meeting the SEA'’s criteria for assistance, or 2) requests and receives proper authorization
from LEAs with identified schools for the SEA to arrange for school improvement activities to be provided by another
entity.
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

U.S. DEPARTMENT OF EDUCATION (Continued)

Finding Number: 09-500-03 (Continued)

State/Educational Agency: Arkansas Department of Education

CFDA Number(s) and Program Title(s):  84.010 - Title | Grants to Local Educational Agencies
84.389 - Title | Grants to Local Educational Agencies,
Recovery Act
(Title 1, Part A Cluster)

Federal Award Number(s): S010A070004A; SO10A080004A
Federal Award Year(s): 2008 and 2009

Compliance Requirement(s) Affected: Matching, Level of Effort, Earmarking
Type of Finding: Noncompliance

Agency Response:

To strengthen the implementation of federal program regulations the Agency (Arkansas Department of Education)
has created a federal programs unit within the Division of Learning Services. Program Advisors within the unit will
receive on-going and systemic training regarding the requirements under Title | and the use of funds. In addition; the
Agency will allocate 1003(a) School Improvement Funds through an application process directly to LEAs meeting
ADE’s criteria for assistance. These funds are to be focused on Arkansas’ persistently lowest-achieving Title |
schools in improvement, corrective action, or restructuring. This will allow customized technical assistance to
participating schools, as well an array of technical assistance options for schools to utilize in planning their
professional development and technical assistance for the school year.

Anticipated Completion Date: Completed

Contact Person: Mr. John Kunkel, Associate Director/Finance
Department of Education
4 Capitol Mall Room 204-A
Little Rock, AR 72201
501-682-4256
john.kunkel@arkansas.gov
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

U.S. DEPARTMENT OF EDUCATION (Continued)

Finding Number: 09-500-04

State/Educational Agency: Arkansas Department of Education

CFDA Number(s) and Program Title(s): = 84.010 - Title | Grants to Local Educational Agencies
84.389 - Title | Grants to Local Educational Agencies,
Recovery Act
(Title 1, Part A Cluster)

Federal Award Number(s): S010A070004A; SO10A080004A

Federal Award Year: 2008 and 2009

Compliance Requirement(s) Affected: Procurement, Suspension, and Debarment
Type of Finding: Control Deficiency

Criteria:

In accordance with 2 CFR 180.300, the Agency is required to “verify that the person with whom you intend to do
business is not excluded or disqualified...by (a) checking the Excluded Parties List System (EPLS), (b) collecting a
certification from that person, or (c) adding a clause or condition to the covered transaction with that person.”

Condition:

The Agency failed to establish internal controls to screen vendors for federal suspension and debarment, thus
increasing the risk of the Agency doing business with prohibited parties. This appears to be a systemic problem;
however, no vendors were identified during our audit period that were suspended or debarred.

Questioned Costs:
None

Cause:
Employees responsible for purchasing and managing the grant were not aware of the federal suspension and
debarment and vendor monitoring requirements.

Effect:
Without adequate internal controls, unallowable payments could be made to suspended or debarred vendors with
federal funding, which could require repayment to the grantor.

Recommendation:
We recommend the Agency establish internal controls over procurement, suspension and debarment to ensure
compliance with applicable federal regulations.

Agency Response:

The Arkansas Department of Education’s Purchasing Agent will screen vendors for federal suspension and
debarment, and we will not process any Purchase Orders to vendors listed on the Excluded Parties List System
(EPLS).
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STATE OF ARKANSAS

CORRECTIVE ACTION PLAN

FOR THE YEAR ENDED JUNE 30, 2009

U.S. DEPARTMENT OF EDUCATION (Continued)

Finding Number:
State/Educational Agency:
CFDA Number(s) and Program Title(s):

Federal Award Number(s):

Federal Award Year:

Compliance Requirement(s) Affected:
Type of Finding:

Anticipated Completion Date:

Contact Person:

09-500-04 (Continued)

Arkansas Department of Education

84.010 - Title | Grants to Local Educational Agencies
84.389 - Title | Grants to Local Educational Agencies,
Recovery Act

(Title 1, Part A Cluster)

S010A070004A; S010A080004A

2008 and 2009

Procurement, Suspension, and Debarment

Control Deficiency

Completed

Mr. John Kunkel, Associate Director/Finance
Department of Education

4 Capitol Mall Room 204-A

Little Rock, AR 72201

501-682-4256

john.kunkel@arkansas.gov

-29.-


mailto:john.kunkel@arkansas.gov

STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

U.S. DEPARTMENT OF EDUCATION (Continued)

Finding Number: 09-520-01

State/Educational Agency: Arkansas Department of Workforce Education - Arkansas
Rehabilitation Services

CFDA Number(s) and Program Title(s):  84.126 - Rehabilitation Services_Vocational Rehabilitation
Grants to States
(Vocational Rehabilitation Cluster)

Federal Award Number(s): H126A090003

Federal Award Year(s): 2009

Compliance Requirement Affected: Reporting

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

Federal regulations at 34 CFR 361.5(b)(16), 361.38 and 361.40 require the Agency to submit financial and client
service data to the U.S. Department of Education — Rehabilitation Services Administration (USDOE - RSA).
Management is responsible for reviewing and approving the data for accuracy and completeness prior to submission
to RSA. The data contains key program measurements used by RSA to obtain a general assessment of the state-
federal Vocational Rehabilitation program and its accomplishments.

The Quarterly Cumulative Caseload Reports (RSA-113() and the Quarterly Financial Reports (SF-269) are due 30
days after the end of the quarter for the 1%, 2" and 3" quarters and 60 days after the end of the 4" quarter. The
Annual Case Service Report (RSA-911) is due on November 30 after the federal fiscal year end.

Condition

Our review of 312 active case files in the Agency’s case management system, Arkansas Rehabilitation Integrated
Management Information System (ARIMIS), revealed 128 files had not been updated to reflect the appropriate status
of each of the cases and 9 files could not be located in the field offices.

The RSA-113 reports for September 2008, June 2009 and September 2009 and the RSA-911 report for September
2009 were not submitted in accordance with applicable federal due dates.

Questioned Costs:
None

Cause:

ARIMIS did not have proper internal controls to ensure information entered and retrieved from the system was
accurate and complete. Counselors did not update client status information in ARIMIS and District Managers did not
properly review files for correct status. Manual corrections to information obtained from the case management system
resulted in delays in reporting.

Effect:
Inaccurate and incomplete information submitted to RSA may prevent the identification of deficiencies in the program
and Agency operations that could affect the provision of services to clients.

Recommendation:

We recommend the Agency develop procedures to ensure client information in the case management system is
accurate and complete. Calculations should be monitored and supporting documentation should be reviewed and
approved. All required reports should be submitted to RSA by applicable due dates.
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

U.S. DEPARTMENT OF EDUCATION (Continued)

Finding Number: 09-520-01 (Continued)

State/Educational Agency: Arkansas Department of Workforce Education - Arkansas
Rehabilitation Services

CFDA Number(s) and Program Title(s):  84.126 - Rehabilitation Services_Vocational Rehabilitation
Grants to States
(Vocational Rehabilitation Cluster)

Federal Award Number(s): H126A090003

Federal Award Year(s): 2009

Compliance Requirement Affected: Reporting

Type of Finding: Noncompliance and Significant Deficiency

Agency Response:

In order to comply with case management data processing controls, data integrity, timeliness of reporting, etc.,
the Arkansas Rehabilitation Services issued a request for proposals through the Office of Procurements for a new
case management system. The contract has been awarded to Libera, Inc. The product is a case management
system developed specifically for the Vocational Rehabilitation and Independent Living programs. The software
package has an excellent track record and is used by general and blind agencies in several other states. Since this is
an off-the-shelf product the federal compliance requirements are already built into the software. The System 7
Framework ensures ease of customization and reduces risk in case management non-compliance. The System also
automates essential ticklers to act as reminders to provide front line as well as supervisory and administration staff
with the tools to keep individuals moving through their plans in a timely fashion. The system will operate according to
Rehabilitation Service Administration regulation and Arkansas Rehabilitation Policy and Procedure Manual. We
expect the system to be operational by the beginning of the next federal fiscal year this coming October.

The RSA-113 and the RSA-911 reports were late due to data integrity issues that had to be corrected manually on a
case-by-case basis. The reports are prepared manually. The Libera system edits all data combinations for
compliance with RSA regulations and reporting requirements and automates the reporting process. In addition to the
system tools regarding case management, the Director of Field Services is continuing training efforts regarding timely
updating of case records, records retention, data validity and accuracy.

Anticipated Completion Date: October 1, 2010

Contact Person: John Wright
Assistant Commissioner for Administrative Services
PO Box 3781

Little Rock, AR 72203
Phone (501) 296-1614
Fax (501) 296-1681
john.wright@arkansas.gov

-31-



STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES

Finding Number: 09-634-01

State/Educational Agency: Office of Child Support Enforcement
CFDA Number(s) and Program Title(s):  93.563 - Child Support Enforcement
Federal Award Number(s): Various

Federal Award Year(s): 2008 and 2009

Compliance Requirement(s) Affected: Program Income

Type of Finding: Significant Deficiency

Criteria:

Federal regulations, such as 2 CFR 215.24, require recipients to account for program income related to projects
financed in whole or in part with federal funds. As part of this accounting, recipients should have adequate internal
controls in place to adequately account for program income. The Agency’s program income consists of various fees
which are assessed on the numerous child support cases that are handled by the Agency. Some examples of these
fees are application fees, base cost fees, paternity testing fees, and legal fees.

Condition:
The Agency did not have adequate documentation of monitoring controls in place during the year under audit to
ensure that all child support fees are properly assessed and collected.

Questioned Costs:
None

Cause:
The Agency failed to document proper monitoring controls over program income.

Effect:
Due to lack of internal controls over the monitoring of program income, program fees are subject to misappropriation
and could be improperly reported on federal reports.

Recommendation:
We recommend that the Agency create and implement internal controls which are focused on the monitoring of
program income activities.

Agency Response:

The Agency agrees with the finding that we did not have adequate documentation of monitoring controls. The Agency
will implement policies and procedures to provide documentation of the existing processes by which we review the
assessment of program fees. In addition, the Agency will supplement the existing monitoring process by adding
program fee assessment review to the procedures currently performed by our administrative level quality control
review section.

Anticipated Completion Date: September 30, 2010

Contact Person: Robert Hallmark, CPA
Agency Controller
Office of Child Support Enforcement
501.682.6306
PO Box 8133
Little Rock, AR 72203
robert.hallmark@ocse.arkansas.gov
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

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

Finding Number: 09-710-04

State/Educational Agency: Arkansas Department of Human Services

CFDA Number(s) and Program Title(s):  93.575 - Child Care and Development Block
93.596 - Child Care Mandatory and Matching Funds of the
Child Care and Development Fund

(CCDF Cluster)
Federal Award Number(s): G-0701ARCCDF; G-0801ARCCDF;
G-0901ARCCDF; G-0901ARCCD7
Federal Award Year(s): 2007, 2008 and 2009
Compliance Requirement(s) Affected: Allowable Costs/Cost Principles
Type of Finding: Noncompliance

Criteria:

The Arkansas Department of Human Services, “the Agency”, is responsible for administering the State’s CCDF
“Daycare” program. The Agency’s responsibility includes determining eligibility for each applicant and documenting
that eligibility criteria were met. The Agency outlines eligibility requirements for the Daycare program in their State
plan.

Condition:

Between December 1, 2008 and October 1, 2009, the Division of Child Care and Early Childhood Education identified
40 possible cases of provider overpayments and fraud totaling $35,343. The Agency also identified 213 possible
cases of client overpayments or fraud totaling $289,496.

Questioned Costs:
Unknown

Cause:

Factors contributing to these issues include: 1) case heads and/or clients failed to report changes in client eligibility
criteria which would have affected their eligibility status, 2) willful misrepresentations of client eligibility data by clients,
and 3) providers billing for services which were not provided.

Effect:
Benefits could have been provided to ineligible clients and providers.

Recommendation:
We recommend the Agency continue to provide training for employees, implement policy changes, and increase
monitoring to reduce overpayments to clients and providers.
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CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

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

Finding Number: 09-710-04 (Continued)

State/Educational Agency: Arkansas Department of Human Services

CFDA Number(s) and Program Title(s): = 93.575 - Child Care and Development Block
93.596 - Child Care Mandatory and Matching Funds of the
Child Care and Development Fund
(CCDF Cluster)

Federal Award Number(s): G-0701ARCCDF; G-0801ARCCDF;
G-0901ARCCDF; G-0901ARCCD7

Federal Award Year(s): 2007, 2008 and 2009

Compliance Requirement(s) Affected: Allowable Costs/Cost Principles

Type of Finding: Noncompliance

Agency Response:

The Division of Child Care and Early Childhood Education (DCCECE) has reviewed the finding by Legislative Audit
detailing the possible client overpayments and fraud referenced above. Possible provider overpayments or fraud
remained fairly constant in comparison to prior years while the dollar value of possible client overpayments was
reduced by forty five percent in the period under audit. Total possible provider fraud or overpayment represents .07%
of the total voucher program funds processed while total possible client fraud or overpayment represents .57% of
these program disbursements. Total possible fraud or overpayment represented only .64% of the total program.

DCCECE considers the information detailed above to be necessary to provide proper perspective for judging the
prevalence and consequences of the questioned costs noted as required by the Circular A-133 Compliance
Supplement of the Office of Management and Budget. The figures detailed above are strong and compelling
evidence of the efficacy of the internal control structure currently in place. The Division continues to upgrade and
improve the automated control environment in the KIDCare system via multiple program enhancement releases each
year.

While DCCECE consider the results of our internal control procedures to be reasonable as evidenced by the analysis
detailed above, we also take the safeguarding and proper use of all federal and state funds very seriously and will
continue to look for additional ways to improve our controls.

Anticipated Completion Date: Ongoing

Contact Person: Mark Story, CPA MBA
Assistant Director / Chief Fiscal Officer
Department of Human Services
Division of Child Care and Early Childhood Education
Donaghey Plaza South
Slot S140
Little Rock, AR 72203-1437
Phone: (501) 683-0989
mark.story@arkansas.gov
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

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

Finding Number: 09-710-05

State/Educational Agency: Arkansas Department of Human Services

CFDA Number(s) and Program Title(s):  93.575 - Child Care and Development Block
93.596 - Child Care Mandatory and Matching Funds of the
Child Care and Development Fund
(CCDF Cluster)

Federal Award Number(s): G-0701ARCCDF;G-0801ARCCDF;
G-0901ARCCDF;G-0901ARCCD7

Federal Award Year(s): 2007, 2008 and 2009

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Significant Deficiency

Criteria:

Federal guidance at 45 CFR 98.67(c) states that fiscal control and accounting procedures shall be sufficient to permit
preparation of required reports and the tracing of funds to a level of expenditure adequate to establish that such funds
have not been used in violation of certain provisions.

Condition:

The Agency reported federal expenditures for the state fiscal year 2009 totaling $48,325,075 on the Federal Cash
Transaction Report (PSC-272) and $46,729,985 on the Child Care and Development Fund Financial Report (ACF-
696) report. The Agency'’s financial records after cost allocation totaled $46,762,457. The Agency could not provide a
reconciliation for these reporting differences nor the difference between the reports and the financial records.

Questioned Costs:
Unknown

Cause:
The Agency does not have procedures in place to ensure amounts reported on PSC-272 and ACF-696 are reconciled
to supporting documentation or adequate supervisory review of these reports.

Effect:
The Agency could submit inaccurate reports that may prevent the identification of deficiencies in the program and
Agency operations that could affect the provision of services to clients.

Recommendation:

We recommend the Agency establish proper internal control procedures that would ensure the accurate preparation
of federal financial reports, as well as procedures that would ensure adequate supervisory review of the expenditure
documentation supporting those reports.
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

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

Finding Number: 09-710-05 (Continued)

State/Educational Agency: Arkansas Department of Human Services

CFDA Number(s) and Program Title(s): = 93.575 - Child Care and Development Block
93.596 - Child Care Mandatory and Matching Funds of the
Child Care and Development Fund
(CCDF Cluster)

Federal Award Number(s): G-0701ARCCDF;G-0801ARCCDF;
G-0901ARCCDF;G-0901ARCCD7

Federal Award Year(s): 2007, 2008 and 2009

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Significant Deficiency

Agency Response:

Additional standardized reporting processes are now in place to more reasonably assure proper federal reporting as it
relates to reconciling amounts between the PSC-272 and the ACF-696 reports. During the audit year in question,
day-to-day recipient accounting responsibilities for the program were being shared between two individuals during a
significant ongoing reconciliation of several prior year CCDF program awards. Due to state priorities and federal
sponsor support that these prior years be settled and closed first, reconciliation of fiscal year 2009 amounts were not
completed prior to the end of single audit field work. During that multi-year review, HHS was kept informed regarding
the recipient’'s well documented reporting and accountability improvements. The program is now assigned to one
accounting analyst with day-to-day exposure to the entirety of the program’s accounting operations. While some
remedial improvements remain to be researched and implemented, stronger integration and regular meetings
between program and fiscal personnel for this program have resulted in more accurate, timely, and better
substantiated federal reporting.

Anticipated Completion Date: Completed

Contact Persons: Jerry Berry, Chief Fiscal Officer
Arkansas Department of 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

Mark Story, CPA MBA

Assistant Director / Chief Fiscal Officer

Department of Human Services

Division of Child Care and Early Childhood Education
Donaghey Plaza South

Slot S140

Little Rock, AR 72203-1437

Phone: (501) 683-0989

mark.story@arkansas.gov
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

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

Finding Number: 09-710-06
State/Educational Agency: Arkansas Department of Human Services
CFDA Number(s) and Program Title(s):  93.658 - Foster Care_Title IV-E

93.658 - Foster Care_Title IV-E, Recovery Act

Federal Award Number(s): 0801AR1401; 0901AR1401; 0901AR1402

Federal Award Year(s): 2009

Compliance Requirement(s) Affected: Activities Allowed or Unallowed; Allowable Costs/Cost Principles
Type of Finding: Noncompliance and Significant Deficiency

Criteria:

For an activity or cost to be considered allowable it must meet the general criteria outlined in 2 CFR 225 and the
program regulations set forth in 42 USC 672 and 45 CFR 1356.

