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Report on Internal Control Over Financial Reporting and on
Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards

The Honorable Mike Beebe, Governor,
and Members of the Legislative Joint Auditing Committee
State of Arkansas:

We have audited the financial statements of the governmental activities, the business-type activities, the
aggregate discretely presented component units, each major fund, and the aggregate remaining fund
information of the State of Arkansas (the State) as of and for the year ended June 30, 2010, which
collectively comprise the State’s basic financial statements and have issued our report thereon dated
December 22, 2010. Our report includes a reference to other auditors. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States. Other auditors audited the financial statements of the discretely presented
component units, the University of Arkansas for Medical Sciences (a portion of the Higher Education
Fund), the Department of Workforce Services (major enterprise fund), the Construction Assistance
Revolving Loan Fund (non-major enterprise fund), and the Other Revolving Loan Funds (non-major
enterprise funds) as described in our report on the State’s financial statements. This report does not
include the results of the other auditors’ testing of internal control over financial reporting or compliance
and other matters that are reported on separately by those auditors. The financial statements of the
University of Arkansas Foundation, Inc. and the University of Arkansas Fayetteville Campus Foundation,
Inc. (discretely presented component units) were not audited in accordance with Government Auditing
Standards.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the State’s internal control over financial reporting as
a basis for designing our auditing procedures for the purpose of expressing our opinions on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the State’s internal
control over financial reporting. Accordingly, we do not express an opinion on the effectiveness of the
State’s internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in the
preceding paragraph and was not designed to identify all deficiencies in internal control over financial
reporting that might be significant deficiencies or material weaknesses and therefore, there can be no
assurance that all deficiencies, significant deficiencies, or material weaknesses have been identified.
However, as described in the accompanying schedule of findings and questioned costs, we identified
certain deficiencies in internal control over financial reporting that we consider to be material weaknesses.
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A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control such that there is a reasonable possibility that a material
misstatement of the State’s financial statements will not be prevented, or detected and corrected on a
timely basis. We consider the deficiencies described in the accompanying schedule of findings and
questioned costs as items FS-10-01 through FS-10-03 to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the State’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on
the determination of financial statement amounts. However, providing an opinion on compliance with
those provisions was not an objective of our audit and, accordingly, we do not express such an opinion.
The results of our tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.

We noted certain matters that we reported to management of the State in a separate letter dated March
9, 2011.

The State’s response to the findings identified in our audit is described in the State’s Corrective Action
Plan, which is a separate document. We did not audit the State’s response and, accordingly, we express
no opinion on it.

This report is intended solely for the information and use of the Governor, the Legislative Joint Auditing
Committee, state executive and oversight management, agency management, federal awarding
agencies, pass-through entities and other parties as required by Arkansas Code and is not intended to be
and should not be used by anyone other than these specified parties. However, pursuant to Arkansas
Code Annotated §10-4-417, all reports presented to the Legislative Joint Auditing Committee are matters
of public record and distribution is not limited.

DIVISION OF LEGISLATIVE AUDIT

/@%W
Roger A. Norman, JD, CPA, CFE

Legislative Auditor

Little Rock, Arkansas
December 22, 2010
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Report On Compliance With Requirements That Could Have a Direct and
Material Effect on Each Major Program and on Internal Control
Over Compliance in Accordance with OMB Circular A-133

The Honorable Mike Beebe, Governor,
and Members of the Legislative Joint Auditing Committee
State of Arkansas:

Compliance

We have audited the compliance of the State of Arkansas (the “State”) with the types of compliance
requirements described in the OMB Circular A-133 Compliance Supplement that could have a direct and
material effect on each of the State’s major federal programs for the year ended June 30, 2010. The
State’s major federal programs are identified in the summary of auditors’ results section of the
accompanying Schedule of Findings and Questioned Costs. Compliance with the requirements of laws,
regulations, contracts, and grants applicable to each of its major federal programs is the responsibility of
the State’s management. Our responsibility is to express an opinion on the State’s compliance based on
our audit. We did not audit compliance with those requirements by certain entities of the State of
Arkansas as identified in the Notes to Schedule of Expenditures of Federal Awards Note 1 (a).
Compliance with the requirements by these entities was tested by other auditors whose report has been
furnished to us. Our report, insofar as it relates to compliance with the requirements referred to
previously by these entities, is based solely on the report of other auditors.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance
with the types of compliance requirements referred to above that could have a direct and material effect
on a major federal program occurred. An audit includes examining, on a test basis, evidence about the
State’s compliance with those requirements and performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.
Our audit does not provide a legal determination of the State’s compliance with those requirements.
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As identified below and described in the accompanying Schedule of Findings and Questioned Costs, the
State did not comply with certain compliance requirements applicable to certain major federal programs.
Compliance with such requirements is necessary, in our opinion, for the State to comply with the
requirements applicable to those programs.

