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FS-10-01 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 that procedures are in
place to ensure that computer program changes placed into production are adequately tested and authorized;
however, controls are insufficient to ensure adherence to those procedures.

In addition, developers of the Arkansas Integrated Revenue System also have the ability to update the production
databases and programs.

Failure to properly implement controls increases the risks of misappropriation of assets and misstatement of the
State’s financial records and financial statements.

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:

An automated software tool has been purchased and installed that requires a separation of duty assignments when
moving program changes through the testing phase and into the production system. This separation provides a
review and approval process by supervisors and managers that have not had access to change the program code.

The developer’s access to production databases and programs of the Arkansas Integrated Revenue System has
been removed. This access had been granted during the initial rollout of the software
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FS-10-02 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 previous audits, 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 risks of misappropriation of assets and misstatement of the
State’s financial records and financial statements.

The Treasurer of State indicated that they have been working on corrective procedures on this control deficiency
subsequent to the prior year audit. However, complete corrective action had not been taken as of June 30, 2010.

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

Management Response:

As of March 21, 2011, the Treasurer of State began using the vendors in the Arkansas Administrative Statewide
Information System (AASIS). These vendors are maintained by the Office of State Procurement in the Department
Finance and Administration. Requests for vendor additions or changes to existing vendors used by the Treasurer of
State require two authorized signatures on the request form provided to the Department of Finance and
Administration.
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FS-10-03 Security Access

Sound information systems standards specify that adequate controls should be in place to ensure that user access to
data is properly restricted to only those individuals required to perform their assigned job functions. The Department
of Finance and Administration (DFA) has a computer network that is used in their normal day-to-day operations as
well as the Arkansas Integrated Revenue System (AIRS). AIRS is an integrated tax software system that is used to
record various tax revenues (e.g. sales tax & income tax).

During our review of the information systems controls over DFA’s network and AIRS, we noted the following
deficiencies related to security access:

e Active users on DFA’s network could not be identified on a listing of current employees and contractors.
e Active users of AIRS could not be identified on a listing of current employees and contractors.
e AIRS users who had the ability to add and approve an adjustment in the system.

Failure to maintain proper internal controls over user access increases the risk of improper access to DFA’s network
and AIRS. Improper access to these systems could also result in misappropriation of assets and misstatement of the
State’s financial records and financial statements.

We recommend that DFA management strengthen controls to ensure user access to their various computer systems
is commensurate with the individual’s job requirements and do not violate proper segregation of duties.

Management Response:

The active users on DFA’s network not identified as current employees or consultants were removed effected March
9, 2011. A report of active users will be reviewed weekly by DFA Office of Information Services personnel and non-
current users will be deleted from or suspended in the system.

The three (3) active users of AIRS not identified as of March 11, 2011 have been removed from the system. A report
of active users will be reviewed weekly by DFA Office of Information Services personnel and non-current users will be
deleted from or suspended in the system.

The AIRS users who had the ability to add and approve an adjustment in the system have been identified and their
permissions have been changed.
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FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY

Finding Number: 10-645-01

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

Federal Award Number(s): Various

Federal Award Year(s): Various

Compliance Requirement(s) Affected: Other

Type of Finding: Control Deficiency

Criteria:

Sound information system controls dictate that access abilities be deactivated when a user retires or is terminated.

Condition and Context:
The audit testing indicated the following:

e 197 retired/terminated individuals were listed as active in the card entry software that controls
building access.

e 61 retired/terminated individuals had access abilities to the Spirit System, which is used to
administer the Women, Infants and Children federal program.

e 188 retired/terminated individuals had access abilities to Licenses and Services/Fees System.

Questioned Costs:
Unknown

Cause:
Agency management has not implemented adequate policies and procedures to ensure deactivation of an
individual’'s access abilities when a user is retired or terminated.

Effect:
This situation increases the risk of improper access to the ANSWER application and databases possibly resulting in
the following:

e Inappropriate creation, modification or disclosure of Agency data;
e Material misstatement in the Agency’s financial records and financial statements

e Potential for misappropriation

Recommendation:
We recommend the Agency improve policies and procedures to ensure user access ability is discontinued when an
individual is retired or terminated.

Views of Responsible Officials and Planned Corrective Actions:

ADH'’s procedures have been updated to reflect the following actions: an employee change/termination report will be
sent from Information Technology Services to Human Resources daily so necessary paper work to remove
individuals from ADH IT systems can be processed. Currently employees are removed from the Department’s internal
Common Customer system if they are not in the AASIS PCR table. This check is run daily. Human Resources will
route appropriate paperwork to Information Technology Services so that other data systems can be updated in a
timely manner.
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FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY (Continued)

Finding Number: 10-645-02

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

Federal Award Number(s): Various

Federal Award Year(s): Various

Compliance Requirement(s) Affected: Other

Type of Finding: Control Deficiency

Criteria:

Sound information system controls dictate a Continuity of Operations Plan (COOP) should be established, updated
and periodically tested to ensure that critical business processes can be restored in the event of an interruption.

Condition and Context:
A plan for the recovery/continuity of the IT Services’ operation has not been established. The test for the restoration
of the data and applications has not been conducted.

Questioned Costs:
Unknown

Cause:
IT Services has not dedicated the resources to develop and test a Disaster Recovery/Business Continuity Plan.

Effect:

The Arkansas Department of Health may not be able to provide essential services to clients or administer and
account for some federal programs in a timely manner due to computer processing being hindered because of a
disaster.

Recommendation:

We recommend IT Services management establish a business continuity plan. We also recommend IT Services
management periodically conduct the recovery test for its critical processes including the backup files and
applications restoration.

Views of Responsible Officials and Planned Corrective Actions:

The Department’s Information Technology Services office will update its portion of the ADH continuity plan by June
30, 2011. Information Technology Services conducted a recovery test of the WIC system on March 5, 2011. WIC
and ITS personal performed test on the recovered data and all results were positive.
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FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY (Continued)

Finding Number: 10-645-03

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

Federal Award Number(s): Various

Federal Award Year(s): Various

Compliance Requirement(s) Affected: Other

Type of Finding: Control Deficiency

Criteria:

Sound information system controls dictate that the information systems industry best practices should be followed to
ensure ADH network resources are adequately protected and updated.

Condition and Context:
We performed vulnerability scanning on computers located inside of the ADH network. The scanning indicated the
following:

e Operating systems and utilities have not been kept up-to-date.
e Identical or easily-guessed passwords have been used.
o Default passwords have not been changed.

e Unused services and ports have not been closed.

Questioned Costs:
Unknown

Cause:
The Agency had not adequately designed and implemented information systems industry best practices when
establishing and maintaining the network infrastructure.

Effect:
This situation increases the risk for unauthorized access to the Agency’s network devices and computers possibly
resulting in the following:

¢ Inappropriate creation, modification or disclosure of Agency data;
e Material misstatement in the Agency’s financial records and financial statements

e Potential for misappropriation

Recommendation:
We recommend Agency management implement adequate procedures and controls to ensure the network
infrastructure is properly protected.

Views of Responsible Officials and Planned Corrective Actions:

The Department’s Information Technology Services Office has corrected the problems with the WSUS server for
patch management. Patch management will run daily to update ADH hardware connected to the network. The old
device causing some of the password issues was removed from service and ITS will continue to look for and fix
devices with default and identical or easily guessed passwords. The FTP port that was no longer needed was
removed and all other ports are in currently in use. The ITS Office has instituted procedures to continually monitor
the use of ports, and will timely remove any ports not in service.
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FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY (Continued)

Finding Number: 10-710-01

State/Educational Agency(s): 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: Other

Type of Finding: Control Deficiency

Criteria:

Sound information systems controls dictate that disaster recovery plans be tested periodically to ensure critical
business processes can be restored in the event of an interruption.

Condition and Context:

Although the entity does have a formal, documented Business Continuity and Contingency Plan (BCCP) which, in
conjunction with Department of Information Systems’ (DIS) Disaster Recovery Plan, addresses all critical areas
necessary for the successful recovery from a disaster, the Agency plan has not been tested to ensure adequacy.
The BCCP is a collection of individual plans for mission critical divisions or offices within DHS. Testing of the BCCP
belonging to the divisions is not being performed on a scheduled basis.

Questioned Costs:
None

Cause:
Agency management has not developed and implemented a policy to require periodic testing of the BCCP.

Effect:
The Agency may not be able to provide essential services to clients or administer and account for some federal
programs in a timely manner due to computer processing being hindered because of a disaster.

Recommendation:
We recommend the BCCP be reviewed, tested, and updated with lessons learned and retested on a predetermined
basis to ensure uninterrupted client care can be supported.

Views of Responsible Officials and Planned Corrective Actions:

Applications critical to DCO operations for benefit delivery are ANSWER, ACES, and FACTS. These systems are
maintained at DIS and are tested as part of the DIS recovery exercise conducted off site at Sun Guard each year.
User network login, network authentication, shared network resources, electronic records, departmental workflow,
web enabled client intake and other departmental IT services are provided by the DHS Office of Systems Technology
(OST). The Departmental Systems Contingency plan is managed by OST and covers fail over processing for
systems in the event of a loss of communication with the host servers for each effected system.

Every DHS County Office has a Contingency Operations plan, in the event the local office is not accessible, that
names an alternate site operations. In the event automated systems are not available in the alternate sites, DCO’s
contingency plan for eligibility determination is to use manual processing with back up paper forms and tracking logs
for each county office affected. These manual forms are located in the local county offices with additional stocks
available at other locations for transport to county offices as necessary. Depending on the length of the outage the
county office will process the manual applications and update the automated systems once operational. If the outage
occurs during a critical month end processing window or the outage at the local office(s) is lengthy, the applications
are transported to another location to be input into the DCO systems. This decision is made by the Assistant Director
of Field Operations on a case by case basis. This process is “tested” at specific sites during on-going State/Federal
disasters such as floods, tornadoes, ice storms, etc.
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FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY (Continued)

Finding Number: 10-710-01 (Continued)

State/Educational Agency(s): 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: Other

Type of Finding: Control Deficiency

Views of Responsible Officials and Planned Corrective Actions (Continued):

The Division is working with Northrop Grumman and the DHS Director of Emergency Operations to conduct a table
top exercise on May 4, 2011 to test the Agency’s Business Continuity and Contingency Plan. The DHS Director of
Emergency Operations (DOE) is responsible for the HSEEP (Homeland Security Exercise Evaluation Program) and
will develop the exercise to ensure it meets all national requirements. The DHS DOE will also work with the Assistant
Director of Field Operations to re-emphasize the accuracy and quality of the current county Contingency Operations
plans. He will work with local county administrators on strengthening the county office plans and schedule a time this
summer to conduct a county office table top exercise.
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FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY (Continued)

Finding Number: 10-710-02

State/Educational Agency(s): Arkansas Department of Human Services

CFDA Number(s) and Program Title(s):  10.551 - Supplemental Nutrition Assistance Program
(SNAP Cluster)
93.558 - Temporary Assistance for Needy Families
(TANF Cluster)
93.767 - State Children’s Insurance Program
93.778 - Medical Assistance Program
(Medicaid Cluster)

Federal Award Number(s): Various

Federal Award Year(s): 2010

Compliance Requirement(s) Affected: Other

Type of Finding: Control Deficiency
Criteria:

Sound information systems controls dictate that user access to the ANSWER data should be restricted to only those
individuals required to perform their assigned job functions.

Condition and Context:
We noted the following user access issues:

e One terminated/inactive contractor Northrop Grumman employee with administrator rights to the
ANSWER databases.

¢ One user-id whose assignment was unknown with administrator rights to the ANSWER databases.

e 14 user-ids who are no longer employed or whose assignment is unknown with read rights to the
ANSWER databases.

e 18 terminated/inactive DHS employees are still granted with ANSWER user access.

o 10 terminated/inactive Division of Workforce Services employees are still granted with ANSWER
user access.

e One user with access not necessary to perform job function.

Questioned Costs:
None

Cause:
Agency management had not developed and implemented adequate controls over assignment and revocation of user
access abilities.

Effect:
Failure to maintain proper internal control over user access rights increases the risk of improper access to the
ANSWER application and databases possibly resulting in the following:

e Inappropriate creation, modification or disclosure of Agency data;
o Material misstatement in the Agency’s financial records and financial statements
e Potential for misappropriation

Recommendation:

We recommend the Agency implement controls to ensure terminated or retired employees are immediately removed
and user access abilities are commensurate with job requirements.
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FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY (Continued)

Finding Number: 10-710-02 (Continued)

State/Educational Agency(s): Arkansas Department of Human Services

CFDA Number(s) and Program Title(s):  10.551 - Supplemental Nutrition Assistance Program
(SNAP Cluster)
93.558 - Temporary Assistance for Needy Families
(TANF Cluster)
93.767 - State Children’s Insurance Program
93.778 - Medical Assistance Program
(Medicaid Cluster)

Federal Award Number(s): Various

Federal Award Year(s): 2010

Compliance Requirement(s) Affected: Other

Type of Finding: Control Deficiency

Views of Responsible Officials and Planned Corrective Actions:

DHS has implemented a process to notify security administrators of changes in status for DHS employees. A daily
report is generated listing all DHS staff with a change in status in AASIS. This daily report is used to terminate former
employees from network access. Once network access has been denied, it is not possible to access the ANSWER
system.

On March 1, 2011, DCO began a process in each Department outside of DHS to verify active users and terminate
unverified users. A report is sent to non-DHS locations at the beginning of each month listing all active users in DCO
systems. A designated person for each non-DHS location is required to verify that each user is still valid or make a
request for changes in user access, sign the validation document, and return it by the end of the month.

The Arkansas Department of Health and the Department of Workforce Services are our two largest non-DHS users.

Agreements are being prepared for them to supply their daily AASIS worker reports in lieu of the monthly security
reports. When these agreements are in place the monthly reports will cease for these two Departments.
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FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY (Continued)

Finding Number: 10-710-03

State/Educational Agency(s): Arkansas Department of Human Services

CFDA Number(s) and Program Title(s):  10.551 - Supplemental Nutrition Assistance Program
(SNAP Cluster)
93.558 - Temporary Assistance for Needy Families
(TANF Cluster)
93.767 - State Children’s Insurance Program
93.778 - Medical Assistance Program
(Medicaid Cluster)

Federal Award Number(s): Various

Federal Award Year(s): 2010

Compliance Requirement(s) Affected: Other

Type of Finding: Control Deficiency
Criteria:

Sound information system controls dictate that changes to the operating system software should be properly
authorized and tested before installing in the production environment.

Condition and Context:

The applications that maintain eligibility for various federal programs are hosted by the service provider, Department
of Information Systems. Inquiry indicated that the service provider has not implemented adequate controls over
changes to the operating system.

Questioned Costs:
None

Cause:
Agency management has not implemented adequate controls over changes to the operating system.

Effect:
Failure to maintain proper change controls over system software increases the risk of incorrect processing or
unauthorized access possibly resulting in inappropriate creation, modification or disclosure of Agency data.

Recommendation:
We recommend Agency management implement adequate controls to ensure changes to the operating system are
properly authorized and tested.

Views of Responsible Officials and Planned Corrective Actions:

DIS concurs with the above recommendation. Compliance with this recommendation is complete. DIS has
implemented software that monitors and reports all changes to the operating system software. The software logs
these changes. A technician reviews these logs to ensure that all changes were authorized and performed by the
appropriate personnel. Any unanticipated changes detected on the software will be promptly investigated by the
Security Division.
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FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY (Continued)

Finding Number: 10-710-04

State/Educational Agency(s): Arkansas Department of Human Services

CFDA Number(s) and Program Title(s):  10.551 - Supplemental Nutrition Assistance Program
(SNAP Cluster)
93.558 - Temporary Assistance for Needy Families
(TANF Cluster)
93.767 - State Children’s Insurance Program
93.778 - Medical Assistance Program
(Medicaid Cluster)

Federal Award Number(s): Various

Federal Award Year(s): 2010

Compliance Requirement(s) Affected: Other

Type of Finding: Control Deficiency
Criteria:

Sound information system controls dictate that changes to the firewall configuration should be properly authorized
and tested before installing in the production environment.

Condition and Context:

The applications that maintain eligibility for various federal programs are hosted by the service provider, Department
of Information Systems. Inquiry indicated that the service provider has adequate procedures for firewall configuration
change; however controls are inadequate to prevent or detect direct changes to the firewall configuration that bypass
those procedures.

Questioned Costs:
None

Cause:
Agency management has not developed and implemented adequate controls over changes to the firewall
configuration.

Effect:
Failure to maintain proper controls over firewall configuration could result in unauthorized access to network devices
possibly resulting in inappropriate creation, modification or disclosure of Agency data.

Recommendation:
We recommend Agency management install controls to ensure changes to firewall configuration are authorized and
tested.

Views of Responsible Officials and Planned Corrective Actions:

DIS concurs with the above recommendation. Compliance with this recommendation is complete. DIS has
implemented software that monitors and reports all changes to the hosted services firewall which protects the
ANSWER system. The software examines firewall changes on a daily basis and sends a log to a server that looks for
the permission document. If the permission document doesn’t exist, an alert is sent to the state network support lead
in network engineering and the security manager for resolution.