Condition:

We reviewed 40 administrative and maintenance expenditure items to determine allowability. In some instances, the
expenditure items were reimbursed from both the “regular” Foster Care_Title IV-E grant and the “ARRA” Foster
Care_Title IV-E, Recovery Act grant.

Our testing revealed 30 exceptions as summarized below:

Six instances of expenditures paid on behalf of children who were not eligible totaling $968. Of this amount,
$906 was paid from the regular grant and $62 was paid from the ARRA grant. In order to be allowable, the
child for whom the expenditure benefits must first be determined eligible.

Two instances of expenditures paid on behalf of children where eligibility could not be determined because
adequate supporting documentation was not available totaling $651. These expenditures were paid from
the regular grant. Adequate documentation would include client ID numbers, names and case ID numbers.

Five instances of expenditures paid on behalf of children who were determined to be eligible, but not
claimable totaling $543. Of this amount, $521 was paid from the regular grant and $22 was paid from the
ARRA grant. The foster child as well as the foster family home must meet all eligibility criteria to receive
Title IV-E funds. If the foster family home does not meet all criteria, the result is non-claimable status.

Five instances of expenditure items miscoded resulting in excess reimbursement totaling $6,321. These
expenditures were paid from the regular grant.

11 instances of expenditure items that were determined to be unallowable totaling $7,364. Of this amount,
$6,929 was paid from the regular grant and $435 was paid from the ARRA grant. Unallowable items
included payment for medical services, rent, tutoring services and respite care.

One item, totaling $71, was for the benefit of another federal program and should not have been charged to
Foster Care. This expenditure was paid from the regular grant.

Questioned Costs:
$15,399 - Foster Care_Title IV-E
$ 519 - Foster Care_Title IV-E, Recovery Act

Cause:

Lack of adequate training for the staff responsible for determining allowability of claims as well as an inadequate
review process by supervisory staff.
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

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

Finding Number: 09-710-06 (Continued)
State/Educational Agency: Arkansas Department of Human Services
CFDA Number(s) and Program Title(s):  93.658 - Foster Care_Title IV-E

93.658 - Foster Care_Title IV-E, Recovery Act

Federal Award Number(s): 0801AR1401; 0901AR1401; 0901AR1402

Federal Award Year(s): 2009

Compliance Requirement(s) Affected: Activities Allowed or Unallowed; Allowable Costs/Cost Principles
Type of Finding: Noncompliance and Significant Deficiency

Effect:

Failure to provide staff with adequate training continues to place federal awards at risk for improper use and could
jeopardize the program’s future federal awards.

Recommendation:
We recommend the Agency provide adequate training to staff responsible for approving and reviewing program
expenditures to ensure federal program funds are utilized in accordance with federal regulations.

Agency Response:

The Division of Children and Family Services agrees with this finding. Several of these instances relate back to items
discovered in the 2008 Single Audit. Corrective actions were implemented in the last quarter of the 2009 State Fiscal
Year after the majority of the errors discovered during the 2009 Single Audit had already occurred. A reference
document is being prepared listing common expenses and their eligibility under Title IV-E and will be distributed to
the Area Financial Coordinators and the Financial Support Unit to help prevent these errors in the future. The
Division will also address again the issue of a child having to be both Title IV-E eligible and claimable.

Anticipated Completion Date: March 15, 2010

Contact Person: Greg Crawford
Assistant Director/Chief Fiscal Officer
Division of Children and Family Services
P.O. Box 1437 / Slot S-561
Little Rock, AR 72203-1437
Phone: (501) 682-6248
Fax: (501) 683-5422
Greg.Crawford@arkansas.gov
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

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

Finding Number: 09-710-07

State/Educational Agency: Arkansas Department of Human Services

CFDA Number(s) and Program Title(s): = 93.658 - Foster Care_Title IV-E

Federal Award Number(s): 0801AR1401; 0901AR1401

Federal Award Year(s): 2009

Compliance Requirement(s) Affected: Activities Allowed or Unallowed; Allowable Costs/Cost Principles
Type of Finding: Noncompliance and Significant Deficiency

Criteria:

For an activity or cost to be considered allowable it must meet the general criteria outlined in 2 CFR 225 and the
program regulations set forth in 45 CFR 1356.

Condition:
Our review of 81 travel payments resulted in multiple exceptions, as follows:

e In 27 instances, travel reimbursements totaling $1,870 were related to children determined to be ineligible.

¢ In nine instances, the travel reimbursement forms lacked adequate identification information for the child
being transported. As a result, eligibility status could not be determined. The questioned costs for these
exceptions totaled $372.

e In five instances, travel reimbursements totaling $136 were for transporting children to school or school
related activities. This is not an allowable activity.

e In one instance, the travel reimbursement in the amount of $148 was for transporting a child to work. This is
not an allowable activity.

e In one instance, the travel reimbursement in the amount of $50 was for transportation to pick up gifts for the
foster child. This is not an allowable activity.

¢ In three instances, the travel reimbursement forms lacked adequate information identifying the purpose of
the travel to ensure it was an allowable activity. The questioned costs for these exceptions totaled $257.

Questioned Costs:
$2,833

Cause:
Lack of training for staff and inadequate review by supervisory staff of travel reimbursements lead to multiple errors
and misuse of Foster Care funds.

Effect:
Failure to properly review Foster Care travel expenditures has placed assets at risk and could jeopardize the
Agency'’s ability to provide program funding.

Recommendation:
We recommend the Agency establish and implement proper internal control procedures to provide adequate review
of travel reimbursement forms to ensure reimbursements are allowable.
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

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

Finding Number: 09-710-07 (Continued)

State/Educational Agency: Arkansas Department of Human Services

CFDA Number(s) and Program Title(s):  93.658 - Foster Care_Title IV-E

Federal Award Number(s): 0801AR1401; 0901AR1401

Federal Award Year(s): 2009

Compliance Requirement(s) Affected: Activities Allowed or Unallowed; Allowable Costs/Cost Principles
Type of Finding: Noncompliance and Significant Deficiency

Agency Response:

The Division of Children and Family Services (DCFS) agrees with the above finding and understands that it results
from management’s decision to only claim at the administrative rate (50%) . Travel to a child's home for visitation is
eligible to be reimbursed as a maintenance payment, but the Division has elected to code it as administration. To
properly code, DCFS would have to hire staff charged only with verifying each child's IV-E eligibility and claimability
for each date of travel. The costs of this task far outweigh the benefit to the Division. Approximately 70% of children
in foster care during this period were IV-E eligible. This percentage is known as the penetration rate. Once the
penetration rate is applied to the maintenance federal participation rate, approximately 52.5% of travel would be
eligible at the maintenance reimbursement rate. DCFS has elected to be reimbursed at the lower 50% administration
rate.

Anticipated Completion Date: Completed

Contact Person: Greg Crawford
Assistant Director/Chief Fiscal Officer
Division of Children and Family Services
P.O. Box 1437 / Slot S-561
Little Rock, AR 72203-1437
Phone: (501) 682-6248
Fax: (501) 683-5422
Greg.Crawford@arkansas.gov
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

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

Finding Number: 09-710-08
State/Educational Agency: Arkansas Department of Human Services
CFDA Number(s) and Program Title(s): = 93.658 - Foster Care_Title IV-E

93.658 - Foster Care_Title IV-E, Recovery Act

Federal Award Number(s): 0801AR1401; 0901AR1401; 0901AR1402

Federal Award Year(s): 2008 and 2009

Compliance Requirement(s) Affected: Activities Allowed or Unallowed; Allowable Costs/Cost Principles
Type of Finding: Noncompliance and Significant Deficiency

Criteria:

The Division of Children and Family Services utilizes purchasing cards (p-cards) as a means of purchasing items for
foster children. The p-cards are issued to Family Service Workers because they are in direct contact with foster
children. According to 42 USC 672 and 42 USC 675(4), funds may be expended for Foster Care maintenance on
behalf of eligible children. Such payments may include the cost of (and the cost of providing) food, clothing, shelter,
daily supervision, school supplies, personal incidentals, liability insurance with respect to a child, and reasonable
travel to the child's home for visitation.

Condition:
A total of 91 purchases by family service workers with p-cards were selected for review. Purchases were reimbursed
from both the “regular” Foster Care_Title IV-E grant and the “ARRA” Foster Care_Title IV-E, Recovery Act grant.

Our review revealed the following:

e 14 instances of purchases made for items not considered allowable totaling $1,005. Of this amount, $926
was paid from the regular grant and $79 was paid from the ARRA grant. Items purchased included
prescription drugs, luggage, bunk beds, mattresses and a salon service.

e 32 instances of purchases made for children not considered Title IV-E eligible totaling $2,650. Of this
amount, $2,443 was paid from the regular grant and $207 was paid from the ARRA grant.

Questioned Costs:
$3,369 - Foster Care_Title IV-E
$ 286 - Foster Care_Title IV-E, Recovery Act

Cause:
Lack of training for family service workers, financial coordinators and central office staff resulting in an inadequate
review of p-card purchases.

Effect:
Failure to properly review Foster Care p-card purchases has placed assets at risk and could jeopardize the Agency’s
ability to provide program funding.

Recommendation:
We recommend the Agency establish and implement internal control procedures to ensure p-card purchases are
used only for allowed activities and costs outlined in federal code.
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

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

Finding Number: 09-710-08 (Continued)
State/Educational Agency: Arkansas Department of Human Services
CFDA Number(s) and Program Title(s):  93.658 - Foster Care_Title IV-E

93.658 - Foster Care_Title IV-E, Recovery Act

Federal Award Number(s): 0801AR1401; 0901AR1401; 0901AR1402

Federal Award Year(s): 2008 and 2009

Compliance Requirement(s) Affected: Activities Allowed or Unallowed; Allowable Costs/Cost Principles
Type of Finding: Noncompliance and Significant Deficiency

Agency Response:

A misunderstanding of eligible items under Title IV-E was discovered in the 2008 Single Audit. Corrective actions
were implemented in the last quarter of the 2009 State Fiscal Year after the majority of the errors discovered during
the 2009 Single Audit had already occurred. A reference document is being prepared listing common expenses and
whether they are eligible under Title IV-E. This reference document will be distributed to Area Financial Coordinators
and the Financial Support Unit to help prevent these errors in the future. DCFS respectfully disagrees with the
questioned costs for salon service. After consulting with the Region VI office of the Federal Administration for
Children and Families (ACF), DCFS has determined salon services are allowable costs under Title IV-E as personal
incidentals. The Division has requested guidance from ACF clarifying what constitutes personal incidentals. Any
guidance received will be included in the reference document.

Anticipated Completion Date: March 15, 2010

Contact Person: Greg Crawford
Assistant Director/Chief Fiscal Officer
Division of Children and Family Services
P.O. Box 1437 / Slot S-561
Little Rock, AR 72203-1437
Phone: (501) 682-6248
Fax: (501) 683-5422
Greg.Crawford@arkansas.gov
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CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

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

Finding Number: 09-710-09
State/Educational Agency: Arkansas Department of Human Services
CFDA Number(s) and Program Title(s): = 93.658 - Foster Care_Title IV-E

93.658 - Foster Care_Title IV-E, Recovery Act

Federal Award Number(s): 0801AR1401; 0901AR1401; 0901AR1402

Federal Award Year(s): 2009

Compliance Requirement(s) Affected: Activities Allowed or Unallowed; Allowable Costs/Cost Principles
Type of Finding: Noncompliance and Significant Deficiency

Criteria:

For an activity or cost to be considered allowable it must meet the general criteria outlined in 2 CFR 225 and the
program regulations set forth in 42 USC 672 and 45 CFR 1356.

Condition:
We reviewed child care payments on behalf of 40 foster children. In some instances, the payments were reimbursed
from both the “regular” Foster Care_Title IV-E grant and the “ARRA” Foster Care_Title IV-E, Recovery Act grant.

Our review revealed the following:

e Six children were determined ineligible to receive Title IV-E child care benefits. The questioned costs for
these payments totaled $643. Of this amount, $614 was paid from the regular grant and $29 was paid from
the ARRA grant.

e 24 children were determined to be eligible, but not claimable. The questioned costs for these payments
totaled $6,065. Of this amount, $5,683 was paid from the regular grant and $382 was paid from the ARRA
grant. The foster child as well as the foster family home must meet all eligibility criteria to receive Title IV-E
funds. If the foster family home does not meet all criteria, the result is non-claimable status.

Questioned Costs:
$6,297 - Foster Care_Title IV-E
$ 411 - Foster Care_Title IV-E, Recovery Act

Cause:
Lack of training for staff in addition to inadequate review by supervisory staff resulted in program funds being used for
unallowable purposes.

Effect:
Failure to properly review Foster Care child care payments has placed assets at risk and could jeopardize the
Agency’s ability to provide program funding.

Recommendation:
We recommend the Agency establish and implement internal control procedures to ensure child care payments are
made on behalf of eligible foster children.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 09-710-09 (Continued)
State/Educational Agency: Arkansas Department of Human Services
CFDA Number(s) and Program Title(s):  93.658 - Foster Care_Title IV-E

93.658 - Foster Care_Title IV-E, Recovery Act

Federal Award Number(s): 0801AR1401; 0901AR1401; 0901AR1402

Federal Award Year(s): 2009

Compliance Requirement(s) Affected: Activities Allowed or Unallowed; Allowable Costs/Cost Principles
Type of Finding: Noncompliance and Significant Deficiency

Agency Response:

The Division of Children and Family Services (DCFS) agrees with the finding regarding the six children deemed
ineligible to receive benefits. Five of these instances occurred when the child left care, but the case in the system
was not closed until later. This caused the voucher to be left open and allowed daycare facilities to bill against it.
The information is generated in the DCFS CHRIS system and transferred to the Division of Child Care and Early
Childhood Education's KIDCARE system where the actual voucher resides and is billed against. The sixth instance
occurred due to a glitch in the automated notification from CHRIS to KIDCARE allowing billings to occur against a
voucher that would have been closed. DCFS and DCCECE are working together to develop an automated
reconciliation process that will indentify these types of situations.

DCFS is consulting with the Region VI office of the Federal Administration for Children and Families (ACF) with
regard to the issue of the 24 children determined to be eligible, but not claimable. The Division believes if the services
are provided by a duly licensed and approved daycare provider, the payment for daycare is allowable under Title IV-E
if the child is eligible. The Region VI office of ACF initially looked favorably on this position, but is awaiting further
clarification from the National office of ACF. If the Division's position is determined by the National Office of ACF to
be in error, new programming in the system will be required.

Anticipated Completion Date: Undetermined

Contact Person: Greg Crawford
Assistant Director/Chief Fiscal Officer
Division of Children and Family Services
P.O. Box 1437 / Slot S-561
Little Rock, AR 72203-1437
Phone: (501) 682-6248
Fax: (501) 683-5422
Greg.Crawford@arkansas.gov
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 09-710-10
State/Educational Agency: Arkansas Department of Human Services
CFDA Number(s) and Program Title(s): = 93.658 - Foster Care_Title IV-E

93.658 - Foster Care_Title IV-E, Recovery Act

Federal Award Number(s): 0801AR1401; 0901AR1401; 0901AR1402
Federal Award Year(s): 2008 and 2009

Compliance Requirement(s) Affected: Allowable Costs/Cost Principles

Type of Finding: Significant Deficiency

Criteria:

Allowable expenditures described as maintenance payments are defined within 42 USC 672. Training and
administrative costs are defined by 42 USC 674 and 45 CFR 1356.60. The Agency is required to utilize information
as cited in these federal regulations when determining the allowability of an expenditure for the Foster Care_Title IV-
E program.

Condition:

The Agency was unable to provide adequate evidence that controls were in place which would provide assurance
that staff tasked with the responsibility for approving expenses were provided regulations for reference purposes to
assist them in determining whether an expense is allowable.

Financial Coordinators are responsible for determining whether to approve an expense for reimbursement and are
also responsible for assigning the expense the proper code which ensures reimbursement from the appropriate
source, federal and/or state and at the appropriate federal match rate. Ten Division of Children and Family Services
(DCFS) Financial Coordinators were contacted. We were unable to confirm that the coordinators were provided
copies of any regulations to assist them in making allowability determinations.

Questioned Costs:
Unknown

Cause:
Agency personnel were not sufficiently aware of federal regulations and had not been provided with adequate
guidance documents.

Effect:
There is a potential risk that Title IV-E funds can be used for unallowable purposes because the staff responsible for
making those determinations are not provided the resources needed to adequately determine allowable cost.

Recommendation:
We recommend the Agency provide appropriate staff training and access to the necessary federal regulations and
codes defining activities and costs which are allowed and unallowed.

Agency Response:

Financial Coordinators located in each of the 10 areas of the state have the primary responsibility to check
expenditure requests by child to determine Title IV-E eligibility. Expenses are coded based on both the eligibility of
the child and eligibility of the expense for Title IV-E. Once an expenditure request is prepared, it is submitted to the
Financial Support Unit located in Central Office and reviewed for proper coding. A reference document is being
prepared listing common expenses and whether they are eligible under Title IV-E. This document will be distributed
to both the Financial Coordinators and the Financial Support Unit.
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
THE YEAR ENDED JUNE 30, 2009

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

Finding Number:
State/Educational Agency:
CFDA Number(s) and Program Title(s):

Federal Award Number(s):
Federal Award Year(s):

Compliance Requirement(s) Affected:
Type of Finding:

Anticipated Completion Date:

Contact Person:

09-710-10 (Continued)

Arkansas Department of Human Services
93.658 - Foster Care_Title IV-E

93.658 - Foster Care_Title IV-E, Recovery Act
0801AR1401; 0901AR1401; 0901AR1402
2008 and 2009

Allowable Costs/Cost Principles

Significant Deficiency

March 15, 2010

Greg Crawford

Assistant Director/Chief Fiscal Officer
Division of Children and Family Services
P.O. Box 1437 / Slot S-561

Little Rock, AR 72203-1437

Phone: (501) 682-6248

Fax: (501) 683-5422
Greg.Crawford@arkansas.gov
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CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

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

Finding Number: 09-710-11

State/Educational Agency: Arkansas Department of Human Services
CFDA Number(s) and Program Title(s):  93.658 - Foster Care_Title IV-E

Federal Award Number(s): 0901AR1401

Federal Award Year(s): 2009

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Control Deficiency
Criteria:

As stated in 42 USC 671(a)(20)(A), “In order for a State to be eligible for payments under this part, it shall have a plan
approved by the Secretary which provides procedures...for criminal records checks, including fingerprint-based
checks of national crime information databases...for any prospective foster or adoptive parent before the foster or
adoptive parent may be finally approved for placement of a child.” According to Procedure VII A-1 in the Division of
Children and Family Services (DCFS) Policy and Procedures Manual, “the Division will provide documentation in the
case record that the criminal record check was conducted on the prospective foster parent.”