State/Educational Compliance Finding
Agency Program Requirement Number
Arkansas Department CFDA 84.126 - Rehabilitation Reporting 10-520-01
of Workforce Services_Vocational Rehabilitation
Education — Grants to States (Vocational
Arkansas Rehabilitation Cluster)
Rehabilitation
Services
Arkansas Department CFDA 10.551 - Supplemental Reporting 10-710-05
of Human Services Nutrition Assistance Program
(SNAP Cluster)
CFDA 93.767 - Children’s Health Cash Management 10-710-18
Insurance Program
CFDA 93.778 - Medical Assistance Eligibility 10-710-19

Program; ARRA - Medical
Assistance Program (Medicaid
Cluster)

In our opinion, except for the noncompliance described in the preceding paragraph, based on our audit
and the reports of other auditors, the State complied, in all material respects, with the compliance
requirements referred to above that could have a direct and material effect on each of its major federal
programs for the year ended June 30, 2010. The results of our auditing procedures, and the reports of
other auditors, also disclosed other instances of noncompliance with those requirements, which are
required to be reported in accordance with OMB Circular A-133 and which are described in the
accompanying Schedule of Findings and Questioned Costs as items 10-150-01 through 10-150-04,
10-160-01, 10-500-01, 10-500-02, 10-520-02, 10-520/710-01 through 10-520/710-03, 10-645-04,
10-700-01, 10-700-02, 10-710-07, 10-710-08, 10-710-10 through 10-710-17, 10-710-20 through
10-710-26 and 10-975-01.

Internal Control Over Compliance

Management of the State is responsible for establishing and maintaining effective internal control over
compliance with the requirements of laws, regulations, contracts, and grants applicable to federal
programs. In planning and performing our audit, we considered the State’s internal control over
compliance with the requirements that could have a direct and material effect on a major federal program
to determine the auditing procedures for the purpose of expressing our opinion on compliance and to test
and report on internal control over compliance in accordance with OMB Circular A-133, but not for the
purpose of expressing an opinion on the effectiveness of internal control over compliance. Accordingly,
we do not express an opinion on the effectiveness of the State’s internal control over compliance. We did
not consider the internal control over compliance with the requirements of the federal award programs
administered by certain entities of the State of Arkansas as identified in the Notes to Schedule of
Expenditures of Federal Awards Note 1 (a). The internal control over federal program requirements for
these entities was considered by other auditors whose report has been furnished to us. Our report,
insofar as it relates to the internal control used in administering federal award programs for these entities,
is based solely on the report of the other auditors.



Our consideration of internal control over compliance was for the limited purpose described in the
preceding paragraph and was not designed to identify all deficiencies in internal control over compliance
that might be significant deficiencies or material weaknesses and therefore, there can be no assurance
that all deficiencies, significant deficiencies, or material weaknesses have been identified. However, as
discussed below, we identified certain deficiencies in internal control over compliance that we consider to
be material weaknesses and other deficiencies that we consider to be significant deficiencies.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a
federal program on a timely basis. A material weakness in internal control over compliance is a
deficiency, or combination of deficiencies, in internal control over compliance, such that there is a
reasonable possibility that material noncompliance with a type of compliance requirement of a federal
program will not be prevented, or detected and corrected, on a timely basis. We consider the deficiencies
in internal control over compliance described in the accompanying Schedule of Findings and Questioned
Costs as items 10-520-01, 10-710-05, 10-710-18, 10-710-19 and 10-710-20 to be material weaknesses.

A significant deficiency in internal control over compliance is a deficiency, or a combination of
deficiencies, in internal control over compliance with a type of compliance requirement of a federal
program that is less severe than a material weakness in internal control over compliance, yet important
enough to merit attention by those charged with governance. We consider the deficiencies in internal
control over compliance described in the accompanying Schedule of Findings and Questioned Costs as
items 10-150-01 through 10-150-05, 10-500-01, 10-520-02, 10-520/710-01 through 10-520/710-03,
10-700-02, 10-710-06 through 10-710-09, 10-710-11 through 10-710-17, and 10-710-21 through
10-710-26 to be significant deficiencies.