-12-
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U.S. DEPARTMENT OF AGRICULTURE

Finding Number: 10-645-04

State/Educational Agency(s): 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 and 2010

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

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 and Context:

The State’s disposition procedures do not comply with this requirement. A review of food instruments for two months
indicated that food instruments could have conflicting disposition information, for example, both redeemed and
voided. Such instances were not always fully investigated, documented and resolved by Agency personnel.

Questioned Costs:
Unknown

Cause:

Reports generated by SPIRIT, which is the federal program’s computer system, were not adequately designed to
provide accurate information that would enable the Agency to account for the disposition of all food instruments within
120 days of issuance. Additional computer programs and edits were designed and implemented by the Agency in an
attempt to mitigate the deficiencies of the software.

Effect:
The likelihood that an individual or vendor could in appropriately receive a benefit through a food instrument is
increased because food instruments are not properly accounted for.

Recommendation:

The Agency should continue to improve procedures which identify and document the ultimate disposition of every
food instrument within 120 days of issuance. Also, Agency personnel should investigate and provide adequate
support for food instruments with conflicting disposition information.

Views of Responsible Officials and Planned Corrective Actions:

WIC staff will generate a “Voided/Stolen but Redeemed Report” from the SPIRIT Management Information System
(MIS) on a monthly basis following running the “End of Month Report” from the SPIRIT MIS (usually 1 week after the
end of the calendar month). For checks listed on the report, check images will be printed from the Solutran banking
website.

Local health unit staff issuing WIC checks have been instructed to document in the participant’s file when any error in
issuance has been recognized. WIC staff will research each check in the SPIRIT system to see if there is existing
documentation on the checks in question. If no documentation exists in the participant file, WIC staff will notify the
appropriate Regional WIC Coordinator and/or the Local Health Unit Administrator to investigate the problem further.
Findings will be documented in the participant’s file and in the “Voided/Stolen but Redeemed Report.”

In an effort to reduce the number of voided yet redeemed checks, WIC Coordinators will continue to incorporate
proper procedures for voiding checks in routine clerical and Certified Professional Authority training. They will also
continue to train on how to properly document voided checks that have been given to participants by mistake. WIC
will work with the Center for Local Public Health to incorporate proficiency in this area in staff performance standards.
WIC Coordinators will be given copies of the monthly report so they can identify specific staff members who need
targeted training.

-13-
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U.S. DEPARTMENT OF AGRICULTURE (Continued)

Finding Number: 10-645-04 (Continued)

State/Educational Agency(s): 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 and 2010

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

Views of Responsible Officials and Planned Corrective Actions (Continued):

Summary:

The WIC State Office will generate a “Voided/Stolen but Redeemed Report” from the SPIRIT MIS on a monthly basis
following running the “End of Month Report” from the SPIRIT MIS (usually 1 week after the end of the calendar
month). Responsibility for the monthly preparation of this report as well as other reports related to check redemption
has been assigned to a staff position within the WIC Finance Section. A report accounting for disposition of all food
instruments will be submitted to the WIC Director for each 120 day monitoring period throughout the year. The
Director will review the report to assure that, in accordance with 7 CFR 246.12(q), the Program is accounting for the
disposition of all food instruments within 120 days of the food instrument’s first valid date for participant use. The WIC
Director, in collaboration with the Center for Local Public Health, will assure that an ongoing system to monitor
progress in reducing the incidence of issued and redeemed checks is established and that targeted training for staff
who are not following proper procedures for check issuance is provided. We will monitor the system for any system
errors and take corrective actions as needed.
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U.S. DEPARTMENT OF AGRICULTURE (Continued)

Finding Number: 10-710-05

State/Educational Agency(s): Arkansas Department of Human Services

CFDA Number(s) and Program Title(s):  10.551 - Supplemental Nutrition Assistance Program
(SNAP Cluster)

Federal Award Number(s): 0579231 and 0513553

Federal Award Year(s): 2010

Compliance Requirement(s) Affected: Reporting

Type of Finding: Material Noncompliance and Material Weakness
Criteria:

Federal regulations 7 CFR 274.4(a) and 274.4(b) require the Agency to account for all benefit issuances through a
reconciliation process and to submit a FNS-46, Issuance Reconciliation Report to the Food and Nutrition Service no
later than 90 days following the end of the report month. The report is a reconciliation of the benefits issued with the
State’s Master Issuance File of eligible households including unreconciled issuances.

Condition and Context:
The Agency failed to reconcile the benefits issued with the State’s Master Issuance File before submitting the FNS-46
report to the federal grantor for the period October 2009 through June 2010.

Questioned Costs:
Unknown

Cause:
Agency employees responsible for filing the FNS-46 have not been properly informed and trained on the reporting
requirements and have not be properly supervised by Agency management.

Effect:
Failure to reconcile the benefits issued with the State’s Master Issuance File of eligible households could lead to
inaccurate reporting to the federal grantor agency.

Recommendation:
We recommend the Agency develop procedures to ensure the reconciliation supporting the FNS-46 report is
accurate, complete, and reviewed adequately by the supervisor.

Views of Responsible Officials and Planned Corrective Actions:

The Agency disagrees with this finding because unknown to the auditor, this reconciliation process was transferred
from one Agency Division to another in October 2009 in anticipation of the EBT Contractor conversion. This process
reconciles the authorized benefits issued by Agency’s State Master Issuance File reports, ACES FS-147, to the
authorizations received by the EBT contractor, FIS-Edge, before submitting the FNS-46. Currently this process is
performed in a Division capable of responding to any variance with research and corrective action. In light of this
information, we respectfully disagree with this finding and the opinion that a material noncompliance and material
weakness exists for the condition stated. No Corrective Action Plan needed.
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U.S. DEPARTMENT OF AGRICULTURE (Continued)

Finding Number: 10-710-06

State/Educational Agency(s): Arkansas Department of Human Services

CFDA Number(s) and Program Title(s):  10.551 - Supplemental Nutrition Assistance Program
(SNAP Cluster)

Federal Award Number(s): 0579231 and 0513553

Federal Award Year(s): 2009 and 2010

Compliance Requirement(s) Affected: Special Tests and Provisions - Electronic Benefits Transfer (EBT)
Reconciliation

Type of Finding: Significant Deficiency

Criteria:

In accordance with federal regulations at 7 CFR 274.12, the Agency is required to have a system in place to reconcile
the funds entering into, exiting from, and remaining in the Electronic Benefit Transfer system each day with the
State’s benefit account with the U.S.Treasury and EBT contractor records.

Condition and Context:
The Agency did not have adequate controls related to the EBT Reconciliation to prevent and detect errors from
occurring in the reconciliation by investigating and resolving variances.

Questioned Costs:
Unknown

Cause:
The accounting staff was not appropriately trained and supervised to identify and investigate discrepancies in the
reconciliation.

Effect:
Failure to properly perform the EBT Reconciliation could result in inaccurate amounts and unexplained variances
including federal funds drawn down in excess of authorized benefit transactions.

Recommendation:

We recommend the Agency establish adequate controls, including training and supervision, to ensure that the
information in the reconciliation is complete and accurate and that the variances are identified and resolved in a
timely manner.

Views of Responsible Officials and Planned Corrective Actions:

A newly designed reconciliation worksheet was created and implemented that strengthens internal controls and
reconciles the funds entering into, exiting from, and remaining in the Electronic Benefit Transfer system each day with
the State’s benefit account with the U.S. Treasury and EBT contractor records. The reformatted reconciliation was
concurrent with the Contractor conversion date and to date no variances have occurred except the usual timing
differences. Additional employee and supervisor training has been conducted.
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2010

U.S. DEPARTMENT OF DEFENSE

Finding Number: 10-975-01

State/Educational Agency(s): Arkansas State Military Department

CFDA Number(s) and Program Title(s): = 12.401 - ARRA - National Guard Military Operations and
Maintenance (O&M) Projects

Federal Award Number(s): W912JF-09-2-9031

Federal Award Year(s): 2010

Compliance Requirement(s) Affected: Davis-Bacon Act

Type of Finding: Noncompliance and Control Deficiency
Criteria:

As required by Section 1606 of ARRA and 2 CFR part 176, Subpart C, non-federal entities and contractors are
required to comply with the requirements of the Davis-Bacon Act by paying laborers and mechanics wages at rates
not less than those prevailing on projects of a character similar in the locality as determined by the Secretary of
Labor.

Condition and Context:

Through inquiry and testing, we determined that the Agency was not adequately informing contractors about the
requirements of the Davis-Bacon Act; and therefore, the Agency was not receiving the proper documentation to
comply with the Davis-Bacon Act requirements. Due to a special exemption, the Agency is not required to comply
with the Davis-Bacon Act for non-ARRA construction projects. Due to this special exemption, it appears that the
Agency was not prepared to comply with the Davis-Bacon Act requirements for ARRA contracts. $9,797,558 of the
$12,830,000 ARRA grant was expended in the 2010 State fiscal year.

Questioned Costs:
None

Cause:

The staff did not have a complete understanding of the requirements of the Davis-Bacon Act. None of the
construction contracts required contractors to comply with the Davis-Bacon Act; and therefore, the Agency did not
receive payroll documentation as required by the Davis-Bacon Act in relation to ARRA contracts.

Effect:

The Agency’s lack of understanding of the Davis-Bacon Act requirements caused the Agency to exclude Davis-Bacon
act requirements from their construction contracts which in turn caused a lack of documentation concerning the wage
rates paid to contractor employees performing ARRA funded projects.

Recommendation:
We recommend the Agency properly train their program staff to implement the requirements of the Davis-Bacon Act
when they are required to apply them to applicable projects.

Views of Responsible Officials and Planned Corrective Actions:

All Agency personnel and vendors have been retrained on the requirement to comply with the Davis-Bacon Act, and
that it is a condition of contract award in reference to all Stimulus Act projects. We have incorporated that
requirement in to all contract specifications and have designated personnel collecting payroll data from contractors to
insure compliance with all the requirements of Davis-Bacon. WH247's are on file with the agency for the stimulus
project contracts and personnel have been trained on the reporting of data to CAFR.
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2010

U.S. DEPARTMENT OF EDUCATION

Finding Number: 10-160-01

State/Educational Agency(s): University of Arkansas at Pine Bluff

CFDA Number(s) and Program Title(s): = 84.038 - Federal Perkins Loan Program_Federal Capital
Contributions

Federal Award Number(s): N/A

Federal Award Year(s): 2010

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Control 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 IV, 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 cohort
default rate under the Federal Perkins Loan Program 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 and Context:

Part Il of the University’s Fiscal Operations Report and Application to Participate (FISAP) was obtained and the
cohort default rate, a key line item, was examined. The University’s current year cohort default rate was 47%. 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
included in the calculation. The University reported that nine of nineteen borrowers who had entered repayment
status 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.

Views of Responsible Officials and Planned Corrective Actions:

The university’s high default rate is due, in large part, to the small number of borrowers as the university does not
offer new loans to students and is liquidating the Federal Perkins Loan Program by assigning all loans to the U.S.
Department of Education. The small number of borrowers also causes wide fluctuations in the default rate.

From July 1, 2009 through June 30, 2010 the U.S. Department of Education accepted assignments for 517 borrowers
leaving 262 borrowers. Of the 262 borrowers, 175 had been referred to the U.S. Department of Education for
assignment but not yet accepted.

The university utilizes the services of an outside agency, Campus Partners, to service the loan portfolio and insure
timely billing and due diligence for all remaining outstanding borrowers. Efforts continue to fully liquidate the
program.
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2010

U.S. DEPARTMENT OF EDUCATION (Continued)

Finding Number: 10-500-01

State/Educational Agency(s): Arkansas Department of Education

CFDA Number(s) and Program Title(s): = 84.027 - Special Education_Grants to States
84.173 - Special Education_Preschool Grants
84.391 - ARRA - Special Education Grants to States
84.392 - ARRA - Special Education - Preschool Grants

Federal Award Number(s): HO027A070018A; H027A080018A; H027A090018; H173A070021;
H173A080021; H173A090021; H391A090018A; H392A090021A

Federal Award Year(s): 2008, 2009 and 2010

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

Type of Finding: Noncompliance and Significant Deficiency

Criteria:

In accordance with 34 CFR 300.705, the Agency is required to allocate any funds under this program that the State
Education Agency (SEA) does not retain for administration and other State-level activities to eligible LEAs (Local
Education Agencies) in the State. An SEA must distribute to each eligible LEA the amount the LEA would have
received from the fiscal year 1997 appropriation if the State had distributed 75 percent of its grant for that year to
LEAs. The SEA must then distribute (a) 85 percent of any remaining funds to those agencies on the basis of the
relative numbers of children enrolled in public and private elementary and secondary schools within the Agency’s
jurisdiction and (b) 15 percent of any remaining funds to those agencies in accordance with their relative numbers of
children living in poverty, as determined by the SEA. Also, 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.

Condition and Context:

The Agency complied with all required minimum and maximum allocation amounts. However, based upon the
Agency’s usage of Special Education_Preschool Grant funds, it was noted that $1,069,094, $1,069,094 and
$1,108,172 for grant years 2008, 2009 and 2010, respectively, were not allocated to LEAs in accordance with the
census (85%) and poverty (15%) distribution method, as stipulated by the program regulations, but instead were
based on another method. Additionally, there was no review, testing or approval by a Special Education supervisor
or other knowledgeable personnel of allocation worksheets used to distribute federal funds.

Questioned Costs:
Unknown

Cause:

The Agency did not adhere to the maximum thresholds that they had established for State-level (discretionary)
activities. Appropriate documentation supporting the actual amounts allocated and distributed to LEAs was not
readily available to auditors, and there was an inadequate review of the calculations related to Special Education
funds.

Effect:
Inaccurate data or inappropriate allocation could result in an improper payment to an LEA.

Recommendation:

We recommend the Agency strengthen controls to ensure that documentation supporting the components of the
allocation formulas be retained and available for audit purposes and that knowledgeable Agency personnel
adequately review, test and approve allocation worksheets used to distribute federal funding to LEAs.
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2010

U.S. DEPARTMENT OF EDUCATION (Continued)

Finding Number: 10-500-01 (Continued)

State/Educational Agency(s): Arkansas Department of Education

CFDA Number(s) and Program Title(s): = 84.027 - Special Education_Grants to States
84.173 - Special Education_Preschool Grants
84.391 - ARRA - Special Education Grants to States
84.392 - ARRA - Special Education - Preschool Grants

Federal Award Number(s): HO027A070018A; H027A080018A; H027A090018; H173A070021;
H173A080021; H173A090021; H391A090018A; H392A090021A

Federal Award Year(s): 2008, 2009 and 2010

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

Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Actions:

The State Education Agency (SEA) will strengthen controls to ensure that documentation supporting the components
of the allocation formulas will be retained and available for audit purposes and that knowledgeable Agency personnel
adequately review, test and approve allocation worksheets used to distribute federal funding to LEAs (Local
Education Agencies). If the SEA continues to distribute State-level activities funds as pass-through funds to eligible
LEAs in the State, the SEA will distribute to each eligible LEA (a) 85 percent of these funds to those agencies on the
basis of the relative numbers of children enrolled in public and private elementary and secondary schools within the
Agency’s jurisdiction and (b) 15 percent of the funds to those agencies in accordance with their relative numbers of
children living in poverty, as determined by the SEA.
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2010

U.S. DEPARTMENT OF EDUCATION (Continued)

Finding Number: 10-500-02

State/Educational Agency(s): Arkansas Department of Education

CFDA Number(s) and Program Title(s): = 84.027 - Special Education_Grants to States
84.173 - Special Education_Preschool Grants
84.391 - ARRA - Special Education Grants to States
84.392 - ARRA - Special Education - Preschool Grants

Federal Award Number(s): H027A070018A; H027A080018A; H027A090018; H173A070021;
H173A080021; H173A09002; H391A0900018A; H392A0900021A

Federal Award Year(s): 2009 and 2010

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Control Deficiency

Criteria:

In accordance with 34 CFR sections 300.645(a), (c), and (e), the Agency is required to (1) establish procedures to be
used by LEAs and other educational institutions in counting the number of children with disabilities receiving special
education and related services; (2) obtain certification from each agency and institution that an unduplicated and
accurate count has been made; and (3) ensure that documentation is maintained that enables the State and the
Secretary to audit the accuracy of the count.

Condition and Context:
From a sample of 25 LEAs, the Agency was unable to provide the required certifications from 2 school districts that
student data was reported accurately.

Questioned Costs:
Unknown

Cause:
The necessary documentation was typically submitted by the LEAs; however, the Agency had not implemented a
control to specifically review and verify that compliance with the requirement had been met.

Effect:
Inappropriate or inaccurate student counts could result in an LEA receiving an improper allocation or distribution of
federal funds.

Recommendation:
We recommend the Agency strengthen internal controls related to data submission by the LEAs to ensure that LEAs
certify the accuracy of the data submissions and that such certifications be obtained and retained for audit purposes.

Views of Responsible Officials and Planned Corrective Actions:

The Agency will strengthen internal controls related to data submission by the LEA’s to ensure that LEA’s certify the
accuracy of the data submissions and that such certifications will be obtained and retained by SEA for audit
purposes. If the Certification of Data Accuracy Form is not received within one week of the due date, the staff of the
Arkansas Public School Computer Network will contact the LEA Superintendent and request the form. Once
received, forms will be copied and placed in a file and retained for audit purposes.
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2010

U.S. DEPARTMENT OF EDUCATION (Continued)

Finding Number: 10-520-01

State/Educational Agency(s): 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): H126A100003
Federal Award Year(s): 2010
Compliance Requirement(s) Affected: Reporting
Type of Finding: Material Noncompliance and Material Weakness

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 (SEFA) 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 and Context:
Arkansas Rehabilitation Services (ARS) incorrectly reported expenditures on the SEFA. Vocational
Rehabilitation_Grants to States for FFY2010 was overstated by $8,510,080.