Condition:

The date criteria for FBI fingerprint based checks recorded in the Children’s Reporting and Information System
(CHRIS) could not be supported with a “hard-copy” of the check in three of the 46 foster family home records
reviewed. The DCFS Central Operations section’s review of their in-house database revealed that no dates were
available noting when the FBI check was performed. Therefore, no hard copy documentation could be provided.

Questioned Costs:
None

Cause:
Lack of staff in both the Central office and in the field to ensure all checks are properly performed and documented.

Effect:
Children could be placed in foster family homes not meeting all federal requirements which could put the children at
risk.

Recommendation:
We recommend the Agency establish and implement controls ensuring staff conduct and document the FBI finger
print based checks as required.

Agency Response:

The Division of Children and Family Services agrees with the finding. The Division will reemphasize the need to have
all applicable items documented in the hard copy file. An email will be sent reminding staff of the importance of
following polices and regulations.
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CORRECTIVE ACTION PLAN

FOR THE YEAR ENDED JUNE 30, 2009

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

Finding Number:

State/Educational Agency:

CFDA Number(s) and Program Title(s):
Federal Award Number(s):

Federal Award Year(s):

Compliance Requirement(s) Affected:
Type of Finding:

Anticipated Completion Date:

Contact Person:

09-710-11 (Continued)

Arkansas Department of Human Services
93.658 - Foster Care_Title IV-E
0901AR1401

2009

Eligibility

Noncompliance and Control Deficiency

March 15, 2010

Greg Crawford

Assistant Director/Chief Fiscal Officer
Division of Children and Family Services
P.O. Box 1437 / Slot S-561

Little Rock, AR 72203-1437

Phone: (501) 682-6248

Fax: (501) 683-5422
Greg.Crawford@arkansas.gov

-48 -



STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

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

Finding Number: 09-710-12

State/Educational Agency: Arkansas Department of Human Services
CFDA Number(s) and Program Title(s):  93.658 - Foster Care_Title IV-E

Federal Award Number(s): 0901AR1401

Federal Award Year(s): 2009

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Control Deficiency
Criteria:

In accordance with 45 CFR 201.5(a)(3), the Agency must submit a report reflecting the expenditures of the current
quarter and any adjustments for prior periods. An ACF-Title IV-E-1, Foster Care and Adoption Assistance Financial
Report, is required by the grantor.

Condition:

The Agency |ncorrectly calculated and reported federal expenditures for the Foster Care_Title IV-E program on the
6/30/2009 (4™ quarter) ACF Title IV-E-1 report. The error resulted in an overstatement of $56,444. The
miscalculation also resulted in State match being overstated by $14,789.

On January 28, 2010, the Division of Children and Family Services Chief Financial Officer stated that the Agency
amended the 12/31/2009 ACF - Title IV-E-1 report, reducing Foster Care_Title IV-E expenditures claimed by
$56,444.

Questioned Costs:
None

Cause:

With the passing of the American Recovery and Reinvestment Act of 2009 or ARRA, the Agency became eligible for
an additional 6.2% in claims reimbursement increasing overall reimbursement to 79.14%. This affected the Agency’s
calculation of the Foster Care_Title-1V-E federal percentage on which they based claims for federal reimbursement.
Agency staff preparing the ACF — Title IV-E-1, Foster Care and Adoption Assistance Financial Report (OMB No
0970-0205) did not have an adequate understandlng of the procedures required to perform the calculation for the 4™

quarter. As a result, the 4" quarter ACF — Title-IV-E-1 report overstated Foster Care_Title IV-E claims by $56,444.

Effect:
The Agency reported inaccurate expenditure information to the federal awarding agency which could affect future
awards available to the Agency for the program.

Recommendation:
We recommend the Agency provide additional training to staff responsible for preparing and reviewing the ACF —
Title IV-E-1 report. In addition, the Agency should amend the 12/31/2009 ACF — Title IV-E-1.

Agency Response:
At the inception of the passage of the American Recovery and Reinvestment Act of 2009, instructions were very
confusing. Additional training has been provided to the reporting staff. Closer monitoring will occur to help ensure
this error is not repeated. An adjustment was made on the 12/31/2009 ACF-Title IVE-1 report to reduce expenditures
claimed by $56,444.
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STATE OF ARKANSAS

CORRECTIVE ACTION PLAN

FOR THE YEAR ENDED JUNE 30, 2009

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

Finding Number:

State/Educational Agency:

CFDA Number(s) and Program Title(s):
Federal Award Number(s):

Federal Award Year(s):

Compliance Requirement(s) Affected:
Type of Finding:

Anticipated Completion Date:

Contact Persons:

09-710-12 (Continued)

Arkansas Department of Human Services
93.658 - Foster Care_Title IV-E
0901AR1401

2009

Reporting

Noncompliance and Control Deficiency

Completed

Jerry Berry, Chief Fiscal Officer
Arkansas Department 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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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

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

Finding Number: 09-710-13
State/Educational Agency: Arkansas Department of Human Services
CFDA Number(s) and Program Title(s):  93.658 - Foster Care_Title IV-E

93.658 - Foster Care_Title IV-E, Recovery Act

Federal Award Number(s): 0901AR1401; 0901AR1402
Federal Award Year(s): 2009

Compliance Requirement(s) Affected: Reporting

Type of Finding: Control Deficiency
Criteria:

In accordance with OMB Circular A-133 Subpart C §_.300(d), the auditee is required to “prepare appropriate financial
statements, including the Schedule of Expenditures of Federal Awards in accordance with § .310.” Subpart C
§_.310(b)(3) notes that the schedule should “provide the total Federal awards expended for each individual Federal
program.”

Condition:

The Agency incorrectly reported Foster Care_Title IV-E and Foster Care_Title IV-E, Recovery Act expenditures on
the Schedule of Expenditures of Federal Awards or SEFA. Foster Care_Title IV-E was overstated by $583,808 and
Foster Care_Title IV-E, Recovery Act was understated by $527,364.

Questioned Costs:
None

Cause:
With the passing of the American Recovery and Reinvestment Act of 2009 or ARRA, the Agency became eligible for
an additional 6.2% in claims reimbursement increasing overall reimbursement to 79.14%. During the 4™ quarter of
2009, the Agency was authorized to claim the additional 6.2% reimbursement on expenditures retroactive to October
1, 2008 The Agency amended the ACF — Title IV-E-1 reports adding retroactive ARRA expenditure claims for the 2
and 3 quarters of 2009 for $265,060 and $262,304, respectively. These additional expenditures were not identified
as Foster Care_Title IV-E, Recovery Act on the ACF report because the report format has not been changed
requiring separate identification. As a result, the expenditures were reported in the regular Foster Care_Title IV-E
program causing the overstatement. From the information provided on the quarterly ACF reports, the Agency staff
responsible for preparing the SEFA would not be able to separately identify Foster Care_Title IV-E, Recovery Act
expenditures causing the understatement. Therefore, additional supporting documentation should have been
provided.

As previously mentioned, the Agency became eligible for an additional reimbursement of 6.2% due to the passing of
ARRA. This affected the Agency’s calculation of the total federal percentage for which they based their federal
reimbursement. For 4" quarter 2009 claims, the Agency used an incorrect federal percentage resulting in an
overstatement of $56,444 on the Schedule of Expenditures of Federal Awards (SEFA) for the Foster Care_Title IV-E
program.
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

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

Finding Number: 09-710-13 (Continued)
State/Educational Agency: Arkansas Department of Human Services
CFDA Number(s) and Program Title(s):  93.658 - Foster Care_Title IV-E

93.658 - Foster Care_Title IV-E, Recovery Act

Federal Award Number(s): 0901AR1401; 0901AR1402
Federal Award Year(s): 2009

Compliance Requirement(s) Affected: Reporting

Type of Finding: Control Deficiency

Effect:

The use of an incorrect federal rate resulted in errors in federal reporting and an inaccurate SEFA. In addition, future
award amounts for the program could be affected.

Recommendation:

We recommend the Agency strengthen internal controls by providing additional training to staff concerning reporting
requirements and the proper procedures for reporting expenditures on the Schedule of Expenditures of Federal
Awards.

Agency Response:

At the inception of the passage of the American Recovery and Reinvestment Act of 2009, instructions were very
confusing and as stated above in the finding; “These additional expenditures were not identified as Adoption
Assistance, Recovery Act on the ACF report because the report format had not been changed requiring separate
identification.” Additional training has been provided to the reporting staff and procedures have been implemented to
identify ARRA expenditures for reporting on the Schedule of Expenditures of Federal Awards. Closer monitoring will
occur to help ensure this error is not repeated.

Anticipated Completion Date: Completed

Contact Persons: Jerry Berry, Chief Fiscal Officer
Arkansas Department 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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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

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

Finding Number: 09-710-14
State/Educational Agency: Arkansas Department of Human Services
CFDA Number(s) and Program Title(s):  93.659 - Adoption Assistance

93.659 - Adoption Assistance, Recovery Act

Federal Award Number(s): 0901AR1407; 0901AR1403

Federal Award Year(s): 2009

Compliance Requirement(s) Affected: Activities Allowed or Unallowed; Allowable Costs/Cost Principles
Type of Finding: Control Deficiency

Criteria 1:

In accordance with 45 CFR 1356.41(f)(1), “Funds expended by the State under an adoption assistance agreement,
with respect to nonrecurring adoption expenses...shall be considered an administrative expenditure of the Title IV-E
Adoption Assistance Program. Federal reimbursement is available at a 50 percent matching rate...”

Criteria 2:
In accordance with Appendix A to 2 CFR 225 (C)(1)(j), “...to be allowable under Federal awards, costs must meet the
following general criteria...be adequately documented.”

Condition:

We reviewed 37 payments, totaling $97,851, representing program expenditures other than regular monthly subsidy
payments. The payments were reimbursed from both the “regular” Adoption Assistance grant and the ARRA
Adoption Assistance, Recovery Act grant. From these payments, the following exceptions were noted:

Criteria 1: Our review revealed six instances of “nonrecurring adoption expenses” improperly coded as subsidy
payments. Subsidy payments are reimbursed at 79.14% and nonrecurring adoption expenses are reimbursed at
50%. As a result of the improperly coded expenditures, the State was reimbursed in excess of the allowable amount
totaling $1,134. Of this amount, $894 was paid from the regular grant and $240 was paid from the ARRA grant.

Criteria 2: Adequate documentation was not available for us to determine if a child was Title IV-E eligible and as a
result, the associated expenditure of $752 was deemed unallowable. Of this amount, $693 was paid from the regular
grant and $59 was paid from the ARRA grant.

Questioned Costs:
Unknown

Cause:
Lack of adequate training for the staff responsible for coding expenditures and an inadequate review process by
supervisory staff resulted in the errors noted.

Effect:
Failure to provide staff with adequate training continues to place federal awards at risk for improper use and could
jeopardize the program'’s future federal awards.

Recommendation:
We recommend the Agency provide adequate training to staff responsible for coding and reviewing program
expenditures to ensure federal program funds are utilized in accordance with federal regulations.
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STATE OF ARKANSAS

CORRECTIVE ACTION PLAN

FOR THE YEAR ENDED JUNE 30, 2009

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

Finding Number:
State/Educational Agency:
CFDA Number(s) and Program Title(s):

Federal Award Number(s):

Federal Award Year(s):

Compliance Requirement(s) Affected:
Type of Finding:

Agency Response:

09-710-14 (Continued)

Arkansas Department of Human Services

93.659 - Adoption Assistance

93.659 - Adoption Assistance, Recovery Act

0901AR1407; 0901AR1403

2009

Activities Allowed or Unallowed; Allowable Costs/Cost Principles
Control Deficiency

Nonrecurring adoption expenses were improperly coded as subsidy payments. Program staff have been retrained on
proper coding of nonrecurring adoption expenses as an administrative expense with a match rate of 50%.

The Division of Children and Family Services respectfully disagrees with criteria number two. The child in question is
receiving Supplemental Security Income as it is a special needs child, this qualifies the child automatically under Title

IV-E adoption.

Anticipated Completion Date:

Contact Person:

Completed

Greg Crawford

Assistant Director/Chief Fiscal Officer
Division of Children and Family Services
P.O. Box 1437 / Slot S-561

Little Rock, AR 72203-1437

Phone: (501) 682-6248

Fax: (501) 683-5422
Greg.Crawford@arkansas.gov

-54 -



STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

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

Finding Number: 09-710-15
State/Educational Agency: Arkansas Department of Human Services
CFDA Number(s) and Program Title(s):  93.659 - Adoption Assistance

93.659 - Adoption Assistance, Recovery Act

Federal Award Number(s): Various prior to 2004; 0801AR1407; 0901AR1407; 0901AR1403
Federal Award Year(s): 2009 and previous years

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Material Noncompliance and Material Weakness

Criteria:

Adoption assistance subsidy payment regulations are established at 42 USC 673 and 675. Individuals are
considered eligible for subsidy payments only if all of the following requirements are met: 1) the child is eligible, or
would have been eligible for the former Aid to Families with Dependent Children (AFDC) program except for his/her
removal from the home of a relative pursuant to either a voluntary placement agreement or as a result of a judicial
determination to the effect that continuation in the home of removal would have been contrary to the welfare of the
child; the child is eligible for SSI; or is a child whose costs in a foster family home or child care institution are covered
by the foster care maintenance payments being made with respect to his/her minor parent, 2) the child was
determined by the State to be a child with special needs, 3) the State has made reasonable efforts to place the child
for adoption without a subsidy, and 4) the agreement for the subsidy was signed and was in effect before the final
decree of adoption and contains information concerning the nature of services; the amount and duration of the
subsidy; the child’s eligibility for Title XX services and Tile XIX Medicaid; and covers the child should he/she move out
of State with the adoptive family.

Condition:
Our review of 30 adoption assistance subsidy case files revealed seven instances of noncompliance as follows:

¢ In one instance, documentation to support that the child met all the “special needs” tests required to be
considered eligible for subsidy payments was not available. Questioned costs include $36,376 paid from the
regular grant and $237 from the ARRA grant.

¢ In three instances, we were unable to obtain documentation verifying the State made reasonable efforts to
place the child for adoption without a subsidy. Questioned costs include $125,340 paid from the regular
grant and $758 from the ARRA grant.

¢ Inone instance, the final decree of adoption order was not located in the file. As a result, we were unable to
determine if the adoption assistance subsidy agreement was signed and in effect prior to the final decree.
Questioned costs include $25,585 paid from the regular grant and $250 from the ARRA grant.

¢ Inone instance, the adoption assistance subsidy agreement was signed and in effect one month AFTER the
final decree. Questioned costs include $17,760 paid from the regular grant and $237 from the ARRA grant.

e In one instance, we were unable to determine the child’s eligibility because an emergency custody order
was not located in the file. An emergency custody order gives evidence that “continuation in the home of
removal would have been contrary to the welfare of the child.” We were also unable to obtain
documentation verifying the State made reasonable efforts to place the child for adoption without a subsidy.
Questioned costs include $49,836 paid from the regular grant and $265 from the ARRA grant.
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

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

Finding Number: 09-710-15 (Continued)
State/Educational Agency: Arkansas Department of Human Services
CFDA Number(s) and Program Title(s):  93.659 - Adoption Assistance

93.659 - Adoption Assistance, Recovery Act

Federal Award Number(s): Various prior to 2004; 0801AR1407; 0901AR1407; 0901AR1403
Federal Award Year(s): 2009 and previous years

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Material Noncompliance and Material Weakness

Questioned Costs:
$254,897 - Adoption Assistance
$ 1,747 - Adoption Assistance, Recovery Act

The questioned costs were calculated from the date of adoption through June 30, 2009.

Cause:
Agency staff did not adequately review the files to ensure that required information and documents were actually
located in the files.

Effect:

Federal adoption assistance funds were used for the benefit of children who could not be determined as eligible. As
a result, the Agency could be required to reimburse the Federal awarding agency the amount of questioned costs
noted above.

Recommendation:

We recommend the Agency strengthen internal controls and provide training to appropriate staff responsible for the
preparation and review of subsidy files to ensure all necessary documentation is included in the files supporting a
child’s eligibility for subsidy payments.

Agency Response:

The Division of Children and Family Services (DCFS) respectfully disagrees with the first instance in this finding in the
amount of $36,676 from the regular grant and $237 from the ARRA grant. One of the criteria for special needs is for
the "State to determine” that the child cannot be returned home. Some of the old Termination of Parental Rights
(TPR) orders contained language of similar import as a superfluous back-up. However, there is nothing in the law
that says it needs to be in an order and further, the law as stated above, says that the "State" (DCFS) shall make the
determination - not the court. By virtue of filing the TPR petition, the State is determining that the child cannot be
returned home. Further, in the foster care case DCFS must file Court reports with recommendations of whether the
child shall be returned home. Those Court Reports can be evidence of the States determination.