Schedule of Expenditures of Federal Awards

We have audited the financial statements of the governmental activities, the business-type activities, the
aggregate discretely presented component units, each major fund, and the aggregate remaining fund
information of the State of Arkansas (the “State”) as of and for the year ended June 30, 2010, and have
issued our report thereon dated December 22, 2010. Our report was modified to include a reference to
other auditors. Other auditors audited the financial statements of the discretely presented component
units, the University of Arkansas for Medical Sciences (a portion of the Higher Education Fund), the
Department of Workforce Services (enterprise fund), and the Construction Assistance Revolving Loan
Fund and Other Revolving Loan Funds (portions of the non-major enterprise funds) as described in our
report on the State’s financial statements. This report does not include the results of the other auditors’
testing of internal control over financial reporting or compliance and other matters that are reported on
separately by those auditors.

Our audit was performed for the purpose of forming our opinions on the financial statements that
collectively comprise the State’s basic financial statements. The accompanying Schedule of
Expenditures of Federal Awards is presented for purposes of additional analysis as required by OMB
Circular A-133 and is not a required part of the basic financial statements. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our
opinion, is fairly stated, in all material respects, in relation to the basic financial statements taken as a
whole. We did not audit the federal financial assistance of certain entities of the State of Arkansas
included in the accompanying Schedule of Expenditures of Federal Awards as identified in the Notes to
Schedule of Expenditures of Federal Awards Note 1 (a). The Schedules of Expenditures of Federal
Awards, related to those entities, were audited by other auditors whose reports have been furnished to
us. This report, insofar as it relates to those entities, is based solely on the reports of other auditors.



The State’s responses to the findings identified in our audit are described in the State’s Corrective Action
Plan, which is a separate document. We did not audit the State’s responses and, accordingly, we
express no opinion on the responses.

This report is intended solely for the information and use of the Governor, Legislative Joint Auditing
Committee, state executive and oversight management, agency management, federal awarding
agencies, pass-through entities and other parties as required by Arkansas Code and is not intended to be
and should not be used by anyone other than these specified parties. However, pursuant to Arkansas
Code Annotated § 10-4-417, all reports presented to the Legislative Joint Auditing Committee are matters
of public record and distribution is not limited.

DIVISION OF LEGISLATIVE AUDIT

Regellmo

Roger A. Norman, JD, CPA, CFE
Legislative Auditor

Little Rock, Arkansas

March 9, 2011, except for the
Schedule of Expenditures of Federal
Awards, dated December 22, 2010
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STATE OF ARKANSAS
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE YEAR ENDED JUNE 30, 2010

CFDA Amounts
CLUSTER NAME/Federal Grantor/Program Name/ or Other Provided to
Pass Through Entity Identifying # Expenditures Subrecipients
SNAP CLUSTER
United States Department of Agriculture
Supplemental Nutrition Assistance Program 10.551 $ 671,752,238
State Administrative Matching Grants for the Supplemental Nutrition Assistance Program 10.561 31,570,778
ARRA - State Administrative Matching Grants for the Supplemental Nutrition
Assistance Program 10.561 2,045,628
Total United States Department of Agriculture 705,368,644
Total SNAP CLUSTER 705,368,644
CHILD NUTRITION CLUSTER
United States Department of Agriculture
School Breakfast Program 10.553 38,412,683 37,220,010
National School Lunch Program 10.555 124,674,899 113,362,584
Special Milk Program for Children 10.556 6,908
Summer Food Service Program for Children 10.559 3,287,881 3,147,827
Total United States Department of Agriculture 166,382,371 153,730,421
Total CHILD NUTRITION CLUSTER 166,382,371 153,730,421
EMERGENCY FOOD ASSISTANCE CLUSTER
United States Department of Agriculture
Emergency Food Assistance Program (Administrative Costs) 10.568 555,389 555,389
ARRA - Emergency Food Assistance Program (Administrative Costs) 10.568 496,610 218,329
Emergency Food Assistance Program (Food Commaodities) 10.569 6,735,902
ARRA - Emergency Food Assistance Program (Food Commodities) 10.569 1,079,037
Total United States Department of Agriculture 8,866,938 773,718
Total EMERGENCY FOOD ASSISTANCE CLUSTER 8,866,938 773,718
SCHOOLS AND ROADS CLUSTER
United States Department of Agriculture
Schools and Roads-Grants to States 10.665 9,883,492 9,883,492
Total United States Department of Agriculture 9,883,492 9,883,492
Total SCHOOLS AND ROADS CLUSTER 9,883,492 9,883,492
PUBLIC WORKS AND ECONOMIC DEVELOPMENT CLUSTER
United States Department of Commerce
Economic Adjustment Assistance 11.307 916,961
Total United States Department of Commerce 916,961
Total PUBLIC WORKS AND ECONOMIC DEVELOPMENT CLUSTER 916,961
CDBG - ENTITLEMENT GRANTS CLUSTER
United States Department of Housing and Urban Development
Community Development Block Grants/Entitlement Grants 14.218 8,112,203 8,080,269
Total United States Department of Housing and Urban Development 8,112,203 8,080,269
Total CDBG - ENTITLEMENT GRANTS CLUSTER 8,112,203 8,080,269
CDBG - STATE-ADMINISTERED SMALL CITIES PROGRAM CLUSTER
United States Department of Housing and Urban Development
Community Development Block Grants/State's program and Non-Entitlement
Grants in Hawaii 14.228 26,812,264 24,777,907
ARRA - Community Development Block Grants/State's program and Non-Entitlement
Grants in Hawaii 14.255 1,191,836 1,191,836
Total United States Department of Housing and Urban Development 28,004,100 25,969,743
Total CDBG - STATE-ADMINISTERED SMALL CITIES PROGRAM CLUSTER 28,004,100 25,969,743
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STATE OF ARKANSAS
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE YEAR ENDED JUNE 30, 2010