Questioned Costs:
Expenditures reported on the SEFA exceeded expenditures on the Quarterly Federal Financial Reports by
$8,510,080.

Cause:
For Vocational Rehabilitation grants issued on or after October 1, 2010, the required quarterly reporting form changed
from the Financial Status Report (SF-269) to the Federal Financial Report (SF-425). Management of ARS did not
have procedures in place to ensure expenditures reported on the SF-425 agreed to expenditures reported on the
SEFA.

Effect:
Inaccurate reporting could jeopardize future awards.

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 SEFA.

Views of Responsible Officials and Planned Corrective Actions:

ARS Response: The SF-425 defines federal expenditures as federal cash draws instead of actual expenditures as
reportable on the older SF-269. The agency continued to report calculated federal expenditures and not cash draws
and carried this to the SEFA. We immediately changed procedures when this was noted by the Legislative Audit staff.
The SEFA has been corrected. All future SEFAs will be prepared based on SF-425 reporting.
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2010

U.S. DEPARTMENT OF EDUCATION (Continued)

Finding Number: 10-520-02

State/Educational Agency(s): 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; H126A100003
Federal Award Year(s): 2009 and 2010
Compliance Requirement(s) Affected: Activities Allowed or Unallowed; Allowable Costs/Cost Principles
Type of Finding: Noncompliance and Significant Deficiency

Criteria:

Federal guidance at 2 CFR 225 Appendix A section C(1)(a) states that costs charged to federal awards must be
necessary and reasonable for proper and efficient performance and administration of the awards. In addition, section
E(2)(a) states that typical direct costs chargeable to federal awards include compensation of employees for the time
devoted and identified specifically to the performance of those awards.

Condition and Context:

At June 30, 2010, Arkansas Rehabilitation Services had 488 employees and each employee’s compensation cost
was allocated to an internal order based on their position and job duties. Each internal order is assigned to a federal
program for reporting and reimbursement of program costs. Our review revealed compensation costs for two (2) of
fifteen (15) employees totaling $35,408 were allocated to the wrong internal order and should not have been charged
directly to the federal program based on the employee’s position and job duties assigned.

Questioned Costs:
Total compensation costs of $35,408 were allocated to the wrong internal order and incorrectly charged to the federal
program.

Cause:
Positions and job duties of personnel were not adequately reviewed by management for appropriate assignment to
federal programs.

Effect:
Failure to accurately report personnel compensation costs to appropriate federal programs could jeopardize future
awards.

Recommendation:
We recommend the Agency develop procedures to ensure only compensation for personnel assigned to federal
programs are allocated to federal awards.

Views of Responsible Officials and Planned Corrective Actions:

One employee was coded to an incorrect program coding combination. This has been corrected to charge these
costs to the proper funding source. Another employee was coded to the Vocational Rehabilitation program but was
required to provide substitute coverage in the Commissioner's Office (indirect cost) in the absence of the
administrative assistant. The costs associated with this function will be adjusted to the indirect cost pool based on
actual hours provided to the Commissioner’s Office. The questioned costs have been adjusted out of the Vocational
Rehabilitation program either by payroll recalculation to an appropriate program or by direct adjustment to the
reporting. The agency has developed a time sheet procedure and a review/certification process to properly associate
personnel with the proper program coding.
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2010

U.S. DEPARTMENT OF EDUCATION (Continued)

Finding Number: 10-520/710-01

State/Educational Agency(s): Arkansas Department of Workforce Education - Arkansas
Rehabilitation Services and Arkansas Department of Human
Services

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

Federal Award Number(s): H126A100003; H126A100004

Federal Award Year(s): 2010

Compliance Requirement(s) Affected: Activities Allowed or Unallowed; Allowable Costs/Cost Principles

Type of Finding: Noncompliance and Significant Deficiency

Criteria:

Federal guidance at 34 CFR 80.20(b)(2) and 80.20(b)(6) require the State to maintain records and source
documentation for information pertaining to grant awards and authorizations, obligations, unobligated balances,
assets, liabilities, expenditures, and income.

Additional federal regulations at 34 CFR 80.41 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.

Condition and Context:

Arkansas Rehabilitation Services (ARS) and the Arkansas Department of Human Services (DHS) are two Agencies
receiving grants under the Vocational Rehabilitation Cluster. These Agencies maintain case files to support
vocational rehabilitation services and aid provided to clients. Our review of twenty-four (24) case files of ARS and six
(6) case files of DHS revealed that nine (9) of the files did not contain invoices to support authorizations for payment.
ARS had fourteen (14) payments totaling $8,196 that did not have proper supporting documentation and DHS had
fifteen (15) payments totaling $25,097. Due to the number and amount of exceptions, the actual cost of
noncompliance could be substantial.

An additional sample of 190 active case files from the ARS case management system, Arkansas Rehabilitation
Integrated Management Information System (ARIMIS), revealed 99 files had not been updated to reflect the
appropriate status of each of the cases and 3 files could not be located in the field offices.

Questioned Costs:
Expenditures totaling $33,293 did not have proper supporting documentation.

Cause:

Counselors and administrative staff of both Agencies were not adequately trained and disbursements were not
reviewed to ensure that proper documentation was maintained in case files. Additionally, ARS 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 the system and the file status was not properly reviewed by the
District Managers.

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. Failure to maintain supporting
documentation for expenditures made on behalf of clients could lead to misappropriation of funds and inaccurate
reporting of client case costs which could jeopardize future awards.
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2010

U.S. DEPARTMENT OF EDUCATION (Continued)

Finding Number: 10-520/710-01 (Continued)

State/Educational Agency(s): Arkansas Department of Workforce Education - Arkansas
Rehabilitation Services and Arkansas Department of Human
Services

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

Federal Award Number(s): H126A100003; H126A100004

Federal Award Year(s): 2010

Compliance Requirement(s) Affected: Activities Allowed or Unallowed; Allowable Costs/Cost Principles

Type of Finding: Noncompliance and Significant Deficiency

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

Views of Responsible Officials and Planned Corrective Actions:

ARS Response: Agency policy required that invoices be files in the case record. The questioned costs of $33,293
are based on a review of the contents of the case records. The review apparently did not extend to the accounts
payable case cost records that support the disbursement. Copies of the invoices have been provided to the
Legislative Audit for review and to the Field program for filing in the case records.

The agency recognizes that ARIMIS had an inherent deficiency that caused problems in updating cases. ARS has
implemented a new case management system (System 7), which has addressed this deficiency. Currently, System 7
has developed a software program that will alert counselors and district managers to any cases that have not been
updated or have been open since 2006. All red alerts are receiving immediate updates. The projected
noncompliance of $1,607,798 is a total of the case cost associated with the cases not updated. However, all of these
cases meet the eligibility requirements of the Rehabilitation Act and all service expenditures were incurred according
to the employment plan. There is no determination of liability or of costs being disallowed when a case plan is
interrupted or suspended, the counselor has lost contact with the client, or if the counselor fails to update the status of
a case.

DHS Response: For the DHS Division of Services for the Blind, analysis of the $25,097 in undocumented costs
revealed a) some costs that were documented elsewhere in the case file and misfiled, b) some documents that, by
policy, pair with fee schedules to legitimately substitute for the required documentation, but c) the majority of the
questioned costs showed staff misunderstanding of the process. Each of the errors have been identified to staff,
directives issued and training scheduled. Follow up for verification of change in practice will be done by quarterly
team review.
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2010

U.S. DEPARTMENT OF EDUCATION (Continued)

Finding Number: 10-520/710-02

State/Educational Agency(s): Arkansas Department of Workforce Education - Arkansas
Rehabilitation Services and Arkansas Department of Human
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; H126A100003; H126A090004; H126A100004

Federal Award Year(s): 2009 and 2010

Compliance Requirement(s) Affected: Program Income

Type of Finding: Noncompliance and Significant Deficiency

Criteria:

The U. S. Department of Education — Rehabilitation Services Administration (USDOE — RSA) issued Policy Directive
10-03 with instructions for completing the new Quarterly Financial Reports (SF425). These instructions along with 34
CFR 361.63 state that program income is considered earned when it is received and should be reported as of the end
of the reporting period.

34 CFR 80.21(f)(2) requires grantees to disburse program income, rebates, refunds, contract settlements, audit
recoveries, and interest earned from these activities before requesting additional cash payments.

Condition and Context:

Arkansas Rehabilitation Services (ARS) and the Arkansas Department of Human Services (DHS) did not accurately
report program income earned as of the end of each reporting period. ARS and DHS received program income for
fiscal year ending June 30, 2010 totaling $1,095,024 and $33,299, respectively. Program income amounts reported
by the Agencies were $769,699 and $0, resulting in differences of $325,326 and $33,299.

Additionally, as of June 30, 2010, ARS had a combined cash and treasury balance totaling $938,989, which
consisted of program income received, that had not been disbursed before requesting additional cash payments.

Questioned Costs:
Program income received by ARS and DHS-DSB exceeded amounts reported by $325,326 and $33,299,
respectively. ARS program income not disbursed before requesting additional cash payments totaled $938,989.

Cause:

ARS and DHS-DSB employees responsible for preparing the reports were not adequately trained on the reporting
requirements and the agencies did not have procedures to ensure that reports were properly reviewed for accuracy
and completeness.

Effect:
Inaccurate reporting and noncompliance with program requirements could jeopardize future awards.

Recommendation:
We recommend the agencies develop procedures to ensure that amounts received as program income are properly
reported and disbursed in accordance with program requirements.

Views of Responsible Officials and Planned Corrective Actions:

ARS Response: The agency failed to note the application of 34 CFR 80.21(f)(2) with the change over from the SF-
269 to the SF-425 federal report. During a meeting regarding this issue with the Legislative Audit, agency staff
outlined controls designed to properly report the recognition of program income, especially on interim reports and
controls designed to comply with the provisions of 34 CFR 80.21(f)(2). The actual application of these controls will be
the subject of subsequent audits. The controls and procedures discussed and implemented are as follows:
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2010

U.S. DEPARTMENT OF EDUCATION (Continued)

Finding Number: 10-520/710-02 (Continued)

State/Educational Agency(s): Arkansas Department of Workforce Education - Arkansas
Rehabilitation Services and Arkansas Department of Human
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; H126A100003; H126A090004; H126A100004

Federal Award Year(s): 2009 and 2010

Compliance Requirement(s) Affected: Program Income

Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Actions (Continued):

(1) Program income earned is reported using fund 1190100 (Non-AASIS House bank) instead of NRS0002
(Treasury Cash Fund). This change properly states program income as it is received and deposited in the
bank instead of waiting until it is transferred to the Treasury. In addition, program income is currently being
deposited in the Treasury ARS Paying Fund where the funds can be expensed immediately on a first-dollar
basis.

(2) The ARS Finance Department contacted Rehabilitation Services Administration (RSA) regarding revising the
SF-425 for the period ending June 30, 2010. RSA advised ARS not to revise the interim report but to ensure
that the final is correctly stated.

(3) The Arkansas Career Training Institute is transferring funds from the Hot Springs bank account on a more
frequent basis (weekly) to expend the funds as rapidly as possible to comply with the provisions of 34 CFR
80.21(f)(2).

(4) The ARS Finance Department executed expense error corrections to charge program income for costs
previously charged to the operational paying account.

DHS Response: Analysis of reports submitted indicated staff misunderstanding of proper completion of new SF 425
report regarding program income versus historical SF 269 report. Staff at both the division and department level have
reviewed instructions and demonstrated knowledge of proper reporting. Follow up will be done by DSB Director to
ensure compliance quarterly and annually.
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STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2010

U.S. DEPARTMENT OF EDUCATION (Continued)

Finding Number: 10-520/710-03

State/Educational Agency(s): Arkansas Department of Workforce Education - Arkansas
Rehabilitation Services and Arkansas Department of Human
Services

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

84.390 - ARRA - Rehabilitation Services_Vocational Rehabilitation
Grants to States
(Vocational Rehabilitation Cluster)

Federal Award Number(s): H126A100003; H126A100004; H390A090004A
Federal Award Year(s): 2009 and 2010

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

Federal regulations at 34 CFR 80.41 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). The Quarterly Cumulative
Caseload Reports (RSA-113) and the Quarterly Financial Reports (SF-269 and SF-425) are due 30 days after the
end of the quarter for the 18t 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 and Context:

The Arkansas Department of Human Services (DHS) did not submit the September 2009 Quarterly Financial Reports
(SF-269 and SF-425) for the FFY2009 Vocational Rehabilitation grant or the September 2009, December 2009, and
March 2010 reports for the Vocational Rehabilitation American Recovery and Reinvestment Act grant in accordance
with applicable federal due dates.

The RSA-113 report for September 2009 and the RSA-911 report for September 2010 were not submitted timely by
Arkansas Rehabilitation Services (ARS).

Questioned Costs:
None

Cause:

ARS did not have proper internal controls to ensure information entered and retrieved from the case management
system, Arkansas Rehabilitation Integrated Management Information System (ARIMIS) was accurate and complete.
Manual adjustments necessary to correct information obtained from the system resulted in delays in reporting.

At DHS, the expenditure verification process resulted in processing delays and reporting personnel were not
adequately trained on program reporting requirements.

Effect:
Failure to submit required reports by applicable due dates could jeopardized future awards.

Recommendation:

We recommend the Agency develop procedures to ensure client information maintained in the case management
system is accurate and complete. Review processes should be efficient and Agency staff should be adequately
trained on reporting requirements. All required reports should be submitted to RSA by applicable due dates.

Views of Responsible Officials and Planned Corrective Actions:

ARS Response: ARS has experienced ongoing problems with the accuracy of data in required case management
reports from the Arkansas Rehabilitation Integrated Management Information System (ARIMIS). The problems
resulted in delays in certain federal case management reports. The delays were the result of the time necessary to
make corrections of errors and anomalies required in order to submit the reports. In order to alleviate these problems
ARS contracted for new case management software, System 7, from Libera, Inc. The new System 7 came on line
October 22, 2010. The new software system will alleviate the problem of the reports being late.
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Finding Number:
State/Educational Agency(s):

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

Federal Award Number(s):

Federal Award Year(s):

Compliance Requirement(s) Affected:
Type of Finding:

10-520/710-03 (Continued)

Arkansas Department of Workforce Education - Arkansas
Rehabilitation Services and Arkansas Department of Human
Services

84.126 - Rehabilitation Services_Vocational Rehabilitation Grants
to States

84.390 - ARRA - Rehabilitation Services_Vocational Rehabilitation
Grants to States

(Vocational Rehabilitation Cluster)

H126A100003; H126A100004; H390A090004A

2009 and 2010

Reporting

Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Actions: (Continued)
The Rehabilitation Services Administration was informed in advance in both cases when the reports were late. There
were no funding or programmatic consequences due to the reports being late.

DHS Response: DHS-DSB has reviewed the expenditure verification process with DHS finance staff to eliminate
processing delays and participated in mutual training to ensure staff of both entities understand the methodology for

timely and accurate reporting.
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U.S. DEPARTMENT OF EDUCATION (Continued)

Finding Number: 10-700-01

State/Educational Agency(s): Arkansas Department of Higher Education

CFDA Number(s) and Program Title(s): 84.367 - Improving Teacher Quality State Grants

Federal Award Number(s): S$367B08004; S367B090004

Federal Award Year(s): 2008 and 2009

Compliance Requirement(s) Affected: Matching, Level of Effort, Earmarking; Period of Availability of
Federal Funds

Type of Finding: Noncompliance and Control Deficiency

Criteria:

In accordance with 34 CFR 80.20, the Agency is required to maintain financial management systems that maintain
records which adequately identify the source and application of funds provided. Additionally, the A-102 Common
Rule, which the USDE codified as 34 CFR 80, requires that all entities receiving federal awards establish and
maintain internal control designed to reasonably ensure compliance with federal laws, regulation, and program
compliance requirements.

Condition and Context:
Financial transactions of the Agency are recorded in the Arkansas Administrative Statewide Information System
(AASIS); however, the Agency was unable to track expenditures by grant award.

Questioned Costs:
Unknown

Cause:
The use of unique accounting codes for each federal grant was not adopted by Agency management.

Effect:
Without proper policies governing federal expenditure coding in the accounting system, the Agency has no
mechanism to properly monitor and track grant expenditures.

Recommendation:
We recommend the Agency establish internal controls, including following State recommended guidelines regarding
the use of WBS elements in the State’s accounting system.

Views of Responsible Officials and Planned Corrective Actions:

ADHE has established internal controls, including following State recommended guidelines regarding the use of WBS
elements in the State’s accounting system. New WBS elements have been established for each Federal award
number for the Improving Teacher Quality State Grants.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES

Finding Number: 10-700-02

State/Educational Agency(s): Arkansas Department of Higher Education

CFDA Number(s) and Program Title(s): 93.558 - Temporary Assistance for Needy Families
(TANF Cluster)

Federal Award Number(s): #G-1002ARTANF

Federal Award Year(s): 2010

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

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

Section 15.b(1) of OMB Circular A-87 states that capital expenditures for general purpose equipment, buildings, and
land are unallowable as direct charges, except where approved in advance by the awarding agency.