DCFS agrees with the remainder of the finding. The instance of the subsidy agreement not being signed was human
error and training was held for all of the adoption specialists reinforcing the need to have the agreement signed prior
to finalization of the adoption. The remainder of the instances of lack of documentation was on older subsidy
agreements, the oldest going back t01996. Questioned costs related to 2009 were $37,475. The Division has
implemented guidelines since then that require a written explanation of the efforts to have a child adopted without
having to pay a subsidy. A checklist has also been developed that lists the required documentation that has to be in
each adoption file, but this checklist was not in place at the time of these adoptions. All of these items were covered
in a training with all of the adoption specialists that was held on February 22, 2010.
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

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

Finding Number: 09-710-15 (Continued)
State/Educational Agency: Arkansas Department of Human Services
CFDA Number(s) and Program Title(s):  93.659 - Adoption Assistance

93.659 - Adoption Assistance, Recovery Act

Federal Award Number(s): Various prior to 2004; 0801AR1407; 0901AR1407; 0901AR1403
Federal Award Year(s): 2009 and previous years

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Material Noncompliance and Material Weakness

Anticipated Completion Date: Completed

Contact Person: Greg Crawford

Assistant Director/Chief Fiscal Officer
Division of Children and Family Services
P.O. Box 1437 / Slot S-561

Little Rock, AR 72203-1437

Phone: (501) 682-6248

Fax: (501) 683-5422
Greg.Crawford@arkansas.gov
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

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

Finding Number: 09-710-16
State/Educational Agency: Arkansas Department of Human Services
CFDA Number(s) and Program Title(s):  93.659 - Adoption Assistance

93.659 - Adoption Assistance, Recovery Act

Federal Award Number(s): 0901AR1407; 0901AR1403
Federal Award Year(s): 2009

Compliance Requirement(s) Affected: Reporting

Type of Finding: Control Deficiency
Criteria:

In accordance with OMB Circular A-133 Subpart C §_.300(d), the auditee is required to “prepare appropriate financial
statements, including the Schedule of Expenditures of Federal Awards in accordance with § .310.” Subpart C
§_.310(b)(3) notes that the schedule should “provide the total Federal awards expended for each individual Federal
program.”

Condition:

The Agency incorrectly reported Adoption Assistance and Adoption Assistance, Recovery Act expenditures on the
Schedule of Expenditures of Federal Awards or SEFA. Adoption Assistance was overstated by $512,900 and
Adoption Assistance, Recovery Act was understated by $462,848.

Questioned Costs:
None

Cause:

With the passing of the American Recovery and Reinvestment Act of 2009 or ARRA, the Agency became ellglble for
an additional 6.2% in claims reimbursement increasing overall reimbursement to 79.14%. During the 4™ quarter of
2009, the Agency was authorized to claim the additional 6.2% reimbursement on expenditures retroactive to October
1, 2008 The Agency amended the ACF — Title IV-E-1 reports adding retroactive ARRA expenditure claims for the 2
and 3 quarters of 2009 for $228,929 and $233,919, respectively. These additional expenditures were not identified
as Adoption Assistance, Recovery Act on the ACF report because the report format has not been changed requiring
separate identification. As a result, the expenditures were reported in the regular Adoption Assistance program
causing the overstatement. From the information provided on the quarterly ACF reports, the Agency staff responsible
for preparing the SEFA would not be able to separately identify Adoption Assistance, Recovery Act expenditures
causing the understatement. Therefore, additional supporting documentation should have been provided.

As previously mentioned, the Agency became eligible for an additional reimbursement of 6.2% due to the passing of
ARRA. This affected the Agency’s calculation of the total federal percentage for which they based their federal
reimbursement. For 4" quarter 2009 claims, the Agency used an incorrect federal percentage which resulted in
overstated claims of $50,050 for the Adoption Assistance program being reported on the SEFA.

Effect:
The use of an incorrect federal rate resulted in errors in federal reporting and an inaccurate SEFA. In addition, future
award amounts for the program could be affected.

Recommendation:

We recommend the Agency strengthen internal controls by providing additional training to staff concerning reporting
requirements and the proper procedures for reporting expenditures on the Schedule of Expenditures of Federal
Awards.
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

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

Finding Number: 09-710-16 (Continued)
State/Educational Agency: Arkansas Department of Human Services
CFDA Number(s) and Program Title(s):  93.659 - Adoption Assistance

93.659 - Adoption Assistance, Recovery Act

Federal Award Number(s): 0901AR1407; 0901AR1403
Federal Award Year(s): 2009

Compliance Requirement(s) Affected: Reporting

Type of Finding: Control Deficiency

Agency Response:

At the inception of the passage of the American Recovery and Reinvestment Act of 2009, instructions were very
confusing and as stated above in the finding; “These additional expenditures were not identified as Adoption
Assistance, Recovery Act on the ACF report because the report format had not been changed requiring separate
identification.” Additional training has been provided to the reporting staff and procedures have been implemented to
identify ARRA expenditures for reporting on the Schedule of Expenditures of Federal Awards. Closer monitoring will
occur to help ensure this error is not repeated.

Anticipated Completion Date: Completed

Contact Persons: Jerry Berry, Chief Fiscal Officer
Arkansas Department 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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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

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

Finding Number: 09-710-17

State/Educational Agency: Arkansas Department of Human Services

CFDA Number(s) and Program Title(s):  93.778 - Medical Assistance Program
(Medicaid Cluster)

Federal Award Number(s): 05-0905AR5048; 05-0805AR5048
Federal Award Year(s): 2008 and 2009

Compliance Requirement(s) Affected: Activities Allowed or Unallowed

Type of Finding: Noncompliance and Control Deficiency
Criteria:

In accordance with Appendix A of 2 CFR Part 225, to be allowable under federal awards, costs must be consistent
with policies, regulations, and procedures that apply uniformly to both federal awards and other activities of the
governmental unit.

Arkansas Code Annotated 19-4-903 states, “reimbursement for meals and lodging while on official business of the
State shall not exceed the maximum rates as prescribed by the Federal Travel Directory published by the General
Services Administration.”

Per Chapter 304 of the DHS Administrative Procedures Manual, “a travel supervisor/administrator can request
justification when any mileage claimed by a traveler is deemed excessive. Justification must be provided by the
travel supervisor/administrator for any one day that the traveler has claimed mileage over 300 miles.

Per the DFA Financial Management Guide, R1-19-4-903, “when privately owned motor vehicles are used for travel on
official business, the owner may claim reimbursement at the rate per mile established by the Chief Fiscal Officer or
the State in effect during the time the travel occurred.”

Medical Services Policy manual Section 1200 allows foster parents to receive reimbursement for costs associated
with transporting foster children to Medicaid covered services. Section 1205.3 requires the foster parents to provide
verification of the medical appointment.

Condition:

The auditor noted exceptions in eight of the 83 expenditure items tested. All problems noted were related to travel
reimbursements paid to employees or foster parents (for reimbursement of transportation expenses incurred when
taking foster child to a Medicaid covered service). Exceptions noted included the following:

¢ In two cases, documentation supplied by a foster parent was insufficient as verification that travel was
related to a Medicaid covered service. The documentation provided was notification of a scheduled
appointment, not verification the appointment was attended. (Additional review of claims information in the
Medicaid Management Information System (MMIS) verified the appointment was attended.)

e One case, with paid claims totaling $178, contained incomplete documentation and was dated prior to the
recipient’s date of birth. In addition, required approval to travel more than 300 miles in one day was not
obtained.

e One case, with paid claims of $77, the documentation provided were copies of the verification of a medical
appointment previously attended which had been altered to match the dates listed on the travel
reimbursement form. There were no claims for services for the recipient with the listed provider identified
during review of claims detail in MMIS.
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

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

Finding Number: 09-710-17 (Continued)

State/Educational Agency: Arkansas Department of Human Services

CFDA Number(s) and Program Title(s):  93.778 - Medical Assistance Program
(Medicaid Cluster)

Federal Award Number(s): 05-0905AR5048; 05-0805AR5048
Federal Award Year(s): 2008 and 2009

Compliance Requirement(s) Affected: Activities Allowed or Unallowed

Type of Finding: Noncompliance and Control Deficiency

Condition (continued):

e Intwo cases, with paid claims totaling $12, meal reimbursements exceeded the maximum allowed per GSA
per diem guidelines.

e In two cases, with paid claims totaling $54, mileage reimbursements were miscalculated by the Agency
resulting in an underpayment to one employee and one foster parent.

Questioned Costs:
Known questioned costs total $213.
Projected likely questioned costs based on the results of this sample total $31,839.

Cause:

Foster parent travel reimbursement requests are initially submitted to and reviewed by Division of Children and
Family Services travel supervisors. The TR-1 and supporting documentation are submitted to Division of Medical
Services (DMS) to ensure support documentation adequately supports the medical appointment. DMS has one
employee designated to review all foster parent travel reimbursements. The employee has not been adequately
trained to determine if supporting documentation provided is sufficient to verify that the recipient received a Medicaid
covered service.

Failure to completely review all entries made on the TR-1 by the travel administrator caused the overpayments for
meal reimbursements and calculation errors.

Effect:
Insufficient supporting documentation and lack of supervisory approval increases the risk of improper payments.

Recommendation:

We recommend the Agency provide additional training to employees who have responsibility for reviewing and
approving travel reimbursement requests. Employees reviewing and approving travel reimbursements to foster
parents should receive additional training which relates to appropriate documentation used to verify medical
appointments.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 09-710-17 (Continued)

State/Educational Agency: Arkansas Department of Human Services

CFDA Number(s) and Program Title(s):  93.778 - Medical Assistance Program
(Medicaid Cluster)

Federal Award Number(s): 05-0905AR5048; 05-0805AR5048
Federal Award Year(s): 2008 and 2009

Compliance Requirement(s) Affected: Activities Allowed or Unallowed

Type of Finding: Noncompliance and Control Deficiency

Agency Response:
Bullet 1: Agree--Staff will be instructed to ensure proper verification of attendance is obtained before payments are
approved.

Bullet 2: The $178 was travel from Avoca to Little Rock for one recipient to Arkansas Children’s Hospital. The travel
took place on 9/29/08, the child’s date of birth was 8/19/08. MMIS records show that a Medicaid payment was made
to Arkansas Children’s Hospital for 9/29/08 date of service (this record was not attached to the TR-1, however an
“Outpatient Services — Notice to return to school/work” documented the visit for the child. The documentation that
was in error was the approval by DCFS for more than 300 miles in one day. It appears that a prior form dated 8/5/08
was attached. This should be a finding on documentation error, but the payment was a correct payment and should
not be a dollar finding.)

Bullet 3: Agree — Additional training has taken place, MMIS documentation will be verified in the Division of Medical
Services prior to submission to Accounts Payable.

Bullet 4: Agree — Travel supervisor was not aware that policy was tax within the per diem at the time of this
transaction. This information has been communicated and will be monitored.

Bullet 5: Agree—DMS will reinstruct supervisors that they are to verify calculations before signing the TR-1.

Anticipated Completion Date: Completed

Contact Person: Kyleen Hawkins,
Division of Medical Services
P.O. Box 1347, Slot S401
Little Rock, Arkansas 72203-1347
Phone: 501-682-0422
Kyleen.Hawkins@arkansas.gov
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 09-710-18

State/Educational Agency: Arkansas Department of Human Services

CFDA Number(s) and Program Title(s):  93.778 - Medical Assistance Program
93.778 - Medical Assistance Program, Recovery Act
(Medicaid Cluster)

Federal Award Number(s): 05-0805AR5028; 05-0905AR5028; 05-0905ARARRA
Federal Award Year(s): 2008 and 2009

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Material Noncompliance and Material Weakness
Criteria:

The Arkansas Department of Human Services, “the Agency”, is responsible for administering the State’s Medicaid
program. The Agency’s responsibility includes determining eligibility for each applicant and documenting, in the
applicant’s case record, that eligibility criteria were met. The Agency outlines eligibility requirements for the Medicaid
program in the Arkansas Medical Services Manual, “the Manual”.

Condition:

Audit procedures were performed on 155 Medicaid cases, with expenditures totaling $5,704,503 for the year ended
June 30, 2009, at seven selected counties throughout the State. The cases chosen were selected based upon a
number of factors including average dollar amount per claim, complexity, and number of eligibility criteria. It was
noted that documentation available at the time of field work for 19 recipients, with expenditures totaling $667,671, did
not support the Agency’s determination that the recipients were eligible for participation in the Medicaid program.
The exceptions are summarized below:

e In six cases, with paid claims totaling $312,842, resource limitations were exceeded.
e In six cases, with paid claims totaling $50,647, income limitations were exceeded.

e In four cases, with paid claims totaling $182,167, the required Office of Child Support Enforcement referral
was not made.

e In three cases, with paid claims totaling $122,015, there was insufficient supporting documentation in the
applicant’s case record to provide evidence for multiple eligibility criteria.

Questioned Costs:
$667,671

Cause:
Insufficient knowledge of program requirements caused by high turnover, lack of adequate number of staff and lack of
training, combined with inadequate monitoring of program activity by supervisory staff, caused these exceptions.

Effect:
Eligibility was improperly determined resulting in payments to providers for services in which recipients were not
eligible.

Recommendation:

We recommend that the Agency continue to train personnel on the requirements of the program, as defined in the
Medical Services Manual. We also recommend the Agency review and strengthen internal controls over monitoring
and retention of documentation.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 09-710-18 (Continued)

State/Educational Agency: Arkansas Department of Human Services

CFDA Number(s) and Program Title(s): 93.778 - Medical Assistance Program
93.778 - Medical Assistance Program, Recovery Act
(Medicaid Cluster)

Federal Award Number(s): 05-0805AR5028; 05-0905AR5028; 05-0905ARARRA
Federal Award Year(s): 2008 and 2009

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Material Noncompliance and Material Weakness

Agency Response:

The agency was advised that the Arkansas Division of Legislative Audit revised their procedures this year to reflect a
USDHHS OIG recommendation that states should target high risk cases for the audit review. In response to this
recommendation, DLA modified their sample selection criteria from a cross-section of all Medicaid eligibles to only the
most complex, high-dollar cases. As a result, the cases selected for review are more error-prone and are not
representative of the entire caseload. The Medicaid Eligibility Process is subject to three major reviews; the federally
approved quality control review of Long Term Care cases with a current accuracy rate of 98.02%, the federally
mandated Payment Error Rate Measurement (PERM) process — a review of a statistically valid sample of all Medicaid
categories with a current eligibility accuracy rate of 98.8%, and the Legislative Audit in which only $611 were
questioned in the previous report using the broader sample selection criteria. Since the agency’s performance will be
measured under these new procedures, the management controls and internal review processes will be modified to
re-focus supervisory attention on the “high-risk” cases.

Since March 2009, the Medicaid caseload has increased by more than 22,000 cases. To address growing
workloads, the Agency will utilize several new strategies, to include the transformation of the Arkansas eligibility
system through enhanced information system technology. The first initiative was the development of an option for
clients to electronically submit ARKids and Medicare Savings applications to a website called “ACCESS Arkansas”.
Once filed, the applications are diverted to processing units in Phillips and Mississippi counties. In December 2009,
Phillips County began processing Family Planning re-evaluations for the entire state and Mississippi County is
processing all Medicare Savings re-evaluations. The conversion of paper records to electronic documents and their
integration into ANSWER, our automated eligibility system, creates an electronic case record. This gives the Agency
the ability to redirect work from local county offices to either a processing center or to another office, allowing county
office staff more time for complex cases. Document imaging is moving from the development and pilot-testing stage
to full statewide rollout with an anticipated conversion date of September 2010. A statewide case processing center
is being constructed in Independence County with plans to electronically route 28,000 Medicaid applications and re-
evaluations to this specialized office for processing. These initiatives, along with several other IT modernization
efforts, will result in continuous improvement of case processing accuracy and timeliness.

In addition to the re-engineering processes described above, the Agency plans the following corrective actions in
direct response to these findings:

e In March 2010, the Division of County Operations (DCO) Quality Assurance Unit will begin a review of all
Medicaid claims paid that exceed $50,000. It is estimated, based on past expenditure patterns, that the
review will be conducted for approximately 85 cases per month. Managers in the Office of Field Operations
will ensure that any erroneous cases are promptly addressed.

There will be a mandatory supervisory review of all TEFRA cases before the case is approved.

There will be a mandatory supervisory review of all UAMS Spend Down cases before the case is approved.
There will be increased supervisory reviews of Spend Down and Transitional Medicaid cases.

A training course on Transitional Medicaid and Spend Down eligibility determination will be conducted in
each county office by April 2010.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 09-710-18 (Continued)

State/Educational Agency: Arkansas Department of Human Services

CFDA Number(s) and Program Title(s): 93.778 - Medical Assistance Program
93.778 - Medical Assistance Program, Recovery Act
(Medicaid Cluster)

Federal Award Number(s): 05-0805AR5028; 05-0905AR5028; 05-0905ARARRA
Federal Award Year(s): 2008 and 2009

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Material Noncompliance and Material Weakness

Agency Response (Continued):

e The DCO Training Unit is creating computer based training modules. These modules will be available on-
line so that workers can complete the short training sessions at their desk. At the end of each module there
will be a quiz. A score of 90% is required to pass. Workers can take the module until they complete get a
passing score. Once they have passed the quiz they will be able to print a certificate and provide it to their
supervisor. There will be four modules: Emergency Medicaid for Undocumented Aliens; Spend Down
Calculations; Transitional Medicaid Determinations; and, Citizenship Residency Requirements. The training
will be mandatory for all Medicaid workers that determine eligibility. The County Administrator will have to
certify that all appropriate employees have completed the training.

The Agency offers the following rebuttal to the findings:
Dot Point 1 — Questioned Costs of $312,842; Reduce to $158,024

Item 28: Category 31, Aid to the Blind, Aged and Disabled
Questioned Cost: $98,039
Findings: Resources exceed $2,000 limit

Agency Response:

This client is a patient at a long term care center. The facility is the payee for the client's Social Security check and
maintains a patient fund account and bank account. According to records provided by the facility, there was only one
month, January 2009, in which the facility failed to timely post a payment for the cost of care. The funds in the patient
account, along with funds in a savings account, rendered the client ineligible for the month of January 2009 only.
Questioned Cost for this case should be reduced to $9,049 based on claims paid for dates of service in January
2009.