CFDA Amounts
CLUSTER NAME/Federal Grantor/Program Name/ or Other Provided to
Pass Through Entity Identifying # Expenditures Subrecipients
FISH AND WILDLIFE CLUSTER
United States Department of the Interior
Sport Fish Restoration Program 15.605 $ 6,552,062
Wildlife Restoration 15.611 5,850,735
Total United States Department of the Interior 12,402,797
Total FISH AND WILDLIFE CLUSTER 12,402,797
EMPLOYMENT SERVICE CLUSTER
United States Department of Labor
Employment Service/Wagner-Peyser Funded Activities 17.207 7,691,907
ARRA - Employment Service/Wagner-Peyser Funded Activities 17.207 2,273,360
Disabled Veterans' Outreach Program (DVOP) 17.801 450,156
Local Veterans' Employment Representative Program 17.804 1,037,641
Total United States Department of Labor 11,453,064
Total EMPLOYMENT SERVICE CLUSTER 11,453,064
WIA CLUSTER
United States Department of Labor
WIA Adult Program 17.258 9,389,249 9,373,587
Pass-Through from Southwest Arkansas Planning and Development District, Inc. 17.258 31,316
ARRA - WIA Adult Program 17.258 3,183,951 3,183,951
WIA Youth Activities 17.259 8,395,041 8,334,880
Pass-Through from SERCO - West Memphis Workforce Center 17.259 57,675
ARRA - WIA Youth Activities 17.259 7,562,769 7,305,455
WIA Dislocated Workers 17.260 11,294,911 7,751,778
ARRA - WIA Dislocated Workers 17.260 3,200,854 2,647,811
Total United States Department of Labor 43,115,766 38,597,462
Total WIA CLUSTER 43,115,766 38,597,462
HIGHWAY PLANNING AND CONSTRUCTION CLUSTER
United States Department of Transportation
Highway Planning and Construction 20.205 363,804,760 879,807
ARRA - Highway Planning and Construction 20.205 95,019,838
Recreational Trails Program 20.219 1,001,098 77,030
Total United States Department of Transportation 459,825,696 956,837
Total HIGHWAY PLANNING AND CONSTRUCTION CLUSTER 459,825,696 956,837
FEDERAL TRANSIT CLUSTER
United States Department of Transportation
Federal Transit_Capital Investment Grants 20.500 2,462,544 1,661,424
Federal Transit_Formula Grants 20.507 950,855
Total United States Department of Transportation 3,413,399 1,661,424
Total FEDERAL TRANSIT CLUSTER 3,413,399 1,661,424
TRANSIT SERVICES PROGRAMS CLUSTER
United States Department of Transportation
Capital Assistance Program for Elderly Persons and Persons with Disabilities 20.513 1,598,556
Job Access_Reverse Commute 20.516 1,536,324 1,048,044
New Freedom Program 20.521 888,268 611,974
Total United States Department of Transportation 4,023,148 1,660,018
Total TRANSIT SERVICES PROGRAMS CLUSTER 4,023,148 1,660,018