Condition and Context:
In fiscal year 2010, the Department of Higher Education made three equipment purchases totaling $12,793 for two
cubicles and an LCD monitor that were not approved in advance by the federal awarding agency.

Questioned Costs:
$12,793

Cause:
There was a lack of understanding regarding the allowability of equipment purchases by management.

Effect:

The Department of Health and Human Services, through any primary grantees, 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 Agency is not in compliance with the requirements established.

Recommendation:
We recommend the Agency review the necessary federal regulations and codes defining activities and costs which
are allowed and unallowed and train staff accordingly.

Views of Responsible Officials and Planned Corrective Actions:

ADHE is conducting training to develop awareness of all OMB Circulars for all ADHE/CPI staff. We are working with
Arkansas Department of Human Services to develop and implement a system for reporting and securing approval for
all purchases over $5000.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 10-710-07

State/Educational Agency(s): Arkansas Department of Human Services

CFDA Number(s) and Program Title(s): 93.558 - Temporary Assistance for Needy Families
(TANF Cluster)

Federal Award Number(s): #G-401ARTANF; #G-0501ARTANF

Federal Award Year(s): 2004 and 2005

Compliance Requirement(s) Affected: Cash Management

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

Section 8.4.2 of the Amended Treasury-State Agreement for fiscal year 2010 states that for each refund, the State
shall maintain information identifying: (1) date a refund is credited to a State account, (2) date of the subsequent
deposit of federal funds against which the refund is offset, and (3) amount of the refund.

TANF Program Instruction No.TANF-ACF-PI-2000-2 requires that states maintain documentation for all recovered
overpayments. At a minimum, such documentation should include the period to which the overpayment applied, the
program type (AFDC or TANF), the distribution methodology on the recoveries between federal TANF and State
maintenance of effort (MOE) funds, and identification of the expenditures for which overpayment recoveries were
subsequently used, by federal TANF and State MOE source.

Condition and Context:

$508,194 in deposits of unidentified client overpayments from an unknown period were allowed to accumulate in
State treasury accounts without being applied to grant expenditures untii December 22, 2009, when they were
deposited into the EBT account for use toward cash assistance expenditures. While the Program Instructions do not
specify a time period in which these client overpayments must be used, they do require the Agency to maintain
appropriate documentation about the overpayments. Documentation was not maintained by the Agency.

Questioned Costs:
None

Cause:
Lack of appropriate procedures in place to document and apply the receipts collected from TANF overpayment
collections reflects a weakness in internal control over cash management.

Effect:
Failure to comply with cash management requirements could cause excessive cash balances to be retained by the
Agency.

Recommendation:

We recommend the Agency develop and communicate procedures for maintaining the refund information required by
the Treasury-State Agreement and TANF Program Instructions. We also recommend that management develop and
communicate procedures for applying these refunds to future cash draws so that the accumulation of cash balances
is minimized.

Views of Responsible Officials and Planned Corrective Actions:

Beginning in 2004, all client overpayments are received and recorded into an Overpayment Accounting System
documenting the period to which the overpayment applied & the program type (AFDC or TANF). Beginning July
2010, client overpayments received are applied to grant expenditures no less then quarterly.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 10-710-08

State/Educational Agency(s): Arkansas Department of Human Services

CFDA Number(s) and Program Title(s): 93.558 - Temporary Assistance for Needy Families
(TANF Cluster)

Federal Award Number(s): #G-401ARTANF; #G-0501ARTANF

Federal Award Year(s): 2004 and 2005

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

The FFR-425 reports required by 2 CFR 215.52 should utilize accounting records as described in 2 CFR
215.21(b)(7), which requires that a recipient’s financial management systems should provide accounting records that
are supported by source documentation.

Condition and Context:

Cash disbursements of $19,138,352 reported in State fiscal year 2010 on the financial federal report (FFR) 425 were
not supported by applicable accounting records. Reported cash disbursements on the FFR-425 should be supported
by expenditure per cost allocation reports; however, cash disbursements reported on the FFR 425s were $1,050,510
higher than cost allocation reports. Since the FFR-425 reports are cumulative, there could be instances of error
corrections from prior periods that would cause the amounts to differ, but the auditor would expect a reconciliation
back to cost allocation. No documentation supporting the reported cash disbursements was provided to the auditor.

Questioned Costs:
None

Cause:
Lack of appropriately trained staff, as well as a lack of appropriate supervisory review, led to the cash disbursements
reported not being supported by appropriate documentation.

Effect:
Lack of supporting documentation for cash disbursements could lead to inaccurate FFR-425s.

Recommendation:
We recommend the Agency develop internal control procedures to ensure that submitted financial reports are
supported by the Agency’s financial management systems.

Views of Responsible Officials and Planned Corrective Actions:

The Agency has implemented an additional internal control procedure to ensure that submitted financial reports are
supported by the Agency’s financial management systems. A Cost Allocation expenditure report has been developed
specifically as a reconciliation resource for quarterly reconciliations between reported cash disbursements on the
FFR-425 and cost allocation, as required. Staff has been trained on the use of the new reports.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 10-710-09

State/Educational Agency(s): Arkansas Department of Human Services
CFDA Number(s) and Program Title(s): 93.568 - Low-Income Home Energy Assistance
Federal Award Number(s): G-10B1ARLIEA; G-09B1ARLIEA

Federal Award Year(s): 2009 and 2010

Compliance Requirement(s) Affected: Cash Management

Type of Finding: Significant Deficiency

Criteria:

As noted in 31 CFR 206.6, an Agency shall periodically perform cash management reviews to identify areas needing
improvement. Additionally, the A-102 Common Rule requires that all entities receiving federal awards establish and
maintain internal control designed to reasonably ensure compliance with federal laws, regulation, and program
compliance requirements.

Condition and Context:

A separate bank account is utilized as a paying account between the Agency’s federal funds in the State Treasury
and the non-profit Area Agencies that eventually distribute program funds to eligible households. In the process of
reviewing the program’s bank account, it was noted that a warrant, which was issued in April 2010 in the amount of
$298,822 from the Agency’s federal fund, had not been deposited in the program’s bank account in a timely manner.
Upon inquiry, the Agency was unaware that the warrant had not been deposited in the program’s bank account.
Audit procedures concluded that this was the only unaccounted for warrant during the fiscal year.

Questioned Costs:
None

Cause:

The Agency failed to implement adequate internal controls and procedures relating to the literal cash flow of these
federal funds. The use of an additional bank account to distribute funds to the area agencies increased the
opportunities for errors. The Agency had maintained a substantial balance in this bank account for an unknown
period of time, which contributed to the undeposited warrant being unnoticed.

Effect:

Federal funds, which should have been made available to area agencies, were unaccounted for until discovered by
the auditor. In response to this issue, the Department of Finance and Administration (DFA) was notified and a
replacement warrant was issued and deposited in December 2010.

Recommendation:
We recommend the Agency establish appropriate controls and procedures to ensure that all transfers are properly
deposited in a timely manner.

Views of Responsible Officials and Planned Corrective Actions:

The Agency has implemented a procedure where duly authorized personnel ensure program transfers are properly
deposited in a timely manner. Any delays or exceptions are investigated and resolved.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 10-710-10

State/Educational Agency(s): Arkansas Department of Human Services

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

Federal Award Number(s): G-0901ARCCDF; G-901ARCCD7; G-1001ARCCDF
Federal Award Year(s): 2009 and 2010

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 and Context:

Between November 1, 2009 and October 31, 2010, the Division of Child Care and Early Childhood Education
received referrals on 151 cases of possible client overpayments and fraud and 97 cases of provider overpayments
and fraud. The Agency’s compliance unit investigated and validated 70 of the client cases and 83 of the provider
cases for amounts due of $79,853 and $45,055 respectively. The investigation and review is still ongoing for 81
client cases and 14 provider cases with referral amounts of $68,929 and $17,289 respectively. As of the October 31,
2010, only 96 of the 248 have reached final resolution due to the Agency appeal process.

Questioned Costs:
Unknown

Cause:

Factors contributing to these issues include: 1) cash 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 inappropriately provided to ineligible clients or paid to providers for services not rendered.

Recommendation:
We recommend the Agency continue to provide training for employees, implement policy changes and increase
monitoring to reduce overpayments to clients and providers.

Views of Responsible Officials and Planned Corrective Actions:

The Division of Child Care and Early Childhood Education 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 of possible client overpayments were reduced by forty nine percent in the
period under audit. During the course of the state fiscal year ended June 30, 2010 CCDF voucher expenditures
totaled almost fifty six million dollars. Total possible fraud or overpayment represented .38% of the total program.
Proven fraud or overpayments represented only .22% of total CCDF voucher expenditures.

The Division of Childcare and Early Childhood Education 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. We consider the figures
detailed above to be strong and compelling evidence of the efficacy of the internal control structure currently in place.
The Division, in concert with Northrup Grumman, continues to upgrade and improve the automated control
environment in the KIDCare system via multiple program enhancement releases each year.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 10-710-10 (Continued)

State/Educational Agency(s): Arkansas Department of Human Services

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

Federal Award Number(s): G-0901ARCCDF; G-901ARCCD7; G-1001ARCCDF
Federal Award Year(s): 2009 and 2010

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

Type of Finding: Noncompliance

Views of Responsible Officials and Planned Corrective Actions (Continued):

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

Finding Number: 10-710-11
State/Educational Agency(s): Arkansas Department of Human Services
CFDA Number(s) and Program Title(s): 93.658 - Foster Care_Title IV-E

93.658 - ARRA - Foster Care_Title IV-E

Federal Award Number(s): 0901AR1401; 0901AR1402; 1001AR1401; 1001AR1402

Federal Award Year(s): 2010

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 and Context:
We reviewed 70 travel and other miscellaneous expenditures (excluding monthly board, child care and contracts) to
determine purpose and allowability. Our review revealed 66 exceptions as summarized below:

¢ In 30 instances, the travel reimbursement form lacked adequate information for identifying the child
being transported. As a result, eligibility status could not be determined. Questioned costs include
$2,059 paid from the regular grant and $36 paid from the ARRA grant. This issue was also noted
in prior audits.

e In 16 instances, travel reimbursements totaling $1,451 were related to children determined to be
ineligible. These questioned costs were paid from the regular grant. This issue was also noted in
prior audits.

e In four instances, travel reimbursements totaling $304 were for transporting a child to school or
school related activities. These questioned costs were paid from the regular grant. This is not an
allowable activity and was also an issue noted in prior audits.

¢ In three instances, the travel reimbursement forms lacked adequate information identifying the
purpose of the travel to ensure it was an allowable activity. Questioned costs for these exceptions
totaled $74 and were paid from the regular grant. This issue was also noted in prior audits.

e In three instances, travel reimbursements totaling $27 were related to transportation for medical
related expenses. These questioned costs were paid from the regular grant. This is not an
allowable activity.

e In two instances, travel reimbursements totaling $7 were for transporting a child to go shopping.
These questioned costs were paid from the regular grant. This is not an allowable activity.

e In two instances, reimbursements for improperly coded administrative costs totaling $81 were paid
from the regular grant.

e In one instance, a travel reimbursement totaling $9 was paid to a foster parent for delivering the
travel reimbursement form to the DHS office. The questioned costs for this reimbursement were
paid from the regular grant. This is not an allowable activity.

e Inone instance, a travel reimbursement totaling $68 was for transporting a child to and from camp.
Questioned costs for this reimbursement were paid from the regular grant. This is not an allowable
activity.

e In one instance, a reimbursement totaling $277 was for Respite care. Of this amount, $255 was
paid from the regular grant and $22 was paid from the ARRA grant. Respite Care is not an
allowable cost.

¢ In one instance, a purchase of medical gloves, which benefit multiple federal programs, was
directly charged to the Foster Care program totaling $17. Questioned costs for this purchase were
paid from the regular grant. Although allowable, this purchase should have been allocated.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 10-710-11 (Continued)
State/Educational Agency(s): Arkansas Department of Human Services
CFDA Number(s) and Program Title(s): 93.658 - Foster Care_Title IV-E

93.658 - ARRA - Foster Care_Title IV-E

Federal Award Number(s): 0901AR1401; 0901AR1402; 1001AR1401; 1001AR1402

Federal Award Year(s): 2010

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

Condition and Context (continued):

e In one instance, a reimbursement representing a deposit on an apartment and first month’s rent
totaled $248. Of this amount, $229 was paid from the regular grant and $19 was paid from the
ARRA grant. The questioned costs for this reimbursement were related to a child in the
Independent Living State Grants Program.

e In one instance, a reimbursement for legal costs was directly charged to the Foster Care program
totaling $3,094. Questioned costs for this reimbursement were paid from the regular grant.
Although allowable, this purchase should have been allocated.

Questioned Costs:
$7,675 - Foster Care_Title IV-E
$ 77 - Foster Care_Title IV-E, Recovery Act

Cause:
Lack of adequate training for staff who determine allowability and inadequate review by supervisory staff lead to
multiple errors and misuse of Foster Care funds.

Effect:
Failure to provide staff with adequate training and failure to properly review Foster Care travel and other
miscellaneous expenditures has placed assets at risk and could jeopardize the Agency’s ability to provide program
funding.

Recommendation:

We again recommend the Agency provide adequate training to staff responsible for determining allowability of
expenditures as well as strengthen the review process performed by supervisory staff to ensure federal program
funds are utilized in accordance with federal regulations and to ensure reimbursements are allowable.

Views of Responsible Officials and Planned Corrective Actions:

The Division of Children and Family Services agrees with the above findings. 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. The
volume of work to look up a child's IV-E eligibility is monumental given the number of travel reimbursements
submitted, many of which are for multiple children. Foster parents are not in a position to know if a child is eligible or
not. The cost benefit rule has been applied to charge at the administration rate. DCFS would have to hire a
significant number of staff charged only with verifying each child's IV-E eligibility and claimability on each date of
travel, and the costs of this task far outweigh the benefit to the Division. Approximately 67% of children in foster care
during this period were IV-E eligible and this percentage is known as the penetration rate. Once the penetration rate
is applied to the maintenance federal participation rate, approximately 50.3% of travel would be eligible at the
maintenance reimbursement rate while we have elected to be reimbursed at the lower 50% administration rate.

The payments for respite care, gloves and rent were an error on the part of DCFS. An email has been distributed to
central office staff and the financial coordinators around the state addressing the errors and reiterating the importance
of coding to the correct funding source. The Child Welfare Programs Summary of Allowable Cost Categories has
also been redistributed to staff reminding them to use this valuable reference tool.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 10-710-12
State/Educational Agency(s): Arkansas Department of Human Services
CFDA Number(s) and Program Title(s): 93.658 - Foster Care_Title IV-E

93.658 - ARRA - Foster Care_Title IV-E

Federal Award Number(s): 0901AR1401; 0901AR1402; 1001AR1401; 1001AR1402

Federal Award Year(s): 2009 and 2010

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 and Context:
Our review of 54 purchases by family service workers with p-cards revealed the following:

e 18 instances of purchases made on behalf of children not considered Title IV-E eligible totaling
$1,085. Of this amount, $1,000 was paid from the regular grant and $85 was paid from the ARRA
grant. This issue was also noted in prior audits.

¢ One instance of a purchase made on behalf of a child who is 19 years of age and participating in
the Independent Living State Grants program totaling $97. Of this amount, $89 was paid from the
regular grant and $8 was paid from the ARRA grant.

Questioned Costs:
$1,089 - Foster Care_Title IV-E
$ 93 - Foster Care_Title IV-E, Recovery Act

Cause:
Lack of training for family service workers, financial coordinators and central office staff resulted in an inadequate
review of child eligibility.

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 again recommend the Agency establish and implement internal control procedures to ensure p-card purchases
are used only for allowed activities and costs for eligible children as outlined in federal code.

Views of Responsible Officials and Planned Corrective Actions:

It was discovered in reviewing the detail of these findings that staff was looking at the wrong screen in the CHRIS
system to establish that the child was Title IV-E eligible and was in a Title IV-E claimable placement. Once this was
discovered, a meeting was held with staff, the problem was explained and they were trained on the correct screen in
the system to verify that the child was both Title IV-E eligible and the placement was Title IV-E claimable. The
purchase for the 19 year old child was an error by staff which is being addressed through actions in other findings.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 10-710-13
State/Educational Agency(s): Arkansas Department of Human Services
CFDA Number(s) and Program Title(s):  93.658 - Foster Care_Title IV-E

93.658 - ARRA - Foster Care_Title IV-E

Federal Award Number(s): 0901AR1401; 0901AR1402; 1001AR1401; 1001AR1402

Federal Award Year(s): 2010

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 and Context:
Our review of child care payments on behalf of 60 foster children revealed the following:

e 17 children were determined to be eligible, but not claimable due to placement. Questioned costs
include $7,274 paid from the regular grant and $618 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. This issue was also
noted in prior audits.

e 14 children were determined to be eligible, but not claimable due to a variety of factors including
but not limited to: a) the child’s receipt of SSI, b) deprivation did not exist, and c¢) lack of financial
need. Questioned costs include $14,507 paid from the regular grant and $1,232 paid from the
ARRA grant.

 Two children were determined ineligible to receive child care benefits because they had exited care
and were not in care at the time of payment. Questioned costs include $138 paid from the regular
grant and $12 paid from the ARRA grant. This issue was also noted in prior audits.