Item 39: Category 27, AFDC Spend Down
Questioned Cost: $49,635
Findings: Resources exceed $2,000 limit

Agency Response:

Based on a phone call to the assessor’s office, the caseworker was verbally advised that the client’s property was
considered one piece of property, separated only by a county road. This is a proper action by the eligibility worker
and the case file was appropriately documented. The auditor went beyond the documentation in the record to solicit
guidance from the State Land Commission Office who directed her to the Real Estate Division of the County
Assessor’s Office. This division of the same agency contacted by the worker advised the auditor that a copy of a
“conservation” map indicated that one corner of the land was not contiguous to the property upon which the home is
located. When DCO followed-up with the assessor’s office regarding the map provided to the auditor, they were
advised that many of the conservation maps are inaccurate and the only way to verify the description of the property
owned by the client would be to complete a new survey. The Agency must rely on the information provided by other
city, state or federal agencies through the normal verification processes. In this case, there was no reason to dispute
the initial information provided by the assessor’s office. It is not practical or cost effective to solicit verification from
multiple sources for the same eligibility factor. Since we cannot modify our procedures as a result of this finding, we
are requesting that the error be re-classified and the questioned cost be eliminated.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 09-710-18 (Continued)

State/Educational Agency: Arkansas Department of Human Services

CFDA Number(s) and Program Title(s): 93.778 - Medical Assistance Program
93.778 - Medical Assistance Program, Recovery Act
(Medicaid Cluster)

Federal Award Number(s): 05-0805AR5028; 05-0905AR5028; 05-0905ARARRA
Federal Award Year(s): 2008 and 2009

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Material Noncompliance and Material Weakness

Agency Response (Continued):

Item 40: Category 11, Long Term Care Assistance
Questioned Cost: $16,193
Findings: Resources exceed $2,000 limit

Agency Response:

The auditor determined that this client exceeded the resource limit in December 2007. Although the worker failed to
document verification of the client’s resources in the ANSWER system, a paper copy of the client’'s bank statement
was filed in the case record. This information confirms the client was resource eligible in December 2007. The
Agency believes this exception should be removed as a finding and the questioned cost eliminated.

Dot Point 3 — Questioned Costs of $182,167; Reduce to Zero Questioned Costs

Items 10, 26, 32, and 66
Findings: Cooperation/referral, Office of Child Support Enforcement

Agency Response:

For this finding, it is important to consider that the “referral” is not the test for cooperation with the child support
requirement. In each of these cases, the person applying for assistance for the child fully cooperated by providing
the name of the absent parent, thus meeting the eligibility requirement. The county office staff failed to enter the
name of some or all of the absent parents to the “parent” tab in ANSWER. It is this tab that generates the automatic
referral of the absent parent to the Office of Child Support Enforcement. As a result, the agency did not perform a
procedural function. While the referral is a federal requirement, it is procedural in nature and would not prevent client
eligibility as long as all other eligibility factors have been met. The Agency requests that this finding be stated as an
Internal Control issue with no questioned costs.

Dot Point 4 — Questioned Costs of $122,015; Reduce Questioned Costs to $31,534

Item 31: Category 49; TEFRA
Questioned Cost: $90,481
Findings: Re-evaluation not completed

Agency Response:

The county office was able to complete a review of this case in December 2009 and determined the case remains
eligible for services. The Agency requests that this finding be stated as an Internal Control issue with no questioned
costs.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number:
State/Educational Agency:
CFDA Number(s) and Program Title(s):

Federal Award Number(s):

Federal Award Year(s):

Compliance Requirement(s) Affected:
Type of Finding:

Anticipated Completion Date:

Contact Person:

09-710-18 (Continued)

Arkansas Department of Human Services

93.778 - Medical Assistance Program

93.778 - Medical Assistance Program, Recovery Act
(Medicaid Cluster)

05-0805AR5028; 05-0905AR5028; 05-0905ARARRA
2008 and 2009

Eligibility

Material Noncompliance and Material Weakness

September 2010

Joni Jones, Director

Division of County Operations
P.O. Box 1347, Slot S301

Little Rock, Arkansas 72203-1347
Phone: 501-682-8375

Fax: 501-682-8367
Joni.Jones@arkansas.gov
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 09-710-19
State/Educational Agency: Arkansas Department of Human Services
CFDA Number(s) and Program Title(s):  93.778 - Medical Assistance Program

93.778 - Medical Assistance Program, Recovery Act
(Medicaid Cluster)

Federal Award Number(s): 05-0805AR5028; 05-0905AR5028; 05-0905ARARRA
Federal Award Year(s): 2008 and 2009

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Material Weakness

Criteria:

The Arkansas Department of Human Services, “the Agency”, is responsible for administering the State’s Medicaid
program. The Agency’s responsibility includes determining eligibility for each applicant and documenting, in the
applicant’s case record, that eligibility criteria were met. The Agency outlines eligibility requirements for the Medicaid
program in the Arkansas Medical Services Manual, “the Manual”.

Condition:

In addition to findings 09-710-18 and 09-710-20, claims totaling $2,426,371 during the year ended June 30, 2009
were paid on behalf of 37 recipients who were deemed eligible for participation in the Medicaid program. Sufficient
evidence was not obtained at the time eligibility was originally determined; however, the Agency has subsequently
obtained the necessary evidence. The exceptions are summarized below:

In three cases, with paid claims totaling $168,062, the Agency failed to provide evidence that the recipient
met residence and relationship requirements. The Agency subsequently verified the information.

In three cases, with paid claims totaling $428,766, the Agency failed to obtain evidence to support the
categorical eligibility criteria. The Agency subsequently obtained the required categorical evidence.

In four cases, with paid claims totaling $650,565, the Agency failed to perform the required re-evaluation.
The Agency subsequently performed the required procedures.

In ten cases, with paid claims totaling $572,557, the Agency failed to provide sufficient documentation in
case records to support the Agency’s eligibility determination. The Agency subsequently obtained evidence
and performed the required procedures.

In nine cases, with paid claims totaling $139,630, the Agency failed to verify citizenship. The Agency
subsequently verified citizenship for these recipients.

In one case, with paid claims of $33,974, the Agency failed to document the required Office of Child Support
Enforcement (OCSE) referral per category requirement. The Agency either subsequently made the referral
or provided evidence that a referral had been made.

In two cases, with paid claims totaling $188,872, the Agency failed to inquire, consider, or document
resource requirements. The Agency subsequently obtained the resource information.

In three cases, with claims totaling $186,479, the Agency was not able to locate case records in a timely
manner. Five months after our request, the Agency located and re-evaluated the cases.

In two cases, with paid claims totaling $57,466, the Agency failed to inquire, consider, or document income
requirements. The Agency subsequently performed the required procedures.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 09-710-19 (Continued)

State/Educational Agency: Arkansas Department of Human Services

CFDA Number(s) and Program Title(s):  93.778 - Medical Assistance Program
93.778 - Medical Assistance Program, Recovery Act
(Medicaid Cluster)

Federal Award Number(s): 05-0805AR5028; 05-0905AR5028; 05-0905ARARRA
Federal Award Year(s): 2008 and 2009

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Material Weakness

Questioned Costs:
None

Cause:

Inadequate controls concerning gathering and retaining evidence to support eligibility determinations as well as
ineffective monitoring processes. In addition, insufficient knowledge of program requirements caused by high
turnover and lack of training, combined with inadequate monitoring of program activity by supervisory staff, caused
these exceptions.

Effect:
Controls are ineffective to minimize the risk that household eligibility will be improperly determined and Medicaid
funds may be used to provide benefits for individuals who are not eligible for the program.

Recommendation:

We recommend the Agency review and strengthen internal controls over record documentation and retention,
continue to train personnel on the requirements of the program as outlined in the Medical Services Manual. In
addition, the Agency should develop a monitoring process to address high risk Medicaid categories.

Agency Response:

The agency was advised that the Arkansas Division of Legislative Audit revised their procedures this year to reflect a
USDHHS OIG recommendation that states should target high risk cases for the audit review. In response to this
recommendation, DLA modified their sample selection criteria from a cross-section of all Medicaid eligibles to only the
most complex, high-dollar cases. As a result, the cases selected for review are more error-prone and are not
representative of the entire caseload. The Medicaid Eligibility Process is subject to three major reviews; the federally
approved quality control review of Long Term Care cases with a current accuracy rate of 98.02%, the federally
mandated Payment Error Rate Measurement (PERM) process — a review of a statistically valid sample of all Medicaid
categories with a current eligibility accuracy rate of 98.8%, and the Legislative Audit in which only $611 were
questioned in the previous report using the broader sample selection criteria. Since the agency’s performance will be
measured under these new procedures, the management controls and internal review processes will be modified to
re-focus supervisory attention on the “high-risk” cases.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 09-710-19 (Continued)

State/Educational Agency: Arkansas Department of Human Services

CFDA Number(s) and Program Title(s):  93.778 - Medical Assistance Program
93.778 - Medical Assistance Program, Recovery Act
(Medicaid Cluster)

Federal Award Number(s): 05-0805AR5028; 05-0905AR5028; 05-0905ARARRA
Federal Award Year(s): 2008 and 2009

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Material Weakness

Agency Response (Continued):

Since March 2009, the Medicaid caseload has increased by more than 22,000 cases. To address growing
workloads, the Agency will utilize several new strategies, to include the transformation of the Arkansas eligibility
system through enhanced information system technology. The first initiative was the development of an option for
clients to electronically submit ARKids and Medicare Savings applications to a website called “ACCESS Arkansas”.
Once filed, the applications are diverted to processing units in Phillips and Mississippi counties. In December 2009,
Phillips County began processing Family Planning re-evaluations for the entire state and Mississippi County is
processing all Medicare Savings re-evaluations. The conversion of paper records to electronic documents and their
integration into ANSWER, our automated eligibility system, creates an electronic case record. This gives the Agency
the ability to redirect work from local county offices to either a processing center or to another office, allowing county
office staff more time for complex cases. Document imaging is moving from the development and pilot-testing stage
to full statewide rollout with an anticipated conversion date of September 2010. A statewide case processing center
is being constructed in Independence County with plans to electronically route 28,000 Medicaid applications and re-
evaluations to this specialized office for processing. These initiatives, along with several other IT modernization
efforts, will result in continuous improvement of case processing accuracy and timeliness.

In addition to the re-engineering processes described above, the Agency plans the following corrective actions in
direct response to these findings:

e In March 2010, the Division of County Operations (DCO) Quality Assurance Unit will begin a review of all

Medicaid claims paid that exceed $50,000. It is estimated, based on past expenditure patterns, that the

review will be conducted for approximately 85 cases per month. Managers in the Office of Field Operations

will ensure that any erroneous cases are promptly addressed.

There will be a mandatory supervisory review of all TEFRA cases before the case is approved.

There will be a mandatory supervisory review of all UAMS Spend Down cases before the case is approved.

There will be increased supervisory reviews of Spend Down and Transitional Medicaid cases.

A training course on Transitional Medicaid and Spend Down eligibility determination will be conducted in

each county office by April 2010.

e The DCO Training Unit is creating computer based training modules. These modules will be available on-
line so that workers can complete the short training sessions at their desk. At the end of each module there
will be a quiz. A score of 90% is required to pass. Workers can take the module until they complete get a
passing score. Once they have passed the quiz they will be able to print a certificate and provide it to their
supervisor. There will be four modules: Emergency Medicaid for Undocumented Aliens; Spend Down
Calculations; Transitional Medicaid Determinations; and, Citizenship Residency Requirements. The training
will be mandatory for all Medicaid workers that determine eligibility. The County Administrator will have to
certify that all appropriate employees have completed the training.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 09-710-19 (Continued)

State/Educational Agency: Arkansas Department of Human Services

CFDA Number(s) and Program Title(s):  93.778 - Medical Assistance Program
93.778 - Medical Assistance Program, Recovery Act
(Medicaid Cluster)

Federal Award Number(s): 05-0805AR5028; 05-0905AR5028; 05-0905ARARRA
Federal Award Year(s): 2008 and 2009

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Material Weakness

Anticipated Completion Date: Ongoing

Contact Person: Joni Jones, Director

Division of County Operations
P.O. Box 1347, Slot S301

Little Rock, Arkansas 72203-1347
Phone: 501-682-8375

Fax: 501-682-8367
Joni.Jones@arkansas.gov
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 09-710-20

State/Educational Agency: Arkansas Department of Human Services

CFDA Number(s) and Program Title(s):  93.778 - Medical Assistance Program
93.778 - Medical Assistance Program, Recovery Act
(Medicaid Cluster)

Federal Award Number(s): 05-0805AR5028; 05-0905AR5028; 05-0905ARARRA
Federal Award Year(s): 2008 and 2009

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

The Arkansas Department of Human Services, “the Agency”, is responsible for administering the State’s Medicaid
program. The Agency’s responsibility includes determining eligibility for each applicant and documenting, in the
applicant’s case record, that eligibility criteria were met. The Agency outlines eligibility requirements for the Medicaid
program in the Arkansas Medical Services Manual, “the Manual”.

Qualified aliens who entered the United States before August 22, 1996 are generally eligible for Medicaid, provided
they meet other eligibility criteria. Qualified aliens who entered the United States on or after August 22, 1996, are
barred from participation in Medicaid (with the exception of emergency services) for five years from the date the
individual was lawfully admitted for permanent residency or met one of the other qualifying conditions. Certain
groups of qualified aliens are exempt from this five-year ban.

Condition:

In addition to findings 09-710-18 and 09-710-19, testing revealed that adequate documentation was not available to
determine that five aliens, who received benefits totaling $132,457 during state fiscal year 2009, were eligible to
participate in the Medicaid program. In one case the recipient did not meet the five-year ban. A review of case file
documentation indicated that management was aware that the recipient was ineligible but allowed the case to remain
open. Recipients in the remaining four cases did not file for permanent residency. Cumulative expenditures for these
cases from the dates coverage began through the time of field work totaled $395,962.

Questioned Costs:
$395,962

Cause:
Insufficient knowledge of program requirements caused by high turnover, lack of adequate number of staff and lack of
training, combined with inadequate monitoring of program activity by supervisory staff, caused these exceptions.

Effect:
Expenditures of state and federal funds were made on behalf of ineligible recipients. Financial penalties could result
from failure to comply with federal program regulations.

Recommendation:
We recommend the Agency follow its approved policies and consider implementing additional controls that could
prevent or minimize payments to ineligible recipients.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 09-710-20 (Continued)
State/Educational Agency: Arkansas Department of Human Services
CFDA Number(s) and Program Title(s): 93.778 - Medical Assistance Program

93.778 - Medical Assistance Program, Recovery Act
(Medicaid Cluster)

Federal Award Number(s): 05-0805AR5028; 05-0905AR5028; 05-0905ARARRA
Federal Award Year(s): 2008 and 2009

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency

Agency Response:
In response to these findings, the Agency will implement the following corrective action plan:

All applications for Medicaid emergency services will be sent to the Office of Program Planning and
Development to ensure that a physician’s statement attesting to a medical emergency of a severity to comply
with the policy has been obtained prior to approval.

The DCO Training Unit is creating computer based training modules. These modules will be available on-
line so that workers can complete the short training sessions at their desk. At the end of each module there
will be a quiz. A score of 90% is required to pass. Workers can take the module until they get a passing
score. Once they have passed the quiz they will be able to print a certificate and provide it to their
supervisor. There will be four modules: Emergency Medicaid for Undocumented Aliens; Spend Down
Calculations; Transitional Medicaid Determinations; and, Citizenship Residency Requirements. The training
will be mandatory for all Medicaid workers that determine eligibility. The County Administrator will have to
certify that all appropriate employees have completed the training.

The Agency offers the following rebuttal to the findings:

Item 27 — Category 27

Questioned Cost: $24,738

Findings: Emergency Services — A physician’s statement was not included in the case record, no verification that
child was in the home and no proof of AR residency.

Agency Response: According to Medicaid Policy, the following guidelines were used to determine whether the cost
of emergency services for an alien who did not meet the Medicaid citizenship or alien status requirements or Social
Security Number requirements qualified for assistance.

Must meet financial eligibility — county office determined the family met the financial eligibility and this was
not questioned by DLA.
Must meet categorical eligibility — The Division of County Operations Medical Review Team established
temporary disability from September 1, 2008 until October 13, 2008. The county office sent the physician’s
documentation to the Medical Review Team (MRT), but failed to keep a copy in the case record.
Must meet the definition of an emergency medical condition manifesting itself by acute symptoms of such
severity, including severe pain, such that the absence of immediate medical attention could reasonably be
expected to result in at least one of the following:

o Placing the patient’s health in serious jeopardy

o Serious impairment of bodily function

o  Serious dysfunction of any bodily part of organ

The medical definition provided on the hospital’s discharge summary meets the definition of an acute medical
condition. The Agency believes that case was correctly determined eligible. As a result, the questioned cost should
be eliminated.
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Finding Number:
State/Educational Agency:
CFDA Number(s) and Program Title(s):

Federal Award Number(s):

Federal Award Year(s):

Compliance Requirement(s) Affected:
Type of Finding:

Anticipated Completion Date:

Contact Person:

09-710-20 (Continued)

Arkansas Department of Human Services

93.778 - Medical Assistance Program

93.778 - Medical Assistance Program, Recovery Act
(Medicaid Cluster)

05-0805AR5028; 05-0905AR5028; 05-0905ARARRA
2008 and 2009

Eligibility

Noncompliance and Significant Deficiency

Ongoing

Joni Jones, Director

Division of County Operations
P.O. Box 1347, Slot S301

Little Rock, Arkansas 72203-1347
Phone: 501-682-8375

Fax: 501-682-8367
Joni.Jones@arkansas.gov
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 09-710-21

State/Educational Agency: Arkansas Department of Human Services

CFDA Number(s) and Program Title(s):  93.778 - Medical Assistance Program
(Medicaid Cluster)

Federal Award Number(s): 05-0905AR5048; 05-0805AR5048

Federal Award Year(s): 2008 and 2009

Compliance Requirement(s) Affected: Reporting

Type of Finding: Material Noncompliance and Material Weakness
Criteria:

As required by 42 CFR 431.16(c), “a State plan must provide that the Medicaid agency will comply with any
provisions that the Secretary (of USDHHS) finds necessary to verify and assure the correctness of the reports.”

Condition:
Our testing of the 2009 4™ quarter CMS-64 report revealed the following reporting errors:

e Disproportionate Share Hospital payments were incorrectly reported resulting in an overstatement of
$58,684,096.

e Medicare Part B premiums were incorrectly reported resulting in an understatement of $1,549,241.
e Family planning clinic services were improperly reported as physicians services totaling $645,040.

The reporting errors identified in the first two bullets are also noted in the reconciliation of expenditures per the Cost
Allocation System to the CMS-64 reports. The reporting errors did not have an impact on the amount of Federal
funds drawn down, or the expenditures reported per the Schedule of Expenditures of Federal Awards (SEFA).