STATE OF ARKANSAS
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2010

CFDA Amounts
CLUSTER NAME/Federal Grantor/Program Name/ or Other Provided to
Pass Through Entity Identifying # Expenditures Subrecipients
HIGHWAY SAFETY CLUSTER
United States Department of Transportation
State and Community Highway Safety 20.600 3,150,215 § 855,813
Alcohol Impaired Driving Countermeasures Incentive Grants | 20.601 1,184,016 364,939
Safety Belt Performance Grants 20.609 587,575
State Traffic Safety Information System Improvement Grants 20.610 612,953
Incentive Grant Program to Increase Motorcyclist Safety 20.612 122,506
Total United States Department of Transportation 5,657,265 1,220,752
Total HIGHWAY SAFETY CLUSTER 5,657,265 1,220,752
TITLE I, PART A CLUSTER
United States Department of Education
Title | Grants to Local Educational Agencies 84.010 127,266,702 119,474,984
ARRA - Title | Grants to Local Educational Agencies 84.389 52,070,681 52,070,681
Pass-Through from Murrell Taylor Elementary School 84.389 5,337
Total United States Department of Education 179,342,720 171,545,665
Total TITLE I, PART A CLUSTER 179,342,720 171,545,665
SPECIAL EDUCATION CLUSTER (IDEA)
United States Department of Education
Special Education_Grants to States 84.027 80,580,223 76,277,262
Special Education_Preschool Grants 84.173 5,215,533 5,002,290
ARRA - Special Education Grants to States 84.391 54,722,295 54,722,295
ARRA - Special Education - Preschool Grants 84.392 2,177,924 2,177,924
Total United States Department of Education 142,695,975 138,179,771
Total SPECIAL EDUCATION CLUSTER (IDEA) 142,695,975 138,179,771
IMPACT AID CLUSTER
ARRA - Impact Aid -- School Construction Formula Grants 84.404 26,025
Total United States Department of Education 26,025
Total IMPACT AID CLUSTER 26,025
TRIO CLUSTER
United States Department of Education
TRIO_Student Support Services 84.042 7,007,776
TRIO_Talent Search 84.044 3,489,714
TRIO_Upward Bound 84.047 5,983,627
TRIO_Educational Opportunity Centers 84.066 1,634,801
TRIO_McNair Post-Baccalaureate Achievement 84.217 772,710
Total United States Department of Education 18,888,628
Total TRIO CLUSTER 18,888,628
VOCATIONAL REHABILITATION CLUSTER
United States Department of Education
Rehabilitation Services_Vocational Rehabilitation Grants to States 84.126 32,055,181
ARRA - Rehabilitation Services-Vocational Rehabilitation Grants to States 84.390 2,111,776
Total United States Department of Education 34,166,957
Total VOCATIONAL REHABILITATION CLUSTER 34,166,957



STATE OF ARKANSAS
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2010

CFDA Amounts
CLUSTER NAME/Federal Grantor/Program Name/ or Other Provided to
Pass Through Entity Identifying # Expenditures Subrecipients
CENTERS FOR INDEPENDENT LIVING CLUSTER
United States Department of Education
Centers for Independent Living 84.132 $ 150,876
Total United States Department of Education 150,876
Total CENTERS FOR INDEPENDENT LIVING CLUSTER 150,876
INDEPENDENT LIVING STATE GRANTS CLUSTER
United States Department of Education
Independent Living_State Grants 84.169 401,469
ARRA - Independent Living State Grants 84.398 228,134
Total United States Department of Education 629,603
Total INDEPENDENT LIVING STATE GRANTS CLUSTER 629,603
INDEPENDENT LIVING SERVICES FOR OLDER INDIVIDUALS WHO ARE BLIND CLUSTER
United States Department of Education
Rehabilitation Services_Independent Living Services for Older Individuals Who are Blind 84.177 534,466
ARRA - Independent Living Services for Older Individuals Who are Blind 84.399 85,920
Total United States Department of Education 620,386
Total INDEPENDENT LIVING SERVICES FOR OLDER INDIVIDUALS WHO ARE BLIND CLUSTER 620,386
EARLY INTERVENTION SERVICES (IDEA) CLUSTER
United States Department of Education
Special Education-Grants for Infants and Families 84.181 3,783,993
ARRA - Special Education - Grants for Infants and Families 84.393 629,997 9,795
Total United States Department of Education 4,413,990 9,795
Total EARLY INTERVENTION SERVICES (IDEA) CLUSTER 4,413,990 9,795
EDUCATION OF HOMELESS CHILDREN AND YOUTH CLUSTER
United States Department of Education
Education for Homeless Children and Youth 84.196 320,149 258,000
ARRA - Education for Homeless Children and Youth 84.387 272,318 272,318
Total United States Department of Education 592,467 530,318
Total EDUCATION OF HOMELESS CHILDREN AND YOUTH CLUSTER 592,467 530,318
EDUCATIONAL TECHNOLOGY STATE GRANTS CLUSTER
United States Department of Education
Education Technology State Grants 84.318 2,854,443 2,519,262
ARRA - Education Technology State Grants 84.386 4,757,247 4,757,247
Total United States Department of Education 7,611,690 7,276,509
Total EDUCATIONAL TECHNOLOGY STATE GRANTS CLUSTER 7,611,690 7,276,509
STATEWIDE DATA SYSTEMS CLUSTER
United States Department of Education
Statewide Data Systems 84.372 1,087,881 674,550
Total United States Department of Education 1,087,881 674,550
Total STATEWIDE DATA SYSTEMS CLUSTER 1,087,881 674,550
SCHOOL IMPROVEMENT GRANTS CLUSTER
United States Department of Education
School Improvement Grants 84.377 61,055 40,000
Total United States Department of Education 61,055 40,000
Total SCHOOL IMPROVEMENT GRANTS CLUSTER 61,055 40,000
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STATE OF ARKANSAS
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE YEAR ENDED JUNE 30, 2010