Questioned Costs:
$21,919 - Foster Care_Title IV-E
$ 1,862 - Foster Care_Title IV-E, Recovery Act

Cause:
Lack of training for staff, untimely entering of eligibility information in the Children’s Reporting and Information System
(CHRIS), and inadequate review by supervisory staff resulted in program funds being used for unallowable purposes.

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

Recommendation:
We again recommend the Agency establish and implement internal control procedures to ensure child care payments
are made on behalf of eligible foster children.

Views of Responsible Officials and Planned Corrective Actions:

The Division of Children and Family Services agrees with this finding. There are two issues that cause the problems.
The two instances of children receiving benefits after leaving care were due to a glitch in the automated notification
from CHRIS to the Division of Child Care and Early Childhood Education’s KIDCARE system. This glitch allowed
billings against vouchers that should have been closed. This was discovered in the prior year audit and has been
corrected; however it was corrected after these two instances occurred.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 10-710-13 (Continued)
State/Educational Agency(s): Arkansas Department of Human Services
CFDA Number(s) and Program Title(s): 93.658 - Foster Care_Title IV-E

93.658 - ARRA - Foster Care_Title IV-E

Federal Award Number(s): 0901AR1401; 0901AR1402; 1001AR1401; 1001AR1402

Federal Award Year(s): 2010

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

Views of Responsible Officials and Planned Corrective Actions (Continued):

Due to an error in the programming logic between the CHRIS system and KIDCARE other children who received Title
IV-E daycare benefits for which they were not eligible. When a voucher is initiated in the CHRIS system, the system
looks to see if the child is Title IV-E eligible, however, it is not looking to see if the placement is actually Title IV-E
claimable. Programming requirements to correct this error are extensive and the Division is investigating these
changes.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 10-710-14
State/Educational Agency(s): Arkansas Department of Human Services
CFDA Number(s) and Program Title(s):  93.658 - Foster Care_Title IV-E

93.658 - ARRA - Foster Care_Title IV-E

Federal Award Number(s): 0901AR1401; 0901AR1402; 1001AR1401; 1001AR1402
Federal Award Year(s): 2010

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency

Criteria:

Foster Care benefits may be paid on behalf of a child only if all of the following requirements are met:

(A) Foster Care maintenance payments are allowable only if the foster child was removed from his/her home by
means of judicial determination (42 USC 672(a)(2)) or pursuant to a voluntary agreement, as defined in 42 USC
672(f).

(1) Contrary to Welfare - A child's removal from the home must be the result of a judicial
determination to the effect that continuation in the home would be contrary to the child's welfare,
or that placement in foster care would be in the best interest of the child. [45 CFR 1356.21(c)]

(2) Reasonable Efforts to Prevent Removal Determination & Removal from Home of Specified
Relative: Within 60 days from the date of removal from the home, there must be a judicial
determination as to whether reasonable efforts were made or were not required to prevent
removal. [45 CFR 1356.21(b) (1)]. The removal from the home must occur pursuant to a judicial
order for physical or constructive removal of the child from a parent or specified relative. [45 CFR
1356.21 (k)]

(8) Permanency Plan - A judicial determination regarding reasonable efforts to finalize the
permanency plan must be made within 12 months of the date the child entered foster care and at
least once every 12 months thereafter while the child is in foster care. [45 CFR 1356.21(b)(2)]

(B) The child's placement and care are the responsibility of either the State Agency administering the approved Title
IV-E plan or any other public agency under a valid agreement with the cognizant State Agency. (42 USC
672(a)(2))

(C) A child must meet the eligibility requirements of the former Aid to Families with Dependent Children (AFDC)
program. Unless the child is expected to graduate from a secondary educational institution before his or her 19th
birthday, eligibility ceases at the child's 18th birthday. (45 CFR section 233.90(b)(3)

Condition and Context:
Our review of foster care eligibility on behalf of 60 foster children revealed the following:

e In one instance, a judicial determination does not note the specified relative from which the child
was removed, nor does it note whether reasonable efforts were made or were not required to
prevent removal. Questioned costs include $1,959 paid from the regular grant and $166 paid from
the ARRA grant.

e Inone instance, the court orders do not state that DHS made reasonable efforts to prevent removal
or that reasonable efforts were not necessary. Questioned costs include $1,507 paid from the
regular grant and $128 paid from the ARRA grant.

Questioned Costs:
$3,466 - Foster Care_Title IV-E
$ 294 - Foster Care_Title IV-E, Recovery Act
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 10-710-14 (Continued)
State/Educational Agency(s): Arkansas Department of Human Services
CFDA Number(s) and Program Title(s): 93.658 - Foster Care_Title IV-E

93.658 - ARRA - Foster Care_Title IV-E

Federal Award Number(s): 0901AR1401; 0901AR1402; 1001AR1401; 1001AR1402
Federal Award Year(s): 2010

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency

Cause:

Lack of adequate review by staff ensuring all supporting documentation is included regarding eligibility.

Effect:
Failure to ensure all appropriate documents have been received results in benefits paid on behalf of ineligible
children.

Recommendation:
We recommend the Agency strengthen internal controls for staff responsible for the maintenance and review of file
information to ensure all necessary documentation is included supporting a child’s eligibility.

Views of Responsible Officials and Planned Corrective Actions:

The Division of Children and Family Services agrees with this finding. In each of the two instances, the problem was
with older court orders. During the 2009 Title IV-E Review by the Federal Administration for Children and Families,
guidance was given to the Administrative Office of the Courts and the Office of Chief Counsel on the specific
language and requirements to be written into court orders to establish or maintain Title IV-E eligibility for children
otherwise eligible. After the review, the DCFS Eligibility Unit began reviewing several hundred cases that could
possibly have issues with language in the court order. As each problem is discovered, the funds paid in error are
accumulated and adjustments reported on the quarterly grant report.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 10-710-15
State/Educational Agency(s): Arkansas Department of Human Services
CFDA Number(s) and Program Title(s):  93.658 - Foster Care_Title IV-E

93.658 - ARRA - Foster Care_Title IV-E

Federal Award Number(s): 0901AR1401; 0901AR1402; 1001AR1401; 1001AR1402
Federal Award Year(s): 2010

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency

Criteria:

Foster Care benefits may be paid on behalf of a child only if all requirements are met, including requirements specific
to the providers (foster families):

(A) The provider must be licensed (or approved) by the proper State Foster Care licensing authority. (42 USC
671(a)(10) and 672(c))

(B) The foster family home provider must have satisfactorily met a (1) criminal records check, including (2) fingerprint
based checks of national crime information databases (FBI check), with respect to prospective foster and
adoptive parents. (42 USC 671(a)(20)(A))

(C) The foster family home provider must satisfactorily have met a child abuse and neglect registry check to
prospective foster and adoptive parents and any other adult living in the home who has resided in the provider
home in the preceding 5 years. (takes effect October 1, 2006) (42 USC 671 (a)(20)(B)

(D) The licensing file for the child-care institution must contain documentation which verifies the safety considerations
with respect to staff of the institution have been addressed. (45 CFR 1356.30(f))

Condition and Context:

The Agency was unable to provide documentation to support performance of the required checks for foster family
home providers. We reviewed the State criminal record, FBI fingerprint based record and central registry checks for
80 foster care homes and providers.

Our review revealed the following instances lacking appropriate documentation:

e For 11 foster parents, hard copies of a central registry check were not provided, nor did the central
registry “logs” contain documentation that the central registry check had been performed to support
the date criteria recorded in the Children’s Reporting and Information System (CHRIS).
Questioned costs include $36,225 paid from the regular grant and $3,094 paid from the ARRA
grant.

e For eight foster parents, the FBI fingerprint based record check documentation could not be located
for the foster parent to support the date criteria recorded in CHRIS. Questioned costs include
$52,399 paid from the regular grant and $4,462 paid from the ARRA grant. This issue was also
noted in prior audits.

e For four foster parents, the Agency did not provide documentation supporting performance of an
FBI fingerprint based check. The documentation provided supported an FBI “name check only”.
Questioned costs include $19,898 paid from the regular grant and $1,691 paid from the ARRA
grant.

e For two foster parents, documentation provided by the Agency supported an FBI “name check
only”. In addition, hard copies of a central registry check were not provided. Questioned costs
include $16,017 paid from the regular grant and $1,361 paid from the ARRA grant.

e For one foster parent, the State criminal record documentation could not be located for the foster
parent to support date criteria recorded in CHRIS. Questioned costs include $4,787 paid from the
regular grant and $407 paid from the ARRA grant.

e For one foster parent, the State criminal record check, FBI fingerprint based record check and
central registry check were not provided. Questioned costs include $2,233 paid from the regular
grant and $190 paid from the ARRA grant.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 10-710-15 (Continued)
State/Educational Agency(s): Arkansas Department of Human Services
CFDA Number(s) and Program Title(s): 93.658 - Foster Care_Title IV-E

93.658 - ARRA - Foster Care_Title IV-E

Federal Award Number(s): 0901AR1401; 0901AR1402; 1001AR1401; 1001AR1402
Federal Award Year(s): 2010

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency

Questioned Costs:
$131,559 - Foster Care_Title IV-E
$ 11,205 - Foster Care_Title IV-E, Recovery Act

Cause:
Lack of adequate staff to ensure required procedures on foster family home providers are properly performed and
documented.

Effect:
Children could be placed in foster family homes that do not meet all federal requirements which could possibly place
children at risk.

Recommendation:
We again recommend the Agency establish and implement controls ensuring staff conduct and appropriately
document the criminal record, FBI fingerprint based and central registry checks.

Views of Responsible Officials and Planned Corrective Actions:

All of the hard copies of the central registry checks have been found and are clear. All but one of the FBI checks
were found and they are clear, there is one instance where the hard copy of the most recent FBI check has not been
located as of yet. If a FBI fingerprint check is sent twice and both times the prints are not of a sufficient quality to be
read, the FBI automatically submits as a name check and returns the results based on the name. The foster parent
that did not have a State criminal record check, FBI check nor a central registry check was a case under the
Interstate Compact for Children. All of the required checks were performed by the State of Mississippi.

The procedures for the State criminal records, FBI and Central Registry checks are in the process of being improved
to strengthen the ability to quickly locate records and more efficiently process the large volume of requests. There
are over 10,000 requests for State criminal records and FBI checks annually and there are over 80,000 Central
Registry Checks that are processed each year. While the planned improvements for these procedures are not
complete, they will include electronic storage of records for a longer period of time and CHRIS system
enhancements.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 10-710-16
State/Educational Agency(s): Arkansas Department of Human Services
CFDA Number(s) and Program Title(s): 93.659 - Adoption Assistance

93.659 - ARRA - Adoption Assistance

Federal Award Number(s): Various prior to 2005; 0901AR1407; 0901AR1403; 1001AR1407;
1001AR1403

Federal Award Year(s): 2010 and previous years

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency

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 and Context:
Our review of 61 adoption assistance subsidy case files revealed three instances of noncompliance as follows:

e In one instance, the support/custody of the child ended on February 1, 2005 when the court
granted custody back to the biological mother. Subsidy payments should have ended at this point.
The case was closed on May 6, 2010. Questioned costs include $20,020 paid from regular grant
and $535 paid from the ARRA grant.

¢ In one instance, the subsidy file lacked an emergency custody order which notes that it is contrary
to the welfare of the child to remain in the home of the removal. The only order granting custody to
the Agency is a "Change in Custody Agreement" which does not meet the federal requirements.
The child is ineligible to receive a federal subsidy from the date subsidy begin and forward.
Questioned costs include $43,474 paid from the regular grant and $589 paid from the ARRA grant.

e In one instance, a child was determined not Title IV-E eligible by the Division of Children and
Family Services (DCFS). The child was approved for a State subsidy payment. When the
information was input into the Children’s Reporting and Information System (CHRIS) for payment,
the "funding source" was incorrectly entered as federal. Because this case was selected by audit
for review, DCFS noticed the error and on August 27, 2010, the funding source was corrected in
CHRIS to reflect a State subsidy payment. However, beginning in April 2006, the subsidy had
been paid incorrectly from federal funds. Questioned costs include $16,139 paid from the regular
grant and $614 paid from the ARRA grant.

Questioned Costs:
$79,632 - Adoption Assistance
$ 1,738 - Adoption Assistance, Recovery Act
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 10-710-16 (Continued)
State/Educational Agency(s): Arkansas Department of Human Services
CFDA Number(s) and Program Title(s): 93.659 - Adoption Assistance

93.659 - ARRA - Adoption Assistance

Federal Award Number(s): Various prior to 2005; 0901AR1407; 0901AR1403; 1001AR1407;
1001AR1403

Federal Award Year(s): 2010 and previous years

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency

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.

Views of Responsible Officials and Planned Corrective Actions:

The Division of Children and Family Services agrees with this finding that the child’s custody was returned to the
biological mother in 2005. The adoptive parents did not notify the Division as required by their adoption subsidy
agreement. The child whose custody was granted through a Change in Custody Order was an error by the Office of
Chief Counsel Attorney at the time. Training on what court orders must say has been provided during 2010 to
prevent these types of errors. In 2006, a child was approved for a State subsidy payment but it was mistakenly
entered as a Federal subsidy. The adoption unit instituted new review procedures in 2010 for entering subsidy
agreements which should prevent this type of error happening in the future.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 10-710-17
State/Educational Agency(s): Arkansas Department of Human Services
CFDA Number(s) and Program Title(s): 93.659 - Adoption Assistance

93.659 - ARRA - Adoption Assistance

Federal Award Number(s): 0901AR1407; 0901AR1403; 1001AR1407; 1001AR1403
Federal Award Year(s): 2010

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency

Criteria:

Adoption Assistance payments may be paid on behalf of a child only if all requirements are met, including
requirements specific to the adoptive parents:

e The prospective adoptive parent must satisfactorily have met a (1) criminal records check, including
(2) fingerprint based checks of national crime information databases (FBI check). (42 USC
671(a)(20)(A))

e The prospective adoptive parents and any other adult living in the home who has resided in the
provider home in the preceding 5 years must satisfactorily have met a child abuse and neglect
registry check. (42 USC 671 (a)(20)(B)

Condition and Context:

We reviewed the State Criminal Record, FBI Record and Central Registry checks to ensure adoptive parents and
other adults living in the home met the criteria previously stated. Our review included information from adoptions that
were finalized during State fiscal years 2009 and 2010.

Our review of 18 adoptive parents revealed the following:

e For four parents, hard copies of a Central Registry check were not provided, nor did the Central
Registry "logs" contain documentation that the check had been performed to support the date
criteria recorded in the Children’s Reporting and Information System (CHRIS). Questioned costs
include $26,436 paid from the regular grant and $2,246 paid from the ARRA grant.

e For two parents, the Agency did not provide documentation supporting the FBI fingerprint based
check to support the date criteria recorded in CHRIS. Questioned costs include $15,382 paid from
the regular grant and $1,307 paid from the ARRA grant.

e For one parent, the State criminal record documentation could not be located to support date
criteria recorded in CHRIS. Questioned costs include $15,588 paid from the regular grant and
$1,324 paid from the ARRA grant.

e For one parent, the Agency did not provide hard copies to support the Central Registry check and
also did not provide documentation supporting the FBI fingerprint based check. Questioned costs
include $7,444 paid from the regular grant and $632 paid from the ARRA grant.

Questioned Costs:
$64,850 - Adoption Assistance
$ 5,509 - Adoption Assistance, Recovery Act

Cause:

Lack of adequate staff and appropriate procedures for ensuring that all required background checks on adoptive
parents are properly performed and documented.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 10-710-17 (Continued)
State/Educational Agency(s): Arkansas Department of Human Services
CFDA Number(s) and Program Title(s): 93.659 - Adoption Assistance

93.659 - ARRA - Adoption Assistance

Federal Award Number(s): 0901AR1407; 0901AR1403; 1001AR1407; 1001AR1403
Federal Award Year(s): 2010

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency

Effect:

Children could be placed in adoptive homes not meeting all federal requirements which could put children at risk. In
addition, federal assistance could be provided to ineligible adoptive parents.

Recommendation:
We recommend the Agency establish and implement controls ensuring staff conduct and appropriately document the
required background checks on adoptive parents and other adults of the home.

Views of Responsible Officials and Planned Corrective Actions:

All of the hard copies of the central registry checks have been found and are clear. Three of the four hard copies of
the missing FBI fingerprint checks have been found and are clear. The hard copy of the missing State criminal record
check has been found and it is clear.

The procedures for the State criminal records, FBI and Central Registry checks are in the process of being improved
to strengthen the ability to quickly locate records and more efficiently process the large volume of requests. Annually,
there are over 10,000 requests for FBI and State criminal records checks and over 80,000 Central Registry checks.
The planned improvements for these include electronic storage of records for a longer period of time and CHRIS
system enhancements.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 10-710-18

State/Educational Agency(s): Arkansas Department of Human Services

CFDA Number(s) and Program Title(s):  93.767 - Children’s Health Insurance Program
Federal Award Number(s): 05-0905AR5021; 05-1005AR5021

Federal Award Year(s): 2009 and 2010

Compliance Requirement(s) Affected: Cash Management

Type of Finding: Material Noncompliance and Material Weakness
Criteria:

In accordance with the Treasury-State Agreement, there is one funding technique used to draw Children’s Health
Insurance Program (CHIP) funds. Direct medical and administrative costs shall be drawn based on the actual costs
of the Arkansas Department of Human Services.