Questioned Costs:
None

Cause:

The staff completing the CMS-64 report does not have a complete understanding of the information which is used to
determine expenditure amounts to be reported. Reconciliations of expenditures per the CMS-64 report to the cost
allocation system were not completed in a manner which allowed for identification of the reporting errors. The
Agency reconciles the weekly funding requests to cost allocation without properly identifying the differences, and then
reconciles the weekly funding request to the CMS-64 report.

Effect:
The Agency’s lack of understanding of all support documentation used to create the CMS-64 report caused the
Agency to incorrectly report expenditures.

Recommendation:

We recommend the Agency establish adequate controls, including training and supervision, to ensure the proper
completion and reconciliation of the CMS-64 reports by staff, whom the Agency has indicated is already hired and
dedicated for this purpose. We also recommend that all differences identified during the reconciliation of
expenditures reported on the CMS-64 report to the cost allocation system be explained.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 09-710-21 (Continued)

State/Educational Agency: Arkansas Department of Human Services

CFDA Number(s) and Program Title(s): 93.778 - Medical Assistance Program
(Medicaid Cluster)

Federal Award Number(s): 05-0905AR5048; 05-0805AR5048

Federal Award Year(s): 2008 and 2009

Compliance Requirement(s) Affected: Reporting

Type of Finding: Material Noncompliance and Material Weakness

Agency Response:

The agency’s own internal review process identified the Disproportionate Share Hospital payments reporting error.
The error was reported to Legislative Audit during field work. The Agency Controller working with Medicaid and the
CMS-64 report has created a spreadsheet allowing keyed data to automatically populate the CMS-64 report. The
Medicare Part B premium issue was an internal linking error on the formula used. The linking error was identified by
agency personnel and has now been corrected. The Family Planning Clinic Services error was a classification issue
resulting in these services being reported on the incorrect line. Proper classification has now been made and
reporting on the proper line is occurring. New staff personnel are still in the training process with work being
monitored by the Agency Controller to help ensure their understanding of the details involved in completing the CMS-
64 Report. Corrections for these reporting errors were made on the 09/30/2009 CMS-64 report.

Anticipated Completion Date: Ongoing

Contact Persons: Jerry Berry, Chief Fiscal Officer
Arkansas Department 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: 09-710-22

State/Educational Agency: Arkansas Department of Human Services

CFDA Number(s) and Program Title(s):  93.778 - Medical Assistance Program
(Medicaid Cluster)

Federal Award Number(s): 05-0905AR5048; 05-0805AR5048

Federal Award Year(s): 2008 and 2009

Compliance Requirement(s) Affected: Special Tests and Provisions — Payments Made for Medicaid
Services After Recipients Incarceration Date

Type of Finding: Noncompliance and Significant Deficiency

Criteria:

In accordance with 42 CFR 435.1009, Federal Financial Participation is disallowed for services provided to inmates of
public institutions. To comply with the Federal regulation, the Agency has implemented policy in the Medical Services
Manual Section 1348 which states that inmates of public institutions are not eligible to participate in the Arkansas
Medicaid program.

Condition:

The Agency failed to properly close Medicaid cases or to notify the Social Security Administration so that the cases
would be closed for 445 incarcerated recipients (342 juveniles and 103 adults). As a result, the Agency
inappropriately paid claims totaling $125,536 for these individuals ($86,639 for incarcerated juveniles and $38,897 for
incarcerated adults).

Questioned Costs:
$125,536

Cause:

Adult Inmates: In the prior audit, the auditor noted that the Agency began implementing procedures to identify
recipients who have been incarcerated in a correctional facility. The Agency receives a file of all inmates from both
the Arkansas Department of Correction (DOC) and from the Arkansas Department of Community Correction (DCC).
These files are matched against a current recipient listing to identify recipients with open cases who had been
incarcerated. The files received from DOC and DCC contained individuals who were in some way under the authority
of those agencies, but were not actually incarcerated. This resulted in eligible recipients’ cases being closed. The
Agency has now implemented a process where a DHS Division of County Operations (DCO) employee now
accesses the eOMIS system at DCC and reviews the incarceration dates for matched recipients. After the match is
confirmed, the Agency forwards the listing to the appropriate county offices for follow up and possible closure of the
case.

Juvenile Inmates: The Agency depends on the staff of the Division of Youth Services (DYS) to make eligibility
determinations for juveniles under DYS care. DYS contacts the Division of County Operations (DCO) for the Division
of Children and Family Services (DCFS) when juveniles are committed to their care and the placement determination
makes them ineligible for Medicaid. According to DYS, the majority of the cases which remained open were
Supplemental Security Income (SSI) related Medicaid cases. At this time, DYS does not have a process for notifying
Social Security Administration (SSA) when juveniles are committed to their care. The remaining cases were primarily
due to the case being left open by DCO or DCFS after DYS notification.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 09-710-22 (Continued)

State/Educational Agency: Arkansas Department of Human Services

CFDA Number(s) and Program Title(s):  93.778 - Medical Assistance Program
(Medicaid Cluster)

Federal Award Number(s): 05-0905AR5048; 05-0805AR5048

Federal Award Year(s): 2008 and 2009

Compliance Requirement(s) Affected: Special Tests and Provisions — Payments Made for Medicaid
Services After Recipients Incarceration Date

Type of Finding: Noncompliance and Significant Deficiency

Effect:

Incomplete data provided by the Arkansas Department of Correction forces the Agency to investigate each match
which shows up monthly. The time taken to investigate the matches causes a delay in the closure of many cases.
Also, delays in the closure of SSI related Medicaid cases and the Agency’s inability to restrict payments for such
recipients, who are known to no longer be eligible, puts the Agency at an increased risk of inappropriately paying
claims.

The lack of a process to notify SSA when juveniles are incarcerated, results in these cases being left open indefinitely
and increases the risk of inappropriately paying claims for these individuals.

Recommendation:

We recommend the Agency implement procedures for notifying the Social Security Administration when juvenile SSI
recipients are placed under DYS care. We also recommend that the Division of Youth Services work with the
Division of County Operations and the Division of Children and Family Services to ensure that Medicaid cases are
appropriately closed for juveniles placed under DYS care.

We also recommend the Agency continue to strengthen its process for identifying adult Medicaid recipients who have
been incarcerated and work with the Arkansas Department of Correction and the Arkansas Department of
Community Correction to obtain reliable sufficient data.

Agency Response:

(Division of County Operations): The Division of County Operations receives a file each month of incarcerated
persons and matches this file to Medicaid recipients in ANSWER, the Agency’s case management system. However,
due to the fact that many of the recipients whose name appears on the match are actually living in a home setting,
even though under the control of the Department of Community Corrections, it's necessary to individually check each
of the approximately 150 matches each month. Of the 504 cases reviewed by Legislative Audit, 61, or 12%, of the
clients receive Medicaid as a result of Supplemental Security Income (SSI) benefits authorized by the Social Security
Administration. We have a process in place to send a notice to SSA when we determine that a person is
incarcerated. The notices are available for review. It takes SSA three to six months to close their SSI case. Only
when SSA takes their action will the Medicaid benefits cease. The Agency will never be able to completely eliminate
this finding due to the number of SSI recipients that are incarcerated; however, pro-active steps have been taken to
minimize the impact of the problem to the fullest extent possible.

(Division of Youth Services): The Division of Youth Services concurs with the inappropriately paid claims in the
amount of $86,639. These claims are a result of recurring charges submitted by providers for monthly service fees.
Improper payment of claims due to a lag in SSI and Medicaid account closure are inevitable. Current DYS
procedures to notify the Division of County Operations when a youth becomes an adjudicated are sufficient.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number:

State/Educational Agency:

CFDA Number(s) and Program Title(s):
Federal Award Number(s):

Federal Award Year(s):

Compliance Requirement(s) Affected:

Type of Finding:

Anticipated Completion Date:

Contact Person:

09-710-22 (Continued)

Arkansas Department of Human Services

93.778 - Medical Assistance Program

(Medicaid Cluster)

05-0905AR5048; 05-0805AR5048

2008 and 2009

Special Tests and Provisions — Payments Made for Medicaid
Services After Recipients Incarceration Date
Noncompliance and Significant Deficiency

Completed

Joni Jones, Director

Division of County Operations
P.O. Box 1347, Slot S301

Little Rock, Arkansas 72203-1347
Phone: 501-682-8375

Fax: 501-682-8367
Joni.Jones@arkansas.gov

Stacy Brown

Assistant Director of Support Services
Division of Youth Services

P. O. Box 1347, Slot S501

Little Rock, Arkansas 72203-1347
Phone: 501-682-1347
Stacy.Brown@arkansas.gov
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS

FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY

Finding Number: 09-150-01
State/Educational Agency: University of Arkansas for Medical Sciences
CFDA Number(s) and Program Title(s):  84.032 - Federal Family Education Loans
84.038 - Federal Perkins Loan Program_Federal
Capital Contributions
84.063 - Federal Pell Grant Program
93.342 - Health Professions Student Loans, Including
Primary Care Loans/Loans for Disadvantaged Students
93.364 - Nursing Student Loans
(Student Financial Assistance Cluster)

Federal Award Number(s): N/A

Federal Award Year(s): July 1, 2008 through June 30, 2009

Compliance Requirement(s) Affected: Special Tests and Provisions - Disbursement To or On
Behalf of Students

Type of Finding: Noncompliance and Significant Deficiency

Criteria:

The earliest and institution may disburse SFA funds (other than FWS) (either by paying the student directly or
crediting the student’s account) is 10 days before the first day of classes of the payment period for which the
disbursement is intended. There are two exceptions to this rule. First, institutions may not disburse or deliver the first
installment of FFEL or Direct Loans to first year undergraduates who are first time borrowers until 30 days after the
student’s first day of classes, unless the institution has low default rates (less than 10%). The second exception
applies to a student who is enrolled in a clock hour educational program or a credit hour program that is not offered in
standard academic terms. The earliest the institution may disburse funds is the later of 10 days before the first day of
classes for the payment period or, except for certain circumstances under the FFEL and Direct Loan programs, the
day the student completed the previous payment period (34 CFR Section 668.164).

Loan funds provided by electronic fund transfer or master check may not be requested earlier than 13 days before
the first day of classes for any subsequent payment period for a first-year, first-time Stafford Loan borrower or for any
payment period for all other FFEL borrowers (34 CFR Section 668.167).

Loan funds must be disbursed within 3 business days of receipt if the lender provided the funds by EFT or master
check or 30 days if the lender provided the funds by check payable to the borrower or copayable to the borrower and
the institution (34 CFR Sections 668.162, 668.164, 668.167(b), 682.603, and 682.604(d)).

Condition:

Of the 40 students tested, we noted ten instances where financial aid funds were posted to students’ accounts more
than 10 days prior to the first day of class. The ten exceptions represent eight students. Of the exceptions, five were
for Stafford loans and five were for PELL. Of the eight students, two were enrolled in the College of Medicine and six
were enrolled in the College of Nursing.

Questioned Costs:
None
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY (Continued)

Finding Number: 09-150-01 (Continued)
State/Educational Agency: University of Arkansas for Medical Sciences
CFDA Number(s) and Program Title(s):  84.032 - Federal Family Education Loans
84.038 - Federal Perkins Loan Program_Federal
Capital Contributions
84.063 - Federal Pell Grant Program
93.342 - Health Professions Student Loans, Including
Primary Care Loans/Loans for Disadvantaged Students
93.364 - Nursing Student Loans
(Student Financial Assistance Cluster)

Federal Award Number(s): N/A

Federal Award Year(s): July 1, 2008 through June 30, 2009

Compliance Requirement(s) Affected: Special Tests and Provisions - Disbursement To or On
Behalf of Students

Type of Finding: Noncompliance and Significant Deficiency

Cause:

The exceptions noted for the students in the College of Medicine, the term affected was Fall 2008. During the prior
year audit, it was discovered that the Director Financial Aid for COM was using the date of registration instead of the
first day of class to calculate the 10 day rule. After the audit, the Director of Financial Aid for COM revised her
disbursement procedures to ensure funds were not applied to student accounts before 10 days prior to the first day of
class. In our testing we noted that the Spring disbursements for COM students were all within 10 days.

For non-College of Medicine, we were unable to obtain an explanation for the CON students who received
disbursements before 10 days prior to the first day of class.

Effect:
The Department of Education has the right to withdraw funding when there is reason to believe through periodic
monitoring or review that the University is not in compliance with the requirements established.

Recommendation:

We recommend the Director of Student Financial Services implement procedures within the Financial Aid Office to
ensure disbursements to students’ accounts do not occur before 10 days prior to the first day of class for each
semester.

Agency Response:

The Director of Financial Aid for the College of Medicine has revised the disbursement procedures as of December
2008 to ensure funds are not applied to the student’s accounts before 10 days prior to the 1st day of class. Pell
awards were posted to the College of Nursing students’ accounts 10 days prior to the 1 day of class but funds were
not received nor disbursed to the students 10 days prior to the 1 day of class. A calendar is on the H Drive for SFS
Staff to view and verify disbursement dates. The Student Financial Services Director is also working with IT to run
Pell awards in OASIS in batch format. The batch file would be checked and verified by SFS Staff prior to releasing to
IT to ensure correct amounts and posting dates.
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY (Continued)

Finding Number: 09-150-01 (Continued)

State/Educational Agency: University of Arkansas for Medical Sciences

CFDA Number(s) and Program Title(s):  84.032 - Federal Family Education Loans
84.038 - Federal Perkins Loan Program_Federal
Capital Contributions
84.063 - Federal Pell Grant Program
93.342 - Health Professions Student Loans, Including
Primary Care Loans/Loans for Disadvantaged Students
93.364 - Nursing Student Loans
(Student Financial Assistance Cluster)

Federal Award Number(s): N/A

Federal Award Year(s): July 1, 2008 through June 30, 2009

Compliance Requirement(s) Affected: Special Tests and Provisions - Disbursement To or On
Behalf of Students

Type of Finding: Noncompliance and Significant Deficiency

Anticipated Completion Date: Completed

Contact Person: Janet Hopper

Director, Grants Accounting

University of Arkansas for Medical Sciences
4301 West Markham, #545

Little Rock, AR 72205
501-686-6841(phone)
HopperJanetL@uams.edu
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY (Continued)

Finding Number: 09-150-02

State/Educational Agency: University of Arkansas for Medical Sciences

CFDA Number(s) and Program Title(s):  84.007 - Federal Supplemental Educational Opportunity Grants
84.032 - Federal Family Education Loans
84.033 - Federal Work-Study Program
84.038 - Federal Perkins Loan Program_Federal
Capital Contributions
84.063 - Federal Pell Grant Program
93.342 - Health Professions Student Loans, Including
Primary Care Loans/Loans for Disadvantaged Students
93.364 - Nursing Student Loans
(Student Financial Assistance Cluster)

Federal Award Number(s): N/A

Federal Award Year(s): July 1, 2008 through June 30, 2009

Compliance Requirement(s) Affected: Special Tests and Provisions - Return of Title IV Funds
Type of Finding: Noncompliance and Significant Deficiency

Criteria:

For students who do not enroll: If (1) a student does not register for the period of enroliment for which the loan was
made; (2) a registered student withdraws or is expelled prior to the first day of classes; or (3) if the institution does not
disburse FFEL loan proceeds to a student or parent in accordance with the time frames required in 34 CFR Section
668.167(b), the institution must return the funds to the lender within 10 business days after the date the funds were
required to be disbursed.

For students who withdraw during a semester: Returns of Title IV funds are required to be deposited or transferred
into the SFA account or electronic fund transfers initiated to ED or the appropriate FFEL lender as soon as possible,
but no later than 45 days after the date the institution determines that the student withdrew (34 CFR Section 668.22).
Returns by check are late if the check is issued more than 45 days after the institution determined the student
withdrew or the date on the canceled check shows the check was endorsed more than 60 days after the date the
institution determined that the student withdrew (34 CFR Section 668.173(b)).

Condition:

During our testing of the 10 business day rule for return of Title IV funds we noted funds for one College of Nursing
student who enrolled less than half time for the Fall semester; therefore, becoming ineligible to receive Title IV funds,
were returned 20 business days after the receipt of the funds (10 days non-compliance).

During our testing of the 45 day rule for return of Title IV funds, we noted two instances where funds were not
returned to the lender within the required 45 day time period. The two students were both enrolled in the College of
Medicine. For one student, funds were returned 222 days after the student withdrew (180 days non-compliance) and
for the other student funds were returned 73 days after the student was dismissed (28 days non-compliance).

Questioned Costs:

Known questioned cost is calculated as $72.55. The calculation was based on the average interest rate for each
quarter. We applied the average interest rate to the total number of days in noncompliance for each student and the
amount that was returned. We then annualized the amount over 365 days.
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY (Continued)

Finding Number: 09-150-02 (Continued)

State/Educational Agency: University of Arkansas for Medical Sciences

CFDA Number(s) and Program Title(s):  84.007 - Federal Supplemental Educational Opportunity Grants
84.032 - Federal Family Education Loans
84.033 - Federal Work-Study Program
84.038 - Federal Perkins Loan Program_Federal
Capital Contributions
84.063 - Federal Pell Grant Program
93.342 - Health Professions Student Loans, Including
Primary Care Loans/Loans for Disadvantaged Students
93.364 - Nursing Student Loans
(Student Financial Assistance Cluster)

Federal Award Number(s): N/A

Federal Award Year(s): July 1, 2008 through June 30, 2009

Compliance Requirement(s) Affected: Special Tests and Provisions - Return of Title IV Funds
Type of Finding: Noncompliance and Significant Deficiency

Cause:

Per discussions with the Director of Financial Aid for the College of Medicine, the two College of Medicine exceptions
were overlooked during the Fall semester as the Director took on additional duties due to the uncertain lending
market at that time. Since then, additional staff has been hired to assist the Director.

The exception noted for the College of Nursing student was processed under the prior Student Financial Aid Director
before changes in controls were implemented to ensure funds were returned timely.

Effect:
The U.S. Department of Education has the right to withdraw funding when there is reason to believe through periodic
monitoring or review that the University is not in compliance with the requirements established.

Recommendation:
We recommend the Director of Financial Services and the Director of Financial Aid for the College of Medicine
develops written policies on processes to ensure Title IV funds are returned within the required time periods.