CFDA Amounts
CLUSTER NAME/Federal Grantor/Program Name/ or Other Provided to
Pass Through Entity Identifying # Expenditures Subrecipients
STATE FISCAL STABILIZATION FUND CLUSTER
United States Department of Education
ARRA - State Fiscal Stabilization Fund (SFSF) - Education State Grants 84.394 $ 145,636,663 $ 133,679,256
ARRA - State Fiscal Stabilization Fund (SFSF) - Government Services 84.397 23,789,360 5,697,622
Total United States Department of Education 169,426,023 139,376,878
Total STATE FISCAL STABILIZATION FUND CLUSTER 169,426,023 139,376,878
AGING CLUSTER
United States Department of Health and Human Services
Special Programs for the Aging_Title Ill, Part B_Grants for Supportive Services
and Senior Centers 93.044 3,846,090 3,402,896
Special Programs for the Aging_Title Ill, Part C_Nutrition Services 93.045 5,566,568 5,566,568
Nutrition Services Incentive Program 93.053 2,443,222 2,443,222
ARRA - Aging Home-Delivered Nutrition Services for States 93.705 319,081 319,081
ARRA - Aging Congregate Nutrition Services for States 93.707 648,133 648,133
Total United States Department of Health and Human Services 12,823,094 12,379,900
Total AGING CLUSTER 12,823,094 12,379,900
IMMUNIZATION CLUSTER
United States Department of Health and Human Services
Immunization Grants 93.268 32,274,589 27,265
ARRA - Immunization 93.712 1,872,917
Total United States Department of Health and Human Services 34,147,506 27,265
Total IMMUNIZATION CLUSTER 34,147,506 27,265
TANF CLUSTER
United States Department of Health and Human Services
Temporary Assistance for Needy Families 93.558 77,846,243 2,236,834
ARRA - Emergency Contingency Fund for Temporary Assistance for Needy Families
(TANF) State Program 93.714 791,728 791,728
ARRA - Temporary Assistance for Needy Families (TANF) Supplemental Grants 93.716 1,323,090
Total United States Department of Health and Human Services 79,961,061 3,028,562
Total TANF CLUSTER 79,961,061 3,028,562
CSBG CLUSTER
United States Department of Health and Human Services
Community Services Block Grant 93.569 9,535,470 9,121,070
ARRA - Community Services Block Grant 93.710 7,533,036 7,448,266
Pass-Through from Community Action Program for Central Arkansas, Incorporated 93.710 1,236
Total United States Department of Health and Human Services 17,069,742 16,569,336
Total CSBG CLUSTER 17,069,742 16,569,336
CCDF CLUSTER
United States Department of Health and Human Services
Child Care and Development Block Grant 93.575 28,367,280
Child Care Mandatory and Matching Funds of the Child Care and Development Fund 93.596 18,500,974
ARRA - Child Care and Development Block Grant 93.713 21,112,157 56,721
Total United States Department of Health and Human Services 67,980,411 56,721
Total CCDF CLUSTER 67,980,411 56,721
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HEAD START CLUSTER
United States Department of Health and Human Services
Head Start 93.600 7,432,533 $ 31,991
Pass-Through from Head Start/Body Start National Center for Physical Development
and Outdoor Play 93.600 5,000
ARRA - Head Start 93.708 414,137
ARRA - Early Head Start 93.709 331,411
Total United States Department of Health and Human Services 8,183,081 31,991
Total HEAD START CLUSTER 8,183,081 31,991
MEDICAID CLUSTER
United States Department of Health and Human Services
State Medicaid Fraud Control Units 93.775 1,560,025
State Survey and Certification of Health Care Providers and Suppliers 93.777 9,091,242
Medical Assistance Program 93.778 2,840,262,581 9,397,191
ARRA - Medical Assistance Program 93.778 294,147,048
Total United States Department of Health and Human Services 3,145,060,896 9,397,191
Total MEDICAID CLUSTER 3,145,060,896 9,397,191
FOSTER GRANDPARENT/SENIOR COMPANION CLUSTER
Corporation for National and Community Service
Foster Grandparent Program 94.011 378,307
Total Corporation for National and Community Service 378,307
Total FOSTER GRANDPARENT/SENIOR COMPANION CLUSTER 378,307
DISABILITY INSURANCE/SSI CLUSTER
Social Security Administration
Social Security_Disability Insurance 96.001 33,594,483