Condition and Context:

The Agency utilizes internal order codes to associate financial transactions with various activities of the program. It
was discovered that medical payments for the Unborn Children portion of the program were being used as support for
both medical and administrative drawdowns. These drawdowns occurred between June 2009 and August 2010. The
amount of excessive drawdowns was calculated by comparing total revenues and total expenditures of the program.

Questioned Costs:

State Fiscal Year Amount Grant Award Amount
2009 $ 168,407 05-0905AR5021 $ 7,859,851
2010 7,691,444 05-1005AR5021 1,099,307
2011 1,099,307
Total $ 8,959,158 Total $ 8,959,158
Cause:

The Agency did not appropriately design or review reports used in accumulating costs to ensure that expenditures
would not be used more than once when requesting federal reimbursement of program costs.

Effect:
The Agency received an excessive amount of federal revenues to cover the costs of the program.

As a result of this discovery, the Agency contacted the federal grantor and was informed by the grantor to stop
drawing CHIP funds in fiscal year 2011 until the excess drawdown had been exhausted. It appears that this was
accomplished in November 2010.

Recommendation:
We recommend the Agency strengthen controls to ensure that expenditures are only used once as support for the
drawdown of federal revenues.

Views of Responsible Officials and Planned Corrective Actions:

Agency staff has now been trained with required review procedures and processes so that the duplication of draws
for reported expenditures will be readily identifiable in future instances. Agency has further implemented a quarterly
fund reconciliation sheet that reviews cost allocated expenditures to federal draws to determine the under/over
position for each program and fund. These reconciliations are reviewed by management to help ensure the accuracy
of federal draws. CMS federal auditors where made aware as soon as the discovery of the overdrawn funds was
made and agreed to the reduction of the excess against future expenditures as a proper method of reducing the
overdrawn balance.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 10-710-19
State/Educational Agency(s): Arkansas Department of Human Services
CFDA Number(s) and Program Title(s):  93.778 - Medical Assistance Program

93.778 - ARRA - Medical Assistance Program

Federal Award Number(s): 05-0805AR5028; 05-0905AR5028; 05-0905ARARRA;
05-1000AR5028; 05-1005ARARRA

Federal Award Year(s): 2008, 2009 and 2010

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Material Noncompliance and Material Weakness

Criteria:

It is the State’s responsibility to determine that applicants for Medicaid meet the eligibility criteria as specified in the
approved State Plan. The State outlines the eligibility requirements for the Medicaid program in the Arkansas
Medical Services Manual (MS). For certain categories of Medicaid eligibility, (e.g., TEA Medicaid), the MS manual
refers to policies outlined in the TEA Cash Assistance and Financial Assistance manuals that are applicable to the
specific Medicaid category. However, these manuals are not considered Medicaid manuals but are only reference
manuals for the Medical Services manual. The MS manual is specific to Medicaid eligibility policies and procedures
and is in addition to the approved State plan required in 42 CFR 430.10.

42 CFR 435.913 case documentation states that “The Agency must include in each application record facts to
support the Agency’s decision on his application.”

Condition and Context:

A statistical sample of 361 Medicaid recipients with fiscal year 2010 expenditures totaling $4,578,369 revealed that
21 recipients with expenditures totaling $66,018 for services rendered were not eligible for participation in the
Medicaid program. The number of recipients sampled was based on a 95% confidence level with a 3% expected
error rate and a 5% tolerable error rate. Actual results of the sample produced an error rate of 1.4%. The population
sampled was higher risk recipients that have more complex eligibility determination factors and was comprised of
109,300 recipients with fiscal year 2010 expenditures totaling $1,293,597,724. The following errors in addition to
insufficient evidence to support the Agency’s decision were noted:

e In three cases with paid claims totaling $25,847, the Agency failed to follow program requirements
related to resource limitations. In each case recipients were over the approved criteria and the
Agency failed to comply with policies 42 CFR 435.913 case documentation and MS 23110 which in
summary states that the Agency is responsible for determining resource value.

e In two cases with paid claims totaling $1,373, the Agency failed to follow program requirements
related to income limitations. In each case recipients were over the approved income criteria and
the Agency failed to comply with policies 42 CFR 435.913 case documentation and various MS
manual policies all establishing income limits.

e In seven cases with paid claims totaling $14,223, the Agency failed to follow program requirements
related to mandatory referrals or other categorical requirements related to deprived children. In
each case the recipients either failed to establish that a child lived in the home of the adult recipient
or they had failed to make a required Office of Child Support Enforcement referral. The Agency
also failed to comply with policies 42 CFR 435.913 case documentation and various MS manual
policies.

e In three cases with paid claims totaling $2,785, the Agency failed to follow multiple program
requirements and/or satisfy several categorical requirements. In each case there was insufficient
evidence regarding multiple eligibility criteria. The Agency failed to comply with policy 42 CFR
435.913 case documentation.

e In six cases with paid claims totaling $21,790, the Agency failed to redetermine recipient eligible as
required by 42 CFR 435.916. In each case the Agency was either not able to make the
determination at the time of the fieldwork or when they attempted to make the determination it was
determined that the recipient was not eligible.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 10-710-19 (Continued)
State/Educational Agency(s): Arkansas Department of Human Services
CFDA Number(s) and Program Title(s): 93.778 - Medical Assistance Program

93.778 - ARRA - Medical Assistance Program

Federal Award Number(s): 05-0805AR5028; 05-0905AR5028; 05-0905ARARRA;
05-1000AR5028; 05-1005ARARRA

Federal Award Year(s): 2008, 2009 and 2010

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Material Noncompliance and Material Weakness

Questioned Costs:

Question costs totaled $66,018. These costs were obtained from EDS/MMIS system via Business Objects interface
utilizing the recipient social security number for claims paid during the fiscal year with dates of service of which the
recipient was not eligible.

Cause:

Cause of the finding is insufficient knowledge of program requirements and lack of evidence to support the Agency’s
decisions. Investigation of controls reveals that cause of finding is result of ineffective controls. Development of
understanding and testing of controls revealed that there are not sufficient knowledgeable personnel to determine
eligibility due to high turnover rates, employee’s shortages, lack of training, and in some areas insufficient support
staff.

Effect:
Effect of this is that household eligibility was improperly determined resulting in payments to providers for services in
which recipients were not eligible.

Recommendation:

We recommend 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 the internal controls over record
documentation.

Views of Responsible Officials and Planned Corrective Actions:

The Division of County Operations continues to implement information technology measures to modernize the
delivery of public assistance benefits. In response to prior audit recommendations, we have implemented procedures
to strengthen processes to ensure that eligibility is properly determined and supported by adequate documentation.
These measures have resulted in a significant reduction of questioned costs from the prior year.

In order to address DLA findings in State Fiscal Year 2010, the Agency will implement the following corrective action
plans to improve caseworker knowledge of Medicaid policies and increase program monitoring:

o Develop an error prone profile of Medicaid applications and cases to be reviewed each month by local DCO
management and Field Staff.

e Develop and implement the use of a Medicaid 2 Party Review guide form to conduct reviews of error prone
applications and cases.

e Develop and implement a guide for staff to use to adequately document program requirements.

¢ Local management staff will continue to conduct periodic refresher training on error prone applications and
cases. (Ongoing)
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 10-710-20
State/Educational Agency(s): Arkansas Department of Human Services
CFDA Number(s) and Program Title(s): 93.778 - Medical Assistance Program
93.778 - ARRA - Medical Assistance Program
Federal Award Number(s): 05-1005AR5048; 05-1005ARARRA; 05-0905AR5048;
05-0905ARARRA;
05-1000AR5028; 05-1005ARARRA

Federal Award Year(s): 2009 and 2010

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Material Weakness
Criteria:

42 CFR 431.16 requires the Agency to include the reporting requirements approved by the Secretary in the State
Plan. The State Plan requires the Agency to submit all required reports and to complete the forms following the
Secretary’s instructions (Section 4.16 of the State Plan (Permanent File binder 2). Per the Centers for Medicare and
Medicaid Services (CMS), States are required to report expenditures using the CMS — 64 report forms. The amounts
claimed on the report are to be actual expenditures.

Condition and Context:
Testing of the amounts reported for the SFY2010 2" and 3" quarters revealed the following errors:

e Family planning phyS|C|ans services were incorrectly reported as clinic services - $786,228
misclassification error (2 qtr);

e Fiscal Management Services (FMS) services were reported twice — reported incorrectly as
Personal Care Services and correctly as an administrative expenditure — Personal Care Services
over-reported by $68,156 (2™ qtr);

e A portion of the Primary Care Case Management (PCCM) waiver services related to family
plannlng actlvmes were incorrectly reported as physician’s services - $396,109 misclassification
error (2" Qtr); $369,181 misclassification error (including $12,734 which should have been
reported as Outpatient Hospital Services) — (3" qtr);

e Medicare Premiums payments for Qualifying Individuals were reported twice because the total was
incorrectly included in the amount reported for Medicare Part B premiums and again reported on
the approprlate line item for these expenditures. — Medicare Part B premiums over-reported by
$2,919,852 (3" qtr);

e Breast and Cervical Cancer Optional Payments were reported twice for the 3 and 4" quarters due
to a formula error. This resulted in muItlpIe errors in the reported amount for several line items on
the report — over-reported $3,013,432 (3" gtr.) and $6,458,366 for the year;

e Hospital Settlement Payouts are reported as prior period adjustments. A manual adjustment must
be made to current quarter expenditures to reduce the total for these payments. The Agency
incorrectly added the total payments rather than subtracting the total. — Inpatient Hospital Services
overstated $23,069,294 (3" qtr) and $64,917,638 for the year;

¢ Inpatient Hospital Supplemental payments were mcorrectly reported as Inpatient Hospital — Regular
Payments. - $578,486 misclassification error (3 qgtr); and

e Three additional immaterial errors were noted which resulted in an understatement of expenditures
totaling $13,945

The reporting errors identified above are also noted in the reconciliation of expenditures per the Cost Allocation
System to the CMS — 64 reports. These errors also impacted the amount reported for expenditures paid with federal
funds on the CMS - 64 reports. The reporting errors did not have any impact on the amount of federal funds drawn
down.
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Condition and Context (continued):
In addition to the reporting errors identified through testing of the CMS-64 report, the following errors were found
during the reconciliation of expenditures per the Agency’s cost allocation system and the CMS — 64 reports:

e  Prior period adjustment was reported as current quarter expenditure. - $546,882;
e Sterilization Expenses related to Family Planning were reported twice. - $1,187,864;

e Category of Service (COS) I8 — FMS Services were reported twice, once as Medicaid Assistance
Program (MAP) program expenditures and also as administrative expenditures. - $246,974; and

e Medicare premiums for qualifying individuals were over-reported in the 3" quarter - $21,437

Corrections were made for some of the reporting errors identified above on the Agency’s CMS-64 report for the SFY
4" quarter. The total net amount over-reported after these adjustments totaled $72,563,868 (1.8% of total reported
expenditures). A total difference of ($6,360,256) between total expenditures per the cost allocation and total
expenditures per the CMS-64 reports was unidentified during the reconciliation.

Questioned Costs:
None

Cause:

The reporting errors were caused by the complexity of the reporting process. Information used to complete the
reports is gathered from many different sources, and adjustments are made throughout the backup documentation to
ensure that the expenditures are correctly classified on the reports. The Agency has compiled an Excel workbook to
more efficiently pull this information together. It should be noted that this workbook contains more than 100 tabs from
which information is pulled and calculated. Some information must also be pulled from hard copy reports. The errors
mentioned above occurred as a result of formula errors in the workbook.

1) Sterilization Expenses - Sterilization expenses are included in a worksheet designed to allocate
Family Planning expenditures based upon the most relevant classification. During this allocation,
sterilization expenditures were erroneously included in the Family Planning expenditures twice.

2) EMS Services - The COS 18 is included in both the worksheet that is used to calculate the MAP
expenditures reported and on the worksheet that is used to report the administrative expenditures.
This amount should only have been reported one time.

3) Medicare Part B premiums are to include Qualifying Individual payments to certain individuals.
This amount is to be reported separately from the Medicare Part B premiums. This amount has
been reported twice in the 3 quarter as it is included in both the Medicare Part B premiums and
the following Qualifying Individual line items.

4) Qualified Individual (Ql) Medicare Premiums included the amounts reported for the months of
February, March, and April instead of the correct months of January, February, and March. This
error resulted in an overstatement of the QI Medicare premiums.
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Cause (continued):

5) Breast and Cervical Cancer Optional Payments were reported twice in each of the 3™ and 4™
quarters. These amounts were reported in each individual COS and then were added again to the
total MAP expenditures for each line item. The result was a double reporting of Breast and
Cervical Cancer payments.

6) Hospital Settlement Payouts were erroneously added to MAP expenditures instead of being
subtracted to reflect the prior period adjustment status of these payments. The result was an over-
reporting of Inpatient Hospital Services.

7) Inpatient Hospital Services contained a misclassification error which resulted in one line being
over-reported while another was simultaneously under-reported. This was due to a UPL payment
being reported twice. The amount was included in the Supplemental Payments twice which
reduced the Regular Payments erroneously by the same amount.

8) PCCM Waiver Adjustments were not corrected for manual adjustments to properly classify family
planning related expenditures.

In addition, the staff that complete the CMS — 64 reports do not have a complete understanding of the information
which is used to determine expenditure amounts to be reported. 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. These errors were not identified during the reconciliation because the staff did not have a full
understanding of the amounts included in the weekly funding requests.

Effect:

The Agency’s lack of understanding of all support documentation used to create the CMS — 64 report and the
complexity of the reporting process caused the Agency to incorrectly report expenditures for the Medical Assistance
Program. The Agency is aware of the reporting errors and the causes of these errors. Adjustments to the reported
expenditures will be made on the FFY2010 4" quarter CMS — 64 report (SFY2011 1% quarter).

Recommendation:

We recommend the Agency train staff responsible for the completion of the reports on the information used to
compile the reports. We also recommend that changes be made to the reconciliation of expenditures reported on the
CMS - 64 report to the cost allocation system so that all differences are identified and explained.

Views of Responsible Officials and Planned Corrective Actions:

Our own internal review process identified the reporting error Medicare Part B Premium payments and the Hospital
Settlement Payouts reporting error in the 3¢ quarter and corrections were made in the 4" quarter of SFY10 for the
Medicare Premiums and the 1*' quarter of SFY11 for the Hospital Settlement Payouts. We reported these errors to
Legislative Audit.
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Views of Responsible Officials and Planned Corrective Actions (Continued):

The Agency Controller working with Medicaid and the CMS-64 Report continues to modify the report format that
allows keying of data that automatically populates the CMS-64 Report. CMS instituted a new system with additional
lines for the CMS 64 which results in adjustments being required for the workbook and as such a constant review of
links and calculations are required. A check feature has been added to create an overall comparative of the Category
of Service amount to the allocated cost in the report which will identify allocation issues as identified by Legislative
Audit. The linking errors are identified, corrected and now this portion of the report is accurately reflected. Managerial
staff continues to train on the process with guidance from CMS personnel with work being monitored by the Agency
Controller to help ensure their understanding of the details involved in completing the CMS-64 Report.
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State/Educational Agency(s): Arkansas Department of Human Services
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93.778 - ARRA - Medical Assistance Program

Federal Award Number(s): 05-0805AR5028; 05-0905AR5028; 05-0905ARARRA;
05-1000AR5028; 05-1005ARARRA

Federal Award Year(s): 2010

Compliance Requirement(s) Affected: Activities Allowed or Unallowed

Type of Finding: Noncompliance and Significant Deficiency

Criteria:

Sound information system controls dictate that user access to Medicaid Management Information System (MMIS)
data should be restricted to only those individuals required to perform their assigned job functions.

Condition and Context:
We noted the following user access issues:

e There were 34 terminated or retired DHS employees with access abilities.

e DHS does not have adequate controls in place to determine if the 124 non-DHS entity users were
active employees.

Questioned Costs:
None

Cause:
DHS management has not implemented adequate policy and procedures for authorizing and terminating user access.

Effect:

Failure to review payments and relationships could result in payments to providers who are not eligible based upon
current policies. Continued payments to those providers not eligible reduces amount of funds available in the
program and could have adverse affects on future program funding.

Recommendation:

We recommend the Division of Medical Services (DMS) management and other MMIS access entities work together
to establish agreed upon procedures for authorizing and terminating user access. In addition, DMS management
should implement controls to ensure user access is commensurate with job requirements.

Views of Responsible Officials and Planned Corrective Actions:

DMS has established additional processes to ensure that the Medicaid Data Security team is notified of employees
leaving their positions. These processes consist of standard weekly reports from AASIS that are used to match
against the user base in MMIS. External users to DHS are cut from their connection to the MMIS when they leave
their positions. DMS had recently begun quarterly audits of the MMIS which addresses employees whom are
terminated or transferred inside and outside of DHS. All authorizations for access documentation along with changes
and terminations are stored in our controlled central repository through our SharePoint system.
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Finding Number: 10-710-22
State/Educational Agency(s): Arkansas Department of Human Services
CFDA Number(s) and Program Title(s): 93.778 - Medical Assistance Program

93.778 - ARRA - Medical Assistance Program

Federal Award Number(s): 05-0805AR5028; 05-0905AR5028; 05-0905ARARRA;
05-1000AR5028; 05-1005ARARRA

Federal Award Year(s): 2010

Compliance Requirement(s) Affected: Activities Allowed or Unallowed

Type of Finding: Noncompliance and Significant Deficiency

Criteria:

Sound information system controls dictate that the system change requests for Medicaid Management Information
System (MMIS) should be reviewed, evaluated, justified, and authorized/approved by the appropriate level of the
management.