Agency Response:

Time frames were identified and reviewed by management to secure the proper award/disbursement dates. A
calendar was placed on the common H drive for all staff to access the award/disbursement dates. All registrars were
notified of current compliance regulations regarding student enroliment and withdrawal status. Emphasis was placed
on the compliance timing issues and verified by establishing spreadsheets and reviewing sign off procedures. These
controls were established when the University restructured the Student Financial Aid Office in November 2008. The
Student Financial Services finding for the College of Nursing student occurred during the Fall Semester prior to the
implementation of new controls and procedures. The College of Medicine Director of Financial Aid has reviewed and
updated procedures and processes to more closely track enrollment changes. In addition these changes are
recorded in a spreadsheet accessible by all staff within the Financial Aid office to ensure funds are returned within the
required time frame.

-84 -



STATE OF ARKANSAS

CORRECTIVE ACTION PLAN

FOR THE YEAR ENDED JUNE 30, 2009

FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY (Continued)

Finding Number:
State/Educational Agency:
CFDA Number(s) and Program Title(s):

Federal Award Number(s):

Federal Award Year(s):

Compliance Requirement(s) Affected:
Type of Finding:

Anticipated Completion Date:

Contact Person:

09-150-02 (Continued)

University of Arkansas for Medical Sciences

84.007 - Federal Supplemental Educational Opportunity Grants
84.032 - Federal Family Education Loans

84.033 - Federal Work-Study Program

84.038 - Federal Perkins Loan Program_Federal

Capital Contributions

84.063 - Federal Pell Grant Program

93.342 - Health Professions Student Loans, Including
Primary Care Loans/Loans for Disadvantaged Students
93.364 - Nursing Student Loans

(Student Financial Assistance Cluster)

N/A

July 1, 2008 through June 30, 2009

Special Tests and Provisions - Return of Title IV Funds
Noncompliance and Significant Deficiency

Completed

Janet Hopper

Director, Grants Accounting

University of Arkansas for Medical Sciences
4301 West Markham, #545

Little Rock, AR 72205
501-686-6841(phone)
HopperJanetL@uams.edu
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY (Continued)

Finding Number: 09-150-03
State/Educational Agency: University of Arkansas for Medical Sciences
CFDA Number(s) and Program Title(s):  84.007 - Federal Supplemental Educational Opportunity Grants
84.032 - Federal Family Education Loans
84.038 - Federal Perkins Loan Program_Federal
Capital Contributions
84.063 - Federal Pell Grant Program
93.342 - Health Professions Student Loans, Including
Primary Care Loans/Loans for Disadvantaged Students
(Student Financial Assistance Cluster)

Federal Award Number(s): N/A

Federal Award Year(s): July 1, 2008 through June 30, 2009
Compliance Requirement(s) Affected: Verification

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

The 2008-09 Verification Worksheet requires a student selected for verification to complete and sign the worksheet
and submit the completed worksheet and other required forms to the financial aid administrator.

Loan funds for students selected for verification may not be disbursed to the student until verification has been
completed. (34 CFR 668.58)

Condition:

During our testing of Verification Compliance, we noted for one College of Nursing student, the student completed the
verification worksheet; however, the back side of the worksheet, which includes the student’s signature, was not
scanned into the electronic student file and the paper file was destroyed. Because of this, we were unable to verify
that the student had signed the verification worksheet.

Of the students selected for testing, three of the 30 were College of Medicine students. During our review of the
COM students’ files, we found that in all three cases loan funds were disbursed to the students’ accounts before the
verification process was complete.

Questioned Costs:
None

Cause:
For the non-COM Student Financial Aid Office, the backside of the form was overlooked and not scanned.

The verification completed date used for testing is the date the Financial Aid Officer signs or initials the completed
verification worksheet. Because the director of Student Financial Aid for COM does not sign and date the verification
worksheet, the date utilized for testing was the date per the notification letters to the students indicating their
verification process was complete.
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY (Continued)

Finding Number: 09-150-03 (Continued)
State/Educational Agency: University of Arkansas for Medical Sciences
CFDA Number(s) and Program Title(s):  84.007 - Federal Supplemental Educational Opportunity Grants
84.032 - Federal Family Education Loans
84.038 - Federal Perkins Loan Program_Federal
Capital Contributions
84.063 - Federal Pell Grant Program
93.342 - Health Professions Student Loans, Including
Primary Care Loans/Loans for Disadvantaged Students
(Student Financial Assistance Cluster)

Federal Award Number(s): N/A

Federal Award Year(s): July 1, 2008 through June 30, 2009
Compliance Requirement(s) Affected: Verification

Type of Finding: Noncompliance and Significant Deficiency
Effect:

The U.S. Department of Education has the right to withdrawal of funding when there is reason to believe through
periodic monitoring or review that the University is not in compliance with the requirements established.

Recommendation:

We recommend the Director of Student Financial Services implement a review process to ensure student files
scanned in electronic format include all information that is maintained in the paper files. We recommend the Student
Financial Aid office maintain paper files of the year under audit until the audit has been completed and issued.

We also recommend the Director of Student Financial Aid for COM students initial and date the completed verification
worksheets for each student selected for verification and ensure aid funds are not disbursed to students before the
verification process is complete.

Agency Response:

The Student Financial Services Office Director contacted the College of Nursing student and the student furnished a
copy of the signed back page of the verification worksheet. A random sample of scanned files was checked prior to
shredding. The sample size of scanned files checked will be increased in the future prior to shredding. The College
of Medicine Director of Financial Aid will send a letter to the student confirming completion of verification prior to
posting any loan disbursements in OASIS. This will ensure sufficient documentation prior to release of funds.

Anticipated Completion Date: Completed

Contact Person: Janet Hopper
Director, Grants Accounting
University of Arkansas for Medical Sciences
4301 West Markham, #545
Little Rock, AR 72205
501-686-6841(phone)
HopperJdanetL@uams.edu
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY (Continued)

Finding Number: 09-150-04
State/Educational Agency: University of Arkansas for Medical Sciences
CFDA Number(s) and Program Title(s):  12.XXX - Other Department of Defense Research

93.393 - Cancer Cause and Prevention Research
93.847 - Diabetes, Digestive, and Kidney Disease
Extramural Research

93.848 - Digestive Diseases and Nutrition Research
(Research and Development Cluster)

Federal Award Number(s): 5R37DK036823-25; 5R21DK071024-02; 5U01 ca114607-04;
HU0001-07-1-0009

Federal Award Year(s): Various

Compliance Requirement(s) Affected: Allowable Costs/Cost Principles

Type of Finding: Noncompliance and Significant Deficiency

Criteria:

Direct costs charged to a grant must be actual costs, incurred during the grant year and supported by appropriate
documentation. F&A costs should not be charged on equipment purchases. Administrative costs should not be
charged directly to a grand unless a grant is classified as “major.”

Condition:
During our testing of the Research and Development (R&D) Cluster, we noted that various nonallowable costs were
charged to R&D grants. Below are nonallowable costs that were noted:

During our testing of adjustments, we noted a reclassification of molecular modeling and analysis fees to an
R&D grant from a cost center totaling $24,700. No supporting documentation was provided.

During our testing of adjustments, we noted a reclassification of cell phone charges to an R&D grant for
three months of service. The related individuals identified as the users of the cell phones had varying
percentages of effort charged to that grant. A portion of these costs were deemed nonallowable.

During our testing of adjustments, we noted that an expense of $149 was posted for office supplies. The
grant identified was not a major grant and therefore should not have administrative costs charged to it.

During our testing of expenditures, we noted that a piece of equipment was purchased but classified as
research supplies. This resulted in F&A costs being inappropriately charged to this grant.
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY (Continued)

Finding Number: 09-150-04 (Continued)
State/Educational Agency: University of Arkansas for Medical Sciences
CFDA Number(s) and Program Title(s): 12.XXX - Other Department of Defense Research

93.393 - Cancer Cause and Prevention Research
93.847 - Diabetes, Digestive, and Kidney Disease
Extramural Research

93.848 - Digestive Diseases and Nutrition Research
(Research and Development Cluster)

Federal Award Number(s): 5R37DK036823-25; 5R21DK071024-02; 5U01 ca114607-04;
HU0001-07-1-0009

Federal Award Year(s): Various

Compliance Requirement(s) Affected: Allowable Costs/Cost Principles

Type of Finding: Noncompliance and Significant Deficiency

Questioned Costs:

$54,303

Cause:

The amount of the direct costs deemed to be nonallowable related to the reclassification of molecular
modeling and analysis fees was $24,700 and the related F&A costs at 44% was $10,868 resulting in a total
of $35,568.

The amount of the cell phone charges deemed to be nonallowable was $1,239 and the related F&A costs at
21% was $260 resulting in a total of $1,499.

The amount of the toner cartridge charged to office supplies of $149 and the F&A costs associated with it at
45% of $67 for a total of $216.

The amount of the F&A costs charged on an equipment purchase of $40,522. The total F&A costs were
$17,020.

Direct costs were inappropriately charged to these programs.

Effect:

The Department of Defense and the Department of Health and Human Services through any primary grantees, if
applicable, have the right to wholly or partly suspend or terminate the current grant award, condition a future grant or
elect not to provide future grant funds, and/or withhold further awards for the program when there is reason to believe
through periodic monitoring or review that the University is not in compliance with the requirements established.

Recommendation:

We recommend that management ensure that any costs transferred or charged to a grant have adequate supporting
documentation and comply with grant requirements and UAMS policies and procedures. Additionally, we recommend
that all costs have the appropriate level of management review prior to posting. We also recommend that entries be
posted to remove these costs from the R&D program.
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY (Continued)

Finding Number: 09-150-04 (Continued)

State/Educational Agency: University of Arkansas for Medical Sciences

CFDA Number(s) and Program Title(s): 12.XXX - Other Department of Defense Research
93.393 - Cancer Cause and Prevention Research
93.847 - Diabetes, Digestive, and Kidney Disease
Extramural Research
93.848 - Digestive Diseases and Nutrition Research
(Research and Development Cluster)

Federal Award Number(s): 5R37DK036823-25; 5R21DK071024-02; 5U01 ca114607-04;
HU0001-07-1-0009

Federal Award Year(s): Various

Compliance Requirement(s) Affected: Allowable Costs/Cost Principles

Type of Finding: Noncompliance and Significant Deficiency

Agency Response:

Management concurs with the recommendation and is in the process of updating the expenditure control policy to
formalize the requirements necessary to allow cost transfers.

Once it was confirmed that no support was available for the expenses identified in item one, the expenses and
associated F&A costs were removed from this grant.

For the second item the expenses will be removed and the Financial Status Report will be revised before 12/31/09.
In the future these charges will be posted to a department account or charged according to usage to the proper
accounts.

For the third item the Department Administrator stated this was an error missed during the monthly review of
expenses posted to grants. The expenses were immediately removed and all grants in the department were
reviewed to ensure no other such expenses were accidentally charged to grants. The Department implemented a
new process to add an additional review of request to purchase to be sure the correct account is charged.

For item number 4, the Grant Administrator for the department which charged the equipment to a supply code left the
university. The error was found by the new Grant Administrator while reviewing the activity that occurred while the
position was vacant. The error was found and corrected but the correction was posted in the current fiscal year
(FY10) instead of FY09.

Anticipated Completion Date: Completed

Contact Person: Janet Hopper
Director, Grants Accounting
University of Arkansas for Medical Sciences
4301 West Markham, #545
Little Rock, AR 72205
501-686-6841(phone)
HopperdanetL@uams.edu
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES

Finding Number: 09-150-05

State/Educational Agency: University of Arkansas for Medical Sciences

CFDA Number(s) and Program Title(s):  93.307 - Minority Health and Disparities Research
93.389 - National Center for Research Resources
(Research and Development Cluster)

Federal Award Number(s): 5P20RR016460-07; 5P20RR020146-04; 5P20MD002329-02 REVISED
Federal Award Year(s): Various

Compliance Requirement(s) Affected: Period of Availability of Federal Funds

Type of Finding: Noncompliance and Significant Deficiency

Criteria:

Direct costs should only be charged during the period of the grant year. Goods purchased must be received prior to
the end of the grant year in order to be charged to the grant.

Condition:
During our testing of expenditures charged to grant programs, we noted that an expense was posted for software
maintenance. The invoice was composed of two parts, including on that totaled $11,000 for the next three years.

Additionally, during the tested of expenses charged after the end of the grant period, we noted that expenses for
goods received were charged to the program after the end of the grant year even though the items had not been
received until after the end of the grant year.

Questioned Costs: $23,347
The amount of the three year maintenance agreement of $11,000 and the F&A costs associated with it at 42% of
$4,620 total the $15,620.

The amount of questioned costs for the items charged that were not received until after the end of the grant year at
$5,347 and the associated F&A charges of $2,380 for a total of $7,727.

Cause:

Prepayment of maintenance contracts causes these types of issues to arise. The requirement to pay them at the
beginning of the period covered increases the possibility that the cost will be charged to an inappropriate period. For
the goods not received by the grant year-end, management did not verify the receipt date for goods purchased prior
to recording the expense on the grant.

Effect:

The Department of Health and Human Services has the right to wholly or partly suspend or terminate the current
grant award, condition a future grant or elect not to provide future grant funds, and/or withhold further awards for the
program when there is reason to believe through periodic monitoring or review that the University is not in compliance
with the requirements established.

Recommendation:

We recommend that management ensure that any maintenance contracts be reviewed prior to posting by appropriate
levels of management to ensure that the period charged is correct. Additionally, we recommend that management
verify that goods are received prior to the end of the grant year before charging those costs to the program. Finally,
we recommend that entries be posted to reclassify any costs to future periods and remove any unallowed costs from
the grants.

-91 -



STATE OF ARKANSAS

CORRECTIVE ACTION PLAN

FOR THE YEAR ENDED JUNE 30, 2009

FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

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

Finding Number:
State/Educational Agency:
CFDA Number(s) and Program Title(s):

Federal Award Number(s):

Federal Award Year(s):

Compliance Requirement(s) Affected:
Type of Finding:

Agency Response:

09-150-05 (Continued)

University of Arkansas for Medical Sciences

93.307 - Minority Health and Disparities Research

93.389 - National Center for Research Resources

(Research and Development Cluster)

5P20RR016460-07; 5P20RR020146-04; 5P20MD002329-02 REVISED
Various

Period of Availability of Federal Funds

Noncompliance and Significant Deficiency

The maintenance expenses for the P20 awards identified will be moved to the proper year of the awards or to the
appropriate departmental cost center and any Financial Status Reports affected will be revised to reflect the
correction. The Department Administrators have been informed of the timing issue involved with these expenses.
The Grants Management Certification Program will also stress this in the upcoming training sessions.

Anticipated Completion Date:

Contact Person:

Ongoing

Janet Hopper

Director, Grants Accounting

University of Arkansas for Medical Sciences
4301 West Markham, #545

Little Rock, AR 72205
501-686-6841(phone)
HopperJanetL@uams.edu
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

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

Finding Number: 09-150-06

State/Educational Agency: University of Arkansas for Medical Sciences

CFDA Number(s) and Program Title(s): = 93.389 - National Center for Research Resources
(Research and Development Cluster)

Federal Award Number(s): 5P20RR020146.04

Federal Award Year(s): July 1, 2008 through June 30, 2009
Compliance Requirement(s) Affected: Equipment and Real Property Management
Type of Finding: Control Deficiency

Criteria:

Asset records for assets purchased with Federal funds should include the acquisition date and cost, percentage of
Federal participation in the cost, location, condition, and any ultimate disposition data including the date of the
disposal and sales price or method used to determine current market value.

Per UAMS Administrative Guide 5.2.02, departments requesting the return of any material or equipment to vendors
must go to the Support Services Distribution website and complete an Outgoing Shipment Form.

Condition:
For one asset selected for testing, the asset record did not include the grant number, inventory tag number or location
of the asset.

For one asset selected for testing, the location of the asset listed in the asset record was incorrect. We also noted
that the original asset was returned to the vendor for repairs and a replacement was being used by the researcher.
The inventory tag number was attached to the original equipment. The vendor determined that the original
equipment could not be repaired and allowed the researcher to keep the replacement equipment. The researcher
had not notified Property Services of the return or the replacement.

Questioned Costs:
None

Cause:

For the first exception noted, when assets are purchased on a grant, the requisitioner is responsible for coding the
purchase with a “Z” to indicate the purchase will be made with Federal funds. Property Services monitors all
purchases coded with a “Z” to properly identify the assets in the asset system. The purchase in question was coded
with a “P” causing a breakdown in the control process. The asset was set up in the asset system by Property
Services; however, when the asset was delivered and tagged by Property Services the asset record was not updated
with the location or inventory tag number.

For the second asset noted, the department failed to provide the proper location of the equipment when the
equipment was delivered. In addition, the researcher failed to complete the Outgoing Shipment Form for the returned
equipment as required by UAMS Administrative Guide 5.2.02. The researcher also failed to notify Property Services
that the original equipment was replaced and needed to be tagged.

Effect:
A misappropriation or loss of equipment purchased with Federal funds could occur when there is noncompliance with
controls implemented to account for and safeguard the equipment.
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

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

Finding Number: 09-150-06 (Continued)

State/Educational Agency: University of Arkansas for Medical Sciences

CFDA Number(s) and Program Title(s):  93.389 - National Center for Research Resources
(Research and Development Cluster)

Federal Award Number(s): 5P20RR020146.04

Federal Award Year(s): July 1, 2008 through June 30, 2009
Compliance Requirement(s) Affected: Equipment and Real Property Management
Type of Finding: Control Deficiency

Recommendation:

We recommend departmental personnel responsible for ordering equipment ensure purchase requisitions are coded
with a “Z” when the asset is purchased with Federal funds. We recommend Property Services implement procedures
to ensure asset records are properly updated when an asset is received and tagged.

We also recommend departmental personnel responsible for equipment review and comply with UAMS
Administrative Guides to ensure equipment is properly accounted for and the proper forms are completed when
equipment is returned to or replaced by the vendor.

Agency Response:

Management concurs with the recommendations. Because it was recognized that there was a potential for errors in
choosing the correct purchasing code an additional report has been developed to allow the asset accounting staff to
review all purchases regardless of price or codes used. The report was rolled out in April 2009. In addition the
Procurement Office has been instructed to review all general ledger codes prior to converting a requisition to a
purchase order.