Supplemental Security Income 96.006 64,432
Total Social Security Administration 33,658,915
Total DISABILITY INSURANCE/SSI CLUSTER 33,658,915
HOMELAND SECURITY CLUSTER
Department of Homeland Security
State Domestic Preparedness Equipment Support Program 97.004 19,385
Homeland Security Grant Program 97.067 4,703,111 3,889,025
Total Department of Homeland Security 4,722,496 3,889,025
Total HOMELAND SECURITY CLUSTER 4,722,496 3,889,025
RESEARCH AND DEVELOPMENT CLUSTER
United States Department of Agriculture
Agricultural Research_Basic and Applied Research 10.001 2,152,860 100,366
Pass-Through from Entomological Services 10.001 12,170
Plant and Animal Disease, Pest Control, and Animal Care 10.025 87,519
Wildlife Services 10.028 23,339
Federal-State Marketing Improvement Program
Pass-Through from University of Idaho 10.156 1,977
Specialty Crop Block Grant Program - Farm Bill
Pass-Through from Arkansas Pecan Growers Association 10.170 21,718
Grants for Agricultural Research, Special Research Grants 10.200 1,459,700 15,576
Pass-Through from lowa State University 10.200 38,000
Pass-Through from Louisiana State University 10.200 10,029
Pass-Through from New York State Department of Agriculture and Markets 10.200 18,077
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RESEARCH AND DEVELOPMENT CLUSTER (continued)
United States Department of Agriculture (continued)
Grants for Agricultural Research, Special Research Grants (continued)
Pass-Through from Southern Regional Aquaculture Center 10.200 111,297
Pass-Through from University of Florida 10.200 64,998
Pass-Through from University of Georgia 10.200 2,931
Payments to 1890 Land-Grant Colleges and Tuskegee University 10.205 2,147,415
Grants for Agricultural Research_Competitive Research Grants 10.206 2,074,365 601,891
Pass-Through from University of Florida 10.206 24,141
Small Business Innovation Research
Pass-Through from Infinite Eversole-Speciality Crop Services, LLC 10.212 12,844
Sustainable Agriculture Research and Education
Pass-Through from University of Georgia 10.215 21,338
1890 Institution Capacity Building Grants 10.216 375,330
Pass-Through from Delaware State University 10.216 4,428
Pass-Through from Fort Valley State University 10.216 14,694
Pass-Through from West Virginia State University 10.216 24,261
Higher Education Challenge Grants 10.217 127,511 66,563
Pass-Through from Kansas State University 10.217 1,154
Pass-Through from Texas A&M University 10.217 12,684
Biotechnology Risk Assessment Research 10.219 94,172
Higher Education Multicultural Scholars Program 10.220 27,600
Agricultural and Rural Economic Research 10.250 1,221
Integrated Programs 10.303 383,911 136,348
Pass-Through from Texas A&M University 10.303 14,269
Pass-Through from Texas Agricultural Experiment Station 10.303 31,986
Pass-Through from Texas AgriLife Extension Service 10.303 15,841
Pass-Through from University of Connecticut 10.303 12,831
Pass-Through from University of Georgia 10.303 3,583
Pass-Through from Utah State University 10.303 13,724
International Science and Education Grants
Pass-Through from Mississippi State University 10.305 5,601
Specialty Crop Research Initiative
Pass-Through from Michigan State University 10.309 14,722
Community Outreach and Assistance Partnership Program 10.455 49,294
Cooperative Extension Service 10.500 1,880 1,093
Pass-Through from University of Georgia 10.500 55,003
Forestry Research 10.652 304,171
Cooperative Forestry Assistance 10.664 23,176
National Agricultural Library 10.700 25,009 21,044
Resource Conservation and Development 10.901 9,706
Soil and Water Conservation 10.902 7,373
Soil Survey 10.903 18,386
Environmental Quality Incentives Program 10.912 2,485
Other Department of Agriculture Research N/A 365,935 80,456
Pass-Through from Arkansas Women in Agriculture N/A 288
Pass-Through from Dairy Research Institute N/A 596,054
Pass-Through from SSS Optical Technologies LLC N/A 17,356
Pass-Through from University of Florida N/A 32,782
Total United States Department of Agriculture 10,973,139 1,023,337