Condition and Context:
There were 79 system change requests completed during the period of July 1, 2009 through June 30, 2010. We
randomly selected 17 of those completed requests for our review. We noted the following user access issues:

e Seven or 41.2% of the total selected change request approval documentations cannot be found.

e Three or 30% of the total submitted change request approval documentations did not have the
approval signature presented.

Questioned Costs:
None

Cause:
DHS management does not have adequate policy and procedures for MMIS system change controls management in
place to ensure that all change requests are reviewed, evaluated, justified, and authorized/approved.

Effect:

Failure to maintain proper internal control over system change controls increases the risk of unauthorized changes to
be implemented into the system. Ultimately, this practice weakens the established system controls and increases the
risk of inappropriate payments to be processed.

Recommendation:

We recommend the Division of Medical Services (DMS) management establish the formal policy and procedures for
MMIS change controls process to ensure that all change requests are reviewed, evaluated, justified, and
authorized/approved. In addition, DMS management should follow the State retention policy to maintain the change
controls management documentation for a sufficient period of time.

Views of Responsible Officials and Planned Corrective Actions:

All of the above mentioned change requests are stored electronically in the CSR system and have been forwarded to
the auditors for review. The Agency is revising the formal approval process to implement additional signature
requirements by a CSR Administrator at the three critical stages of the development/programming process. This
procedure over MMIS system changes will strengthen internal controls over system changes and decrease the risk of
unauthorized changes.
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Finding Number: 10-710-23
State/Educational Agency(s): Arkansas Department of Human Services
CFDA Number(s) and Program Title(s): 93.778 - Medical Assistance Program

93.778 - ARRA - Medical Assistance Program

Federal Award Number(s): 05-0805AR5028; 05-0905AR5028; 05-0905ARARRA;
05-1000AR5028; 05-1005ARARRA

Federal Award Year(s): 2010

Compliance Requirement(s) Affected: Activities Allowed or Unallowed

Type of Finding: Noncompliance and Significant Deficiency

Criteria:

Home and Community-Based Services: A State may obtain a waiver of statutory requirements to provide an array of
home and community-based services which may permit an individual to avoid institutionalization (42 CFR part 441,
subpart G). The HHS OIG has issued a special fraud alert concerning home health care. Problems noted include
cost report frauds, billing for excessive services or services not rendered and use of unlicensed staff. The full alert
was published in the “Federal Register” on August 10, 1995, (page 40847) and is available on the Internet from the
HHS OIG home page, Special Fraud Alerts section.

Currently, Arkansas has 5 Section 1915(c) Home and Community-Based Services waivers for Medicaid:
a) Division of Developmental Disabilities Alternative Community Services Waiver (ACS)
b) ElderChoices

c) Alternatives for Adults with Physical Disabilities Waiver (APD). (The provider manual for APD
Attendant Care provider imposes one significant restriction on who can enroll and receive payment
as an APD Attendant Care Provider. The manual stipulates that the provider shall not be an
individual who is considered legally responsible for the participant, e.g. spouse or guardian or
anyone acting as a guardian.)

d) Respite Care Waivers (includes Home and Community-Based Waiver for Children with Physical
Disabilities and Home and Community-Based Waiver for Children with Mental Retardation or
Developmental Disabilities)

e) Living Choices Assisted Living

Condition and Context:
Audit testing revealed that one of the identified providers did have an inappropriate relationship to the recipients.
Total claims paid to this provider for State fiscal year 2010 were $28,305.

Questioned Costs:
$28,305

Cause:

Cause of the finding is insufficient monitoring of claims payments to APD Attendant Care Providers as well as
independent review of relationships between provider and participant. The Agency relies upon field nurses’
interactions with the providers and recipient/participant to determine if the relationships are appropriate.

Effect:

Failure to review payments and relationships could result in payments to providers who are not eligible based upon
current policies. Continued payments to those providers not eligible reduces amount of funds available in the
program and could have adverse affects on future program funding.

Recommendation:

We recommend the Agency review and strengths its procedures relating to payments made to APD Attendant Care
Providers and that an independent review of relationships be performed.
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Federal Award Number(s): 05-0805AR5028; 05-0905AR5028; 05-0905ARARRA;
05-1000AR5028; 05-1005ARARRA

Federal Award Year(s): 2010

Compliance Requirement(s) Affected: Activities Allowed or Unallowed

Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Actions:

The Division of Aging and Adult Services (DAAS) has modified the enroliment application/recertification to ask
specifically for the name of any individual who held legal authority to act on the client’s behalf, regardless of whether
the applicant fulfilled this role. If the applicant is identified as a legal representative of the client, we then require the
applicant to submit to this office a copy of the legal document establishing authority for closer examination and
determination.

DAAS has implemented an increased examination level of client signatures to identify provider applicants who are
signing on behalf of the client. All identified potential inappropriate relationships are investigated, taking appropriate
actions based on the results.

Effective immediately, the DAAS Certification Unit will begin pulling the files of the client for whom the individual is
applying to serve to ensure that the applicant has not signed for the client on the assessment, nor is he/she listed as
the client’s primary point of contact. If we find this to be the case, the provider applicant will be denied certification
and given opportunity to appeal should he/she possess evidence to the contrary.

The Division of Medical Services Program Integrity Unit will implement data mining, on an annual basis, to identify
APD Attendant Care providers who appear to be a spouse or guardian of the beneficiary and research the results to
ensure that the provider is in compliance with Medicaid policy. The Program Integrity Unit will also increase the
number of audits conducted each year on the Aging waivers.
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Federal Award Number(s): 05-0805AR5028; 05-0905AR5028; 05-0905ARARRA;
05-1000AR5028; 05-1005ARARRA

Federal Award Year(s): 2008, 2009 and 2010

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency

Criteria:

It is the State’s responsibility to determine that applicants for Medicaid meet the eligibility criteria as specified in the
approved State Plan. The state outlines the eligibility requirements for the Medicaid program in the Arkansas Medical
Services Manual (MS). For certain categories of Medicaid eligibility, (e.g., TEA Medicaid), the MS manual refers to
policies outlined in the TEA Cash Assistance and Financial Assistance manuals that are applicable to the specific
Medicaid category. However, these manuals are not considered Medicaid manuals but are only reference manuals
for the Medical Services manual. The MS manual is specific to Medicaid eligibility policies and procedures and is in
addition to the approved State plan required in 42 CFR 430.10.

42 CFR 435.913 case documentation states that “The Agency must include in each application record facts to
support the Agency’s decision on his application.”

Condition and Context:

A statistical sample of 284 Medicaid recipients with fiscal year 2010 expenditures totaling $694,164 revealed that 22
recipients with expenditures totaling $23,299 for services rendered were not eligible for participation in the Medicaid
program. The number of recipients sampled was based on a 95% confidence level with a 3% expended error rate
and a 5% tolerable error rate. Actual results of the sample produced an error rate of 3.4%. The population sampled
was all Medicaid recipients with a citizenship status other than United States and was comprised of 2,497 recipients
with expenditures totaling $13,999,808. The following errors in addition to insufficient evidence to support the
Agency’s decision were noted:

e In two cases with paid claims totaling $1,397, the Agency failed to follow program requirements
related to resource limitations. In each case recipients were over the approved criteria and the
Agency failed to comply with policies 42 CFR 435.913 case documentation and MS 23110 which in
summary states that the Agency is responsible for determining resource value.

e In three cases with paid claims totaling $340, the Agency failed to follow program requirements
related to income limitations. In each case recipients were over the approved income criteria and
the Agency failed to comply with policies 42 CFR 435.913 case documentation and various MS
manual policies all establishing income limits.

e In 14 cases with paid claims totaling $18,990, the Agency failed to follow program requirements
related to alien status or verification of alien status. In each case the recipients either failed to
satisfy the five year ban from program participation requirements or were “unqualified aliens” and
therefore were not eligible for the scope of services in which they received. The Agency failed to
comply with policies 42 CFR 435.139 which states that Agency must provide services necessary
for the treatment of an emergency medical condition, as defined in 42 CFR 440.255(c), to those
aliens described in 42 CFR 435.406(c) and MS 6780 which summarizes the federal regulations and
services available to various alien categories.

e In two cases with paid claims totaling $2,443, the Agency failed to follow multiple program
requirements and/or satisfy several categorical requirements. In each case there was insufficient
evidence regarding multiple eligibility criteria. The Agency failed to comply with policy 42 CFR
435.913 case documentation.

e In one case with paid claims totaling $129, the Agency failed to redetermine recipient eligible as
required by 42 CFR 435.916. In each case the Agency was either not able to make the
determination at the time of the fieldwork or when they attempted to make the determination it was
determined that the recipient was not eligible.
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05-1000AR5028; 05-1005ARARRA

Federal Award Year(s): 2008, 2009 and 2010

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency

Questioned Costs:

Question costs totaled $23,299. These costs were obtained from EDS/MMIS system via Business Objects interface
utilizing the recipient social security number for claims paid during the fiscal year with dates of service of which the
recipient was not eligible.

Cause:

Cause of the finding is insufficient knowledge of program requirements and lack of evidence to support the Agency’s
decisions. Investigation of controls reveals that cause of finding is result of ineffective controls. Development of
understanding and testing of controls revealed that there are not sufficient knowledgeable personnel to determine
eligibility due to high turnover rates, employee’s shortages, lack of training, and in some areas insufficient support
staff.

Effect:
Effect of this is that household eligibility was improperly determined resulting in payments to providers for services in
which recipients were not eligible.

Recommendation:
We recommend the Agency continue to train personnel on the requirements of the program as defined in the MS
manual. We also recommend the Agency review and strengthen the internal controls over record documentation.

Views of Responsible Officials and Planned Corrective Actions:

During the last year, there has been a statewide effort in counties with high employee turnover to reduce the number
of overdue re-evaluations through increased monitoring and re-distribution of cases. This effort has resulted in a
reduction of overdue re-evaluations and will continue in the future. Additionally, the Agency will implement the
following corrective action plans to improve caseworker knowledge and application of Medicaid policies and increase
program monitoring:

e Develop an error prone profile of Medicaid applications and cases to be reviewed each month by local DCO
management and Field Staff.

e Develop and implement the use of a Medicaid 2™ Party Review guide form to conduct reviews of error prone
applications and cases.

¢ Develop and implement a guide for staff to use to adequately document program requirements.
Implementation Date: June 2011

¢ Local management staff will continue to conduct periodic refresher training on error prone applications and
cases.

Implementation Date: Ongoing
e Utilize the DCO training unit to conduct an annual Medicaid refresher training on error prone cases.

Implementation Date: Curriculum development will begin in July 2011 with a target date of June 2012 for
completion.
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Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Actions (Continued):

e Target certain counties with a high level of error prone applications and cases to conduct an annual area
special review project in these counties.

Implementation Date: Target reviews will begin in July 2011 with an anticipated completion date of June 2012
for completion.

e Fully implement application processing by the new Access Arkansas Processing Center in Batesville. This
office will process a high volume of applications and case reviews allowing staff in county offices more time
to focus on accurately processing error prone cases.

Implementation Date: June 2011
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Finding Number: 10-710-25
State/Educational Agency(s): Arkansas Department of Human Services
CFDA Number(s) and Program Title(s): 93.778 - Medical Assistance Program

93.778 - ARRA - Medical Assistance Program

Federal Award Number(s): 05-0805AR5028; 05-0905AR5028; 05-0905ARARRA;
05-1000AR5028; 05-1005ARARRA

Federal Award Year(s): 2008, 2009 and 2010

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency

Criteria:

It is the State’s responsibility to determine that applicants for Medicaid meet the eligibility criteria as specified in the
approved State Plan. The State outlines the eligibility requirements for the Medicaid program in the Arkansas
Medical Services Manual (MS). For certain categories of Medicaid eligibility, (e.g., TEA Medicaid), the MS manual
refers to policies outlined in the TEA Cash Assistance and Financial Assistance manuals that are applicable to the
specific Medicaid category. However, these manuals are not considered Medicaid manuals but are only reference
manuals for the Medical Services manual. The MS manual is specific to Medicaid eligibility policies and procedures
and is in addition to the approved State plan required in 42 CFR 430.10.

42 CFR 435.913 case documentation states that “The Agency must include in each application record facts to
support the Agency’s decision on his application.”

It is the Agency’s responsibility to oversee the program and develop policies and procedures that will minimize the
risk that household eligibility is incorrectly determined and that financial penalties for non-compliance with HHS-CMS
regulation may be imposed upon the State.

Condition and Context:

Initial review of 50 recipient case records revealed that the Agency failed to properly determine eligibility at the time
the recipient was registered for services. The Agency was provided with detail descriptions of all errors noted.
Subsequent to the fieldwork but prior to issuance of this report the Agency either performed omitted procedures or
was able to obtain sufficient evidence to support decision that the recipient was ultimately Medicaid eligible.

The following errors occurred:

¢ In two cases, the Agency approved the recipient for services in the wrong Medicaid category. The
recipient was ultimately eligible for program participation. Related policy 42 CFR 435.913 and MS
7158. The Agency subsequently verified information.

e In four cases, the Agency failed to perform the required reevaluation per policy 42 CFR 435.916.
However, the Agency was able to obtain sufficient data subsequent to the audit period to verify the
recipient’s eligibility for the program.

e In six cases, the Agency improperly computed the recipients income or unmet medical liability. In
each of these cases the proper computation did not result in loss of program participation status.

e In 37 cases, the Agency failed to either obtain or document that it had obtained sufficient evidence
to support its decision. In some instances this information was originally obtained but Agency
employees failed to narrate or document otherwise that the information was available. In other
cases the documentation is maintained by another Agency; effort is underway to encompass this
information into recipient’s case records. In all cases, at the time of the review, information was not
sufficient for auditors to reach the same conclusion as the Agency. However, subsequent review
revealed that all recipients were eligible for program participation. Related policy includes various
MS manual policies and 42 CFR 435.913.

¢ In one case, the Agency failed to verify citizenship as required by 42 CFR 435.406 and MS 6705.
The Agency subsequently verified citizenship for the recipient.
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Federal Award Number(s): 05-0805AR5028; 05-0905AR5028; 05-0905ARARRA;
05-1000AR5028; 05-1005ARARRA

Federal Award Year(s): 2008, 2009 and 2010

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency

Questioned Costs:
None

Cause:

Cause of errors are insufficient number of knowledgeable staff, insufficient support staff, ineffective training of
program requirements, and inadequate controls related to gathering and retaining evidence to support eligibility
decisions.

Effect:

Effect of error is that internal controls appear to be ineffective to minimize the risk that household eligibility will be
improperly determined. In addition the Agency’s failure to comply with HHS-CMS regulations could result in financial
penalties.

Recommendation:

We recommend the Agency review and strengthen the internal controls over record documentation and retention.
We also recommend the Agency continue to train personnel on the requirements of the program as outlined in the
MS manual.

Views of Responsible Officials and Planned Corrective Actions:

During the last year, there has been a statewide effort in counties with high employee turnover to reduce the number
of overdue re-evaluations through increased monitoring and re-distribution of cases. This effort has resulted in a
reduction of overdue re-evaluations and will continue in the future. In order to address DLA findings, the Agency will
implement the following corrective action plans to improve caseworker knowledge and application of Medicaid
policies and increase program monitoring:

e Develop an error prone profile of Medicaid applications and cases to be reviewed each month by local DCO
management and Field Staff.

o Develop and implement the use of a Medicaid 2™ Party Review guide form to conduct reviews of error prone
applications and cases.

e Develop and implement a guide for staff to use to adequately document program requirements.
Implementation Date: June 2011

e Local management staff will continue to conduct periodic refresher training on error prone applications and
cases.

Implementation Date: Ongoing
e  Utilize the DCO training unit to conduct an annual Medicaid refresher training on error prone cases.

Implementation Date: Curriculum development will begin in July 2011 with a target date of June 2012 for
completion.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 10-710-25 (Continued)
State/Educational Agency(s): Arkansas Department of Human Services
CFDA Number(s) and Program Title(s): 93.778 - Medical Assistance Program

93.778 - ARRA - Medical Assistance Program

Federal Award Number(s): 05-0805AR5028; 05-0905AR5028; 05-0905ARARRA;
05-1000AR5028; 05-1005ARARRA

Federal Award Year(s): 2008, 2009 and 2010

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Actions (Continued):

e Target certain counties with a high level of error prone applications and cases to conduct an annual area
special review project in these counties.

Implementation Date: Target reviews will begin in July 2011 with an anticipated completion date of June 2012
for completion.

e Fully implement application processing by the new Access Arkansas Processing Center in Batesville. This
office will process a high volume of applications and case reviews allowing staff in county offices more time
to focus on accurately processing error prone cases.