The University’s Grant Management Certification Program will stress this issue in the upcoming training programs
and reminders will be added to the bi-monthly newsletter and the weekly e-mail that is sent out to Grant Managers
and Administrators.

Anticipated Completion Date: Ongoing

Contact Person: Janet Hopper
Director, Grants Accounting
University of Arkansas for Medical Sciences
4301 West Markham, #545
Little Rock, AR 72205
501-686-6841(phone)
HopperJdanetL@uams.edu
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

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

Finding Number: 09-150-07

State/Educational Agency: University of Arkansas for Medical Sciences

CFDA Number(s) and Program Title(s):  93.887 - Health Care and Other Facilities
(Research and Development Cluster)

Federal Award Number(s): 1 C76HF09175-01-00

Federal Award Year(s): July 1, 2008 through June 30, 2009
Compliance Requirement(s) Affected: Equipment and Real Property Management
Type of Finding: Noncompliance and Control Deficiency
Criteria:

Per OMB Circular A-133, Equipment and Real Property Management, real property shall be used for the originally
authorized purpose as long as needed for that purpose. With written approval from the Federal awarding agency, the
real property may be used in other federally sponsored projects or programs that have purposes consistent with
those authorized for support by the Federal awarding agency. Equipment records shall be maintained, a physical
inventory of equipment shall be taken at least once every two years and reconciled to the equipment records, an
appropriate control system shall be used to safeguard equipment, and equipment shall be adequately maintained.

Per the award notice for grant G1-34304-01, telemedicine equipment purchased under this grant will be added at
these exact locations; Delta AHEC, Jonesboro AHEC, Batesville AHEC, Harris Hospital, Fort Smith AHEC,
Fayetteville AHEC, Centers for Children Northwest AR, St. Mary’s Medical Center, Arkansas Children’s Hospital,
UAMS, Arkansas State Hospital, Conway Regional Medical Center, and St. Vincent Hospital.

Per UAMS Administrative Guide 5.4.01, all UAMS property located off-campus must be recorded on the Property
Located Off-Campus Form. All UAMS property located at sites other than officially designated UAMS lands and
facilities shall be considered off-campus for the purpose of this policy. Property located off-campus may be used only
as an extension of regular UAMS business and not for any other purpose. Approval for use of UAMS property off-
campus must be obtained in writing from the Department Director, and responsibility for such property will reside with
the UAMS employee utilizing the property. Property Located Off-Campus Forms must be updated annually.

Condition:

During our testing of equipment purchased with Federal funds on grant G1-34304-01, we found that off-campus
forms had not been completed for the items located at non-UAMS facilities. We also found two assets were located
at facilities that were not authorized by the grant.

Questioned Costs:
None
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

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

Finding Number: 09-150-07 (Continued)

State/Educational Agency: University of Arkansas for Medical Sciences

CFDA Number(s) and Program Title(s):  93.887 - Health Care and Other Facilities
(Research and Development Cluster)

Federal Award Number(s): 1 C76HF09175-01-00

Federal Award Year(s): July 1, 2008 through June 30, 2009
Compliance Requirement(s) Affected: Equipment and Real Property Management
Type of Finding: Noncompliance and Control Deficiency
Cause:

The equipment purchased under this grant is mobile video conferencing systems that are used in various locations
around the State. Because the equipment is mobile, it is easily moved from one office or location to another for use
in the telemedicine program. Prior to September 2009, the inventory records had not been properly maintained to
properly track the systems purchased under this grant over the past year. In September 2009, a new project
coordinator was hired to update and maintain the equipment database for the telemedicine program. The new project
coordinator is in the process of locating and updating equipment records.

Based on discussions with program staff, the equipment located in one of the unauthorized locations is mainly used
to communicate with the State government official and health care committee members on issues related to the
purpose of the grant. However, the location was not specifically listed in the grant and approval was not obtained.
The other exception noted is located in a conference room in an administrative building across from the main UAMS
campus. Again, the location of the equipment as not specifically listed in the grant and approval was not obtained.

Because of the exceptions noted above, we obtained a complete listing of the equipment purchased under the grant
and noted the located of each telemedicine system. We found that in addition to the two unauthorized locations
noted above, on other piece of equipment that was not included in the sample tested, is located in an unauthorized
clinic. We also noted that there were five telemedicine systems maintained in a storeroom that have not been
deployed to the locations specified in the grant. One of the systems to be deployed is scheduled to go to Texarkana,
which not an authorized location per the grant award.

Effect:
A misappropriation or loss of equipment purchased with Federal funds could occur when there is noncompliance with
controls implemented to account for and safeguard the equipment.

Recommendation:

We recommend the program coordinator document the locations of equipment purchased under grant G1-34304-01
and provide the locations to the Property Services Department. We recommend the Property Services Department
update the asset records with the current locations. We recommend the program coordinator complete Property
Located Off-Campus Forms for all equipment not currently located at UAMS.

We also recommend the grant manager obtain approval from the granting agency for the equipment maintained at
unauthorized locations or transfer the equipment to an appropriate location as allowed by the grant. We recommend
equipment currently maintained in a storeroom be deployed as soon as possible to the specified locations per the
grant award.
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

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

Finding Number: 09-150-07 (Continued)

State/Educational Agency: University of Arkansas for Medical Sciences

CFDA Number(s) and Program Title(s):  93.887 - Health Care and Other Facilities
(Research and Development Cluster)

Federal Award Number(s): 1 C76HF09175-01-00

Federal Award Year(s): July 1, 2008 through June 30, 2009
Compliance Requirement(s) Affected: Equipment and Real Property Management
Type of Finding: Noncompliance and Control Deficiency

Agency Response:

Management concurs with the recommendations. Because it was recognized that there was a potential for errors in
choosing the correct purchasing code an additional report has been developed to allow the asset accounting staff to
review all purchases regardless of price or codes used. The report was rolled out in April 2009. In addition the
Procurement Office has been instructed to review all general ledger codes prior to converting a requisition to a
purchase order.

The University’s Grant Management Certification Program will stress this issue in the upcoming training programs
and reminders will be added to the bi-monthly newsletter and the weekly e-mail that is sent out to Grant Managers
and Administrators.

Anticipated Completion Date: Ongoing

Contact Person: Janet Hopper
Director, Grants Accounting
University of Arkansas for Medical Sciences
4301 West Markham, #545
Little Rock, AR 72205
501-686-6841(phone)
HopperJanetL@uams.edu
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

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

09-150-08

State/Educational Agency: University of Arkansas for Medical Sciences
CFDA Number(s) and Program Title(s): 93.600 - Head Start

(Head Start Cluster)

Federal Award Number(s): 06CH7001/11
Federal Award Year(s): November 1, 2008 to October 31, 2009
Compliance Requirement(s) Affected: Activities Allowed or Unallowed; Allowable Costs/Cost Principles;

Type of Finding:

Criteria:

Equipment and Real Property Management
Noncompliance and Control Deficiency

Per Circular A-110, Grants and Agreements with Institutions of Higher Education, Hospitals, and Other Non-Profit
Organizations, Subpart C Post-Award Requirements, Sec. 34 Equipment, the recipient's property management
standards for equipment acquired with Federal funds and federally owned equipment shall include all of the following:

(1)

Equipment records shall be maintained accurately and shall include the following information:

Condition:
During our testwork, we noted two exceptions out of three sample items (100% of population) as follows:

A description of the equipment.

Manufacturer’s serial number, model number, Federal stock number, national stock number, or
other identification number.

Source of the equipment, including the award number.
Whether title vests in the recipient or the Federal Government.

Acquisition date (or date received, if the equipment was furnished by the Federal Government) and
cost.

Information from which one can calculate the percentage of Federal participation in the cost of the
equipment (not applicable to equipment furnished by the Federal Government).

Location and condition of the equipment and the date the information was reported.
Unit acquisition cost.
Ultimate disposition data, including date of disposal and sales price or the method used to

determine current fair market value where a recipient compensates the Federal awarding agency
for its share.

Two of the assets purchased were recorded in the incorrect general ledger account. The assets were

recorded in an “Other Services” expense account instead of an equipment expense account. Because they

were recorded in the incorrect account, indirect costs were calculated on the amount of the assets. The cost
of the two assets was $9,620.

One of the two assets recorded incorrectly was also not capitalized correctly. The asset has not been

recorded in the SAP fixed asset system.
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

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

Finding Number: 09-150-08 (Continued)
State/Educational Agency: University of Arkansas for Medical Sciences
CFDA Number(s) and Program Title(s): 93.600 - Head Start

(Head Start Cluster)

Federal Award Number(s): 06CH7001/11

Federal Award Year(s): November 1, 2008 to October 31, 2009

Compliance Requirement(s) Affected: Activities Allowed or Unallowed; Allowable Costs/Cost Principles;
Equipment and Real Property Management

Type of Finding: Noncompliance and Control Deficiency

Questioned Costs:

The amount of the asset recorded in the incorrect general ledger account was not excluded from the indirect costs
calculation. The Head Start grant has an indirect cost rate of 21%. Indirect costs of $2,020 were recorded on the
grant. ($9,620 total cost x 21% indirect cost rate).

Cause:

These exceptions should have been identified through the fixed asset reconciliation process, physical inventories,
and management review of purchases to ensure that assets purchased were received and properly set up as a
capital asset in the SAP system, or properly removed from SAP.

Effect:

The U.S. Department of Health and Human Services has the right to wholly or partly suspend or terminate the current
grant award, condition a future grant or elect not to provide future grant funds, and/or withhold further awards for the
program when there is reason to believe through periodic monitoring or review that the University is not in compliance
with the requirements established.

Recommendation:

We recommend that management perform a detailed reconciliation of asset additions on a monthly basis so that
corrections are identified and made in a timely manner. Assets not capitalized when acquired will be identified and
recorded in the proper period during this process. We also recommend that management perform a more thorough
review of expense accounts in order to identify expense items that are incorrectly recorded.

Agency Response:

The purchase order process is the originating point for general ledger coding. Head Start routinely processes
hundreds of transactions during a typical grant year. The two assets at issue were non-routine in nature, and the
incorrect coding of the general ledger account was not detected by Head Start fiscal personnel or by the UAMS
Procurement Department in their role as purchase order issuer.

Head Start fiscal procedures already include reviewing transaction coding and making corrections when necessary.
Nevertheless, the current system will be strengthened as a result of Head Start performing a more detailed review of
the nature of transactions at the start of the purchase order process before finalizing the general ledger coding.

Also, current procedures utilized by Head Start include scrutinizing the composition of general ledger account
balances, and making adjustments when necessary. However, even more scrutiny by Head Start personnel will be
placed on the review of the account balances in the future.

It should be noted that the general ledger coding of the two assets at issue was corrected in the October 2009
financial statements, with corresponding entries made to correct the amount of indirect costs charged to the grant.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number:

State/Educational Agency:

CFDA Number(s) and Program Title(s):
Federal Award Number(s):

Federal Award Year(s):

Compliance Requirement(s) Affected:

Type of Finding:

Anticipated Completion Date:

Contact Person:

09-150-08 (Continued)

University of Arkansas for Medical Sciences

93.600 - Head Start

(Head Start Cluster)

06CH7001/11

November 1, 2008 to October 31, 2009

Activities Allowed or Unallowed; Allowable Costs/Cost Principles;
Equipment and Real Property Management

Noncompliance and Control Deficiency

Completed

Janet Hopper

Director, Grants Accounting

University of Arkansas for Medical Sciences
4301 West Markham, #545

Little Rock, AR 72205
501-686-6841(phone)
HopperJanetL@uams.edu

-100 -



STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

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

Finding Number: 09-150-09
State/Educational Agency: University of Arkansas for Medical Sciences
CFDA Number(s) and Program Title(s): 93.600 - Head Start

(Head Start Cluster)

Federal Award Number(s): 06CH7001/10, 06CH7001/11
Federal Award Year(s): November 1, 2007 to October 31, 2008,
November 1, 2008 to October 31, 2009
Compliance Requirement(s) Affected: Activities Allowed or Unallowed; Allowable Costs/Cost Principles
Type of Finding: Noncompliance and Control Deficiency
Criteria:

Facilities and Administration Costs should not be charged as direct costs to a grant.

Condition:

During our testing of expenses charged after the end of the grant period and expenses posted to the grant as
adjustments, we noted that expenses for Telephone Recharge and Vehicle Maintenance Recharge included fees
added to the actual expense that are administrative in nature. These fees are included in the definition of general
administration expenses and should not be included as direct costs of the grant.

For the Telephone Recharge expense, a Chancellor's Fee of $5.50 per hone is added to the actual telephone
expense. Head Start has 68 phones. Additionally, equipment maintenance was also charged for the telephones.
For the Vehicle Maintenance Recharge expense, a 5% vehicle control fee is added to the actual expenses incurred
for fuel, car tags, etc.

Questioned Costs:

The amount of the Chancellor's Fee for the Telephone Recharge for FY09 would approximate $4,488 ($5.50/phone
for 68 phones for 12 months). The amount for the equipment approximates $2,856 ($3.50/phone for 68 phones for
12 months). The amount of the vehicle control fee added to the Vehicle Maintenance Recharge expense is
approximately $583 (Total FY09 Recharge expense $12,244.94/105). Additionally, 21% of indirect costs on these
charges approximate $1,665.

The total questioned costs are $9,592.

Cause:

After UAMS implemented Policy #8.3.17 on June 3, 2008, departments that prepare recharge entries could no longer
post expenses directly to a grant project. The entries are posted to the cost center associated with the grant. The
Grants Administrator is responsible for transferring the costs from the cost center to the grant. When the entries were
made for transferring the cost to the grant, the additional fees were included in the entry amount.

Effect:

The U.S. Department of Health and Human Services has the right to wholly or partly suspend or terminate the current
grant award, condition a future grant or elect not to provide future grant funds, and/or withhold further awards for the
program when there is reason to believe through periodic monitoring or review that the University is not in compliance
with the requirements established.
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

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

Finding Number: 09-150-09 (Continued)
State/Educational Agency: University of Arkansas for Medical Sciences
CFDA Number(s) and Program Title(s): 93.600 - Head Start

(Head Start Cluster)

Federal Award Number(s): 06CH7001/10, 06CH7001/11
Federal Award Year(s): November 1, 2007 to October 31, 2008,
November 1, 2008 to October 31, 2009
Compliance Requirement(s) Affected: Activities Allowed or Unallowed; Allowable Costs/Cost Principles
Type of Finding: Noncompliance and Control Deficiency

Recommendation:
We recommend that management verify the fees included in all recharge entries and ensure that entries to transfer
costs to the grant do not include any fees that would be classified as Facilities and Administrative in nature.

Agency Response:

As stated in the description of the cause of this error, a new process to allow review of administrative costs charged
to projects was implemented 7/1/08. Up to that time these campus fees were not charged to grants. Due to an
oversight this was not properly communicated to the recharged units or to the departments transferring these
expenses at the time the policy was implemented. The internal charges did not include a breakdown of the expense
which would have identified and prevented these ineligible expenses from being posted to a federal grant. We will
remove these amounts from the grant year ended 10/31/08 and will submit the revised FSR by 12/31/09. The current
grant year has also been corrected. The FSR for that year will be submitted by the due date of 1/29/10.

We will verify that these types of expenses are not included in costs transferred to the grants from internal recharge
centers by requesting a copy of the rate structure from these centers.

Anticipated Completion Date: Completed

Contact Person: Janet Hopper
Director, Grants Accounting
University of Arkansas for Medical Sciences
4301 West Markham, #545
Little Rock, AR 72205
501-686-6841(phone)
HopperJanetL@uams.edu
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2009

FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

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

Finding Number: 09-810-01

State/Educational Agency: Arkansas Department of Workforce Services

CFDA Number(s) and Program Title(s): 93.558 - Temporary Assistance for Needy Families
(TANF Cluster)

Federal Award Number(s):

Federal Award Year(s): Y/E June 30, 2009

Compliance Requirement(s) Affected: Administrative Cost Limits

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

Management is responsible for establishing and maintaining effective internal control over administrative amounts
charged to grants in order to not exceed administrative cost limits.

Condition:
In order to test compliance with respect to administrative cost limits, a sample of three ACF-196 quarterly reports was
chosen. One of the ACF-196 quarterly reports reported administrative costs in excess of administrative cost limits.

Questioned Cost:
Noted $1,014,047 in excess of allowable limit charged to administrative costs on the ACF-196 quarterly financial
status report.

Cause:
Potential program expenses were charged as administrative costs and sufficient controls were not in place to ensure
administrative cost limits were not exceeded.

Effect:
Federal regulations were not followed and administrative costs of $1,014,047 were questioned.

Recommendation:

Management should amend the ACF quarterly financial status report to appropriately classify costs. If administrative
costs still exceed the allowable limit, management should reimburse the United States Department of Health and
Human Services.

Agency Response:

The Arkansas Department of Workforce Services (ADWS) has begun the search for program costs that were
misclassified as administrative costs. To date, reclassifications have been found that bring the amount in excess of
the administrative cost limit to only $177,225. Once the search is completed, the appropriate reclassifications are
made and the ACF quarterly financial status report is amended, any remaining administrative expense above the
allowable limit will be reimbursed to the United States Department of Health and Human Services.

ADWS has revised procedures and instructed financial and case management personnel to assure that program and

administrative costs are properly classified. Additionally, the effects upon the administrative limit of transfers to the
Child Care Development Fund will be fully analyzed before such transfers are recommended or approved.
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STATE OF ARKANSAS

CORRECTIVE ACTION PLAN

FOR THE YEAR ENDED JUNE 30, 2009

FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

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

Finding Number:
State/Educational Agency:
CFDA Number(s) and Program Title(s):

Federal Award Number(s):
Federal Award Year(s):

Compliance Requirement(s) Affected:
Type of Finding:

Anticipated Completions Date:

Contact Person:

09-810-01 (Continued)

Arkansas Department of Workforce Services
93.558 - Temporary Assistance for Needy Families
(TANF Cluster)

Y/E June 30, 2009
Administrative Cost Limits
Noncompliance and Significant Deficiency

May 15, 2010

Artee Williams

Director

Arkansas Department of Workforce Services
#2 Capitol Mall

Little Rock, AR 72201

(501) 682-2121
artee.williams@arkansas.gov
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