Implementation Date: June 2011
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 10-710-26
State/Educational Agency(s): Arkansas Department of Human Services
CFDA Number(s) and Program Title(s): 93.778 - Medical Assistance Program
93.778 - ARRA - Medical Assistance Program
Federal Award Number(s): 05-1005AR5048; 05-1005ARARRA; 05-0905AR5048;
05-0905ARARRA;
05-1000AR5028; 05-1005ARARRA

Federal Award Year(s): 2009 and 2010

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Significant 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 (SEFA) 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 and Context:

The Agency incorrectly reported Medical Assistance Program and Medical Assistance Program Recovery Act
expenditures on the SEFA. Total expenditures reported for the Medical Assistance Program were overstated by
$5,772,063 and for Medical Assistance Program Recovery Act were overstated by $5,981,456.

Questioned Costs:
None

Cause:

The Agency reported expenditures on the SEFA based on the expenditure amounts reported on the “Quarterly
Medical Assistance Expenditures for the Medical Assistance Program” reports (CMS-64). The amount reported was
adjusted for known reporting errors. However, additional errors which had not been identified by the Agency were
identified during the audit.

Effect:
Total expenditures for the Medical Assistance Program and Medical Assistance Program Recovery Act were
overstated on the SEFA by $5,772,063 and $5,981,456, respectively

Recommendation:
We recommend the Agency report expenditures based on actual expenditures per the Agency’s financial systems or
prepare complete and accurate reconciliations of expenditures per the financial systems to the required quarterly
expenditure reports.

Views of Responsible Officials and Planned Corrective Actions:

The Agency agrees with the finding. The overstated amounts were 0.20% and 1.99%, respectively, of the total
amounts reported. Subsequent to the original submission of the Medical Assistance Program Recovery Act
expenses to the Department of Finance and Administration (DF&A), the agency discovered a reporting error of
$5,437,120; however, the agency failed to properly communicate its discovery to DF&A. If this correction had been
made, the overstated amount would have been 0.19% of the total reported. Reconciliations of expenditures per the
financial systems to the CMS-64 reports are being done on a quarterly basis and are reviewed by the Agency
Controller in Managerial Accounting.

-67 -



STATE OF ARKANSAS
CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2010

FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS

FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY

Finding Number: 10-150-01

State/Educational Agency(s): 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, 2009 through June 30, 2010
Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

The Higher Education Act of 1965, Title IV - Student Assistance, Part F - Need Analysis, Sec. 471 Cost of
Attendance, requires that the student’s Cost of Attendance agree with the appropriate budget established by the
institution or is otherwise documented (professional judgment).

In accordance with 20 U.S.C. Section 1087vv (j)(also promulgated as Higher Education Act of 1965, Title IV - Student
Assistance, Part F - Need Analysis, Section 279, Treatment of Other Financial Assistance), when a specific
component of a student’s cost of attendance is explicitly paid by another source, the tuition and fee payment should
be counted as estimated financial assistance, which reduces the amount of financial need.

In accordance with 20 U.S.C. Section 1087tt (also promulgated as Higher Education Act of 1965, Title IV - Student
Assistance, Part F - Need Analysis, Section 278, Discretion of Student Financial Aid Administrators), “the reason for
the adjustment (to cost of attendance) must be documented in the student’s file and it must relate to the special
circumstances that differentiate him, not for condition that exist for a whole class of students.”

Condition and Context:
A total of 40 students were selected for testing, including 24 College of Medicine (COM) students.

e The cost of attendance (COA) per the award letters for two COM students did not match the
established budgets for the specific programs. The students were not over awarded federal loans
as a result of the errors.

e For five students, the Director of Financial Aid for COM raised the COA for scholarships the
students received instead of reducing the amount of unsubsidized Stafford loans that were
awarded to the students. The increases resulted in over awards totaling $3,050 for three of the five
students. The other two students had estimated COA’s that were equal to or greater than the
increase in COA and can be used to account for additional unsubsidized Stafford loans.

e For three students, the Director of Financial Aid for COM used professional judgment to raise the
COA for amounts that were unsupported or not considered a special circumstance. In all cases,
the students’ unsubsidized loan amounts were increased to the revised COA amounts. The
increase in COA created over awards for all three students totaling $2,414.

Questioned Costs:
Students were over awarded a total of $5,464. The over award amount was computed by comparing the students
total loans to their correct cost of attendances plus any adjustments deemed allowable.
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY (Continued)

Finding Number: 10-150-01 (Continued)

State/Educational Agency(s): 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, 2009 through June 30, 2010
Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency
Cause:

The Financial Aid department of COM is not complying with regulations as they relate to adjusting financial aid for
scholarships received by a student. In some cases, the Financial Aid department for COM would increase the cost of
attendance for the amount of the scholarships instead of reducing the unsubsidized Stafford loan amounts. The
Financial Aid department for COM does not maintain adequate supporting documentation for adjustments made
based on professional judgment.

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 management implement a process to ensure award letters are complete and accurate before mailing
the letters to the students.

We recommend the Financial Aid department of COM discontinue increasing students’ cost of attendance for non-
federal scholarships received. We recommend management train staff assigned to determine financial need on the
regulations related to increasing a student’s cost of attendance, including what is allowed and not allowed, and what
supporting documentation should be maintained.

We also recommend management implement a second level review and approval process for professional judgment
decisions and document the review in the student files.

Views of Responsible Officials and Planned Corrective Actions:

Management concurs with this finding. It was discovered that a technical problem within the student database listed
the classification for these two students incorrectly therefore the award letters were based on inaccurate information.
This problem was addressed and all award letters for the current year have been reviewed by the College of
Medicine Student Financial Aid Office for accuracy. Fiscal Year 2012 Award Letters will be processed thru our
automated financial aid software, ProSam.

The College of Medicine Financial Aid Office staff has reviewed each file for the current year to insure that student
loans are decreased rather than increasing the COA to allow for nonfederal scholarships.
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY (Continued)

Finding Number: 10-150-01 (Continued)

State/Educational Agency(s): 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, 2009 through June 30, 2010
Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Actions (Continued):

In an effort to implement the spirit of the “Dear Colleague Letter Gen-09-04" COA was increased on a case by case
basis to meet what was considered increased living expenses for the three students. We believe each file reflected
the amount of the increase and the rationale for the increase in the COA. In the future the documentation will be in
each student’s file to better support the use of professional judgment. The College of Medicine Financial Aid Office
staff has reviewed the current year files and now requires two signatures to approve the use and documentation of
professional judgment.

Due to staffing limitations it has been decided to consolidate the Student Financial Aid activity under the Vice
Chancellor for Academic Affairs which currently processes student financial aid for all UAMS students not in the
College of Medicine. This transfer was completed on December 17, 2010.
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY (Continued)

Finding Number: 10-150-02

State/Educational Agency(s): 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, 2009 through June 30, 2010
Compliance Requirement(s) Affected: Verification

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

The 2009-10 Department of Education 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.

In accordance with 34 CFR 668.58, loan funds for students selected for verification may not be disbursed to the
student until verification has been completed.

Condition and Context:

During our testing of verification compliance, we noted three exceptions in testing College of Medicine (COM)
students, in which the verification process was not complete prior to the disbursement of aid funds. In one case, the
student’s funds were disbursed four days prior to the completion of the verification process per the date of the letter to
the student from the Director of Financial Aid for COM. In the other two cases, aid funds were disbursed two and
seven days prior to the student signing the verification worksheets and the date of the letter from the Director of
Financial Aid for COM indicating the verification process was complete.

We also noted one exception where the number of household members varied from the number certified by the
student on the verification worksheet. The discrepancy was not noted on the review worksheet nor were changes
made to the student’s record to correct the error.

Questioned Costs:
None

Cause:

The College of Medicine Student Financial Aid department does not have adequate controls in place to ensure
verification is complete and accurate prior to the disbursement of aid funds. In addition, due to a lack of segregation
of duties, management review of day to day processing of financial aid does not exist for this office.

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 management implement a control process that will ensure aid funds are not disbursed to students
who have been selected for verification until the verification process is complete and all information has been verified
and appropriately updated, if necessary.
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY (Continued)

Finding Number: 10-150-02 (Continued)

State/Educational Agency(s): 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, 2009 through June 30, 2010
Compliance Requirement(s) Affected: Verification

Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Actions:

Management concurs with this finding. Verification for all students selected will be completed prior to processing any
student request for student financial aid. We believe the cases noted above were completed prior to the processing
of aid but concur that the documentation in the files did not completely confirm this. It has always been our policy to
process the aid after the verification process was completed.

Due to staffing limitations it has been decided to consolidate the Student Financial Aid activity under the Vice
Chancellor for Academic Affairs which currently processes student financial aid for all UAMS students not in the
College of Medicine. This process was completed on December 17, 2010.
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

U.S. DEPARTMENT OF EDUCATION

Finding Number: 10-150-03

State/Educational Agency(s): University of Arkansas for Medical Sciences

CFDA Number(s) and Program Title(s):  84.063 - Federal Pell Grant Program
(Student Financial Assistance Cluster)

Federal Award Number(s): N/A

Federal Award Year(s): July 1, 2009 through June 30, 2010
Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

In accordance with Volume 4, Chapter 1, Section 4-26 of the Department of Education Federal Student Aid
Handbook, institutions submit Pell origination records and disbursement records to the Department of Education’s
Common Origination and Disbursement System (COD). Institutions must report student payment data within 30
calendar days after the institution makes a payment or becomes aware of the need to adjust previously reported
student payment data or expected student payment data. Institutions may do this by reporting once every 30
calendar days, bi-weekly or may set up their own system to ensure that changes are reported in a timely manner.

Condition and Context:

We noted that for six of the 25 students tested, Pell disbursements were not reported to the COD within the required
30 day time period. The exceptions ranged from 31 to 33 days after the payment were posted to the students’
accounts.

Questioned Costs:
None

Cause:
At the time of the disbursements, the Student Financial Aid Office did not have a process in place to ensure timely
reporting of Pell disbursement to the COD.

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 management implement a process to ensure Pell disbursements are reported to the COD within the
required time period. The process should be documented and staff responsible for the reporting should be properly
trained.

Views of Responsible Officials and Planned Corrective Actions:

Management concurs with this finding. It was noted that COD had technical issues the week this particular file was
submitted. This was an isolated issue and did not reoccur in the Spring or Summer transmissions. There was no
impact on the financials and the DOE Letter of Credit was not received until after the transmissions were reconciled.

With the implementation of ProSam the financial aid software for UAMS, the reporting/submitting process to COD is
automated which assists in eliminating any possible future errors.
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES

Finding Number: 10-150-04
State/Educational Agency(s): University of Arkansas for Medical Sciences
CFDA Number(s) and Program Title(s):  93.389 - National Center for Research Resources
93.395 - Cancer Treatment Research
(Research and Development Cluster)

Federal Award Number(s): 1UL1RR029884-01 and 2P01CA055819-15 REVISED
Federal Award Year(s): 07/14/2009 to 03/31/2010 and 09/29/2009 to 08/31/2010
Compliance Requirement(s) Affected: Period of Availability of Federal Funds

Type of Finding: Noncompliance and Significant Deficiency

Criteria:

Where a funding period is specified, a non-federal entity may charge to the award only costs resulting from
obligations incurred during the funding period and any pre-award costs authorized by the federal awarding agency.
Also, if authorized by the federal program, unobligated balances may be carried over and charged for obligations of a
subsequent funding period. Obligations means the amounts of orders placed, contracts and subgrants awards,
goods and services received, and similar transactions during a given period that will require payment by the non-
federal entity during the same or a future period. Non-federal entities shall liquidate all obligations incurred under the
award not later than 90 days after the end of the funding period.

Condition and Context:

During the testing of expenses charged during and after the end of the grant period, we noted that expenses for
goods were charged to the grants in question even though the expense was outside of the period of availability. The
expense items noted were computer maintenance costs of $27,950, $14,513 and $53,750, and nonemployee travel
of $971 on grant G1-35030 and equipment maintenance for two months of $2,783 on grant G1-34956.

Total facilities and administrative (F&A) expenses related to these charges total $44,985.

Questioned Costs:
$144,952

The expenses on grant G1-35030 that were charged after the grant’s period of availability total $97,184. The related
F&A charge, calculated at a rate of 45%, would be $43,733, for a total questioned cost of $140,917.

For grant G1-34956, the expense that was charged after the grant’s period of availability totals $2,783. The related
F&A charge, calculated at a rate of 45%, would be $1,252, for a total questioned cost of $4,035.

Cause:

Large purchases near the last day of the grant can include certain items that benefit a future period rather than the
period of the grant. Maintenance fees are normally paid in advance of the period covered resulting in charges being
posted to grants in the wrong grant year.

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.
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

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

Finding Number: 10-150-04 (Continued)
State/Educational Agency(s): University of Arkansas for Medical Sciences
CFDA Number(s) and Program Title(s): = 93.389 - National Center for Research Resources
93.395 - Cancer Treatment Research
(Research and Development Cluster)

Federal Award Number(s): 1UL1RR029884-01 and 2P01CA055819-15 REVISED
Federal Award Year(s): 07/14/2009 to 03/31/2010 and 09/29/2009 to 08/31/2010
Compliance Requirement(s) Affected: Period of Availability of Federal Funds

Type of Finding: Noncompliance and Significant Deficiency

Recommendation:

We recommend that management ensure that any maintenance agreements be reviewed prior to posting to a grant.
This review should be by appropriate levels of management to ensure that the grant period charged is correct. We
also recommend that any purchases made close to the end of the grant period, particularly those that are not
liquidated prior to the grant's year end, be reviewed in greater detail to ensure that the period charged is correct.
Finally, we recommend that entries be posted to reclassify any unallowable costs to future periods and resubmit the
Financial Status Report (FSR), as needed.

Views of Responsible Officials and Planned Corrective Actions:

Management concurs with this finding. We will review all maintenance contracts/license agreements, paying
particular attention to those not liquidated until after the end of the budget period, to ensure the correct budget period
is charged with this expense. The maintenance agreement amount has been removed from this budget period. The
revised Financial Status Report was submitted and approved by the funding agency on 1/18/11.
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

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

Finding Number: 10-150-05
State/Educational Agency(s): 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 and 06CH7001/12

Federal Award Year(s): 11/01/08 to 10/31/09 and 10/01/09 to 10/31/10
Compliance Requirement(s) Affected: Matching, Level of Effort, Earmarking

Type of Finding: Significant Deficiency

Criteria:

In accordance with 42 USC 9835 (b), and 45 CFR sections 1301.20 and 1301.21, grantees are required to contribute
at least 20% of the costs of the program through cash or in-kind contributions, unless a lesser amount has been
approved.

In order to ensure compliance with this requirement, the Head Start Fiscal Officer reviews one month of the amounts
input into the data management system for in-kind contributions for each calendar quarter to verify the accuracy of
the information.

Condition and Context:

During our review of the monthly amounts for in-kind contributions, we noted differences between the supporting
documentation (volunteer time sheets) and the inputs into the data management system. The differences totaled
$3,755 for November 2009, $4,651 for February 2010, and $6,607 for April 2010, which could result in the in-kind
amount being overstated. We also noted that volunteer time sheets for two Head Start sites for November 2009 had
not been input into the system. The total in-kind contributions for these sites were $3,521 resulting in understatement
of in-kind contributions.

The Head Start Program is required to contribute at least 20% of the costs of the program through cash or in-kind
contributions, unless a lesser amount has been approved. Through July 31, 2010, approximately $775,727 has been
input into the data management system for volunteer time. The differences noted are one percent of the total
recorded and would not prevent the Head Start Program from meeting the 20% requirement.

Questioned Costs:
None

Cause:
The Head Start Fiscal Officer's quarterly review of the monthly in-kind contributions does not appear sufficient to
identify errors in input.

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 the Head Start Fiscal Officer implement procedures to review monthly reports from the data
management system to identify potential errors in the amounts input.
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

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

Finding Number: 10-150-05 (Continued)
State/Educational Agency(s): 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 and 06CH7001/12

Federal Award Year(s): 11/01/08 to 10/31/09 and 10/01/09 to 10/31/10
Compliance Requirement(s) Affected: Matching, Level of Effort, Earmarking

Type of Finding: Significant Deficiency

Views of Responsible Officials and Planned Corrective Actions:

Management concurs with this finding. Head Start recently converted from a manual system of tabulating in-kind
contributions to inputting the individual volunteer timesheets into the data management system used by Head Start.
As such, certain internal controls need to and will be strengthened (see below). Please note that the in-kind amounts
noted on this finding are from months in the current grant year. Final in-kind contribution totals for the current grant
year have not been reported as of yet to the Federal government — the final report is due to be submitted by January
31, 2011. Given this reporting deadline, the in-kind amounts noted on this finding will be corrected in the data
management system, and an accurate report will be submitted to the Federal government. (The Financial Status

Report with the reviewed and verified In-kind contribution was submitted on 1/21/11.)

Internal controls that have been strengthened:

e Entry of in-kind volunteer sheets into the data management system will be limited to two individuals,

ensuring greater consistency over information entered

e Every in-kind volunteer sheet will be marked as ‘entered’ after it is input into the data management system,

ensuring that every sheet is input, and no duplicate entry occurs

e  Calculator tapes will be run for each center each month, and the tape will be compared to each center’s
monthly report from the data management system. Any differences noted will be investigated and

corrected

e Head Start Fiscal Officer will review each month’s calculator tapes compared to reports from the data
management system. Checks will also be done monthly (not quarterly) to ensure that all forms
representing individual center’s in-kind amounts are present and correctly input into the data management

system
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