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RESEARCH AND DEVELOPMENT CLUSTER (continued)
United States Department of Commerce
Climate and Atmospheric Research 11.431 $ 107,431
ARRA - Measurement and Engineering Research and Standards
Pass-Through from Johns Hopkins University 11.609 29,599
Other Department of Commerce Research N/A 15,244
Total United States Department of Commerce 152,274
United States Department of Defense
Collaborative Research and Development 12.114 14,484
Basic and Applied Scientific Research 12.300 397,665
Pass-Through from University of lllinois 12.300 67,714
Military Medical Research and Development 12.420 751,851
Pass-Through from Boston VA Research Institute, Incorporated 12.420 117,696
Basic Scientific Research 12.431 149,104
Basic, Applied, and Advanced Research in Science and Engineering 12.630 453,617
Air Force Defense Research Sciences Program 12.800 136,109
Other Department of Defense Research N/A 4,060,641 626,435
Pass-Through from Alaka'l Consulting and Engineering, Incorporated N/A 2,756
Pass-Through from Alabama A&M University N/A 39,186
Pass-Through from Arkansas Power Electronics International, Incorporated N/A 55,802
Pass-Through from Cyberneutics N/A 127,399
Pass-Through from Defense Threat Reduction Agency N/A 212,527
Pass-Through from HM Jackson Foundation for the Advancement of Military Medicine N/A 551,732
Pass-Through from Infoscitex N/A 124,538
Pass-Through from ITT Corp N/A 8,376
Pass-Through from Nanomech N/A 9,110
Pass-Through from Radiance Technology, Incorporated N/A 319,187
Pass-Through from University of Tennessee N/A 60,967
Total United States Department of Defense 7,660,461 626,435
United States Department of the Interior
Distribution of Receipts to State and Local Governments 15.227 13,724
Environmental Quality and Protection Resource Management 15.236 44,748
Sport Fish Restoration Program
Pass-Through from Mississippi State University 15.605 3,233
Fish And Wildlife Management Assistance 15.608 27,034
Cooperative Endangered Species Conservation Fund 15.615 25,118
Partners for Fish and Wildlife 15.631 24,220
State Wildlife Grants 15.634 96,392
Neotropical Migratory Bird Conservation 15.635 1,786
Challenge Cost Share 15.642 34,098
Research Grants (Generic) 15.650 1,991
Assistance to State Water Resources Research Institutes 15.805 54,427
U.S. Geological Survey_Research and Data Collection 15.808 21,287
Pass-Through from AmericaView, Incorporated 15.808 23,234
National Cooperative Geologic Mapping Program 15.810 16,102
Cooperative Research Units Program 15.812 88,606
Other Department of the Interior Research N/A 52,241
Total United States Department of the Interior 528,241
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RESEARCH AND DEVELOPMENT CLUSTER (continued)
United States Department of Justice
Juvenile Justice and Delinquency Prevention_Allocation to States 16.540 9,710
Other Department of Justice Research N/A 710
Total United States Department of Justice 10,420
United States Department of Transportation
Highway Planning and Construction 20.205 470,101 38,567
Pass-Through from Oregon State University 20.205 9,218
Highway Training and Education 20.215 8,260
University Transportation Centers Program 20.701 417,021 27,360
Pass-Through from Texas A&M University 20.701 33,204
Pass-Through from University of Alaska Fairbanks 20.701 30,532
Technical Assistance Grants 20.710 1,520
Biobased Transportation Research
Pass-Through from Oklahoma State University 20.761 44,305
Other Department of Transportation Research
Pass-Through from National Academy of Sciences N/A 21,753
Total United States Department of Transportation 1,035,914 65,927
National Aeronautics and Space Administration
Aerospace Education Services Program 43.001 1,355,427 299,668
Pass-Through from Arkansas Space Grant Consortium 43.001 22,224
Pass-Through from Space Telescope Science Institute 43.001 7,324
Other National Aeronautics and Space Administration Research N/A 324,424 8,339
Pass-Through from Baylor College of Medicine N/A 22,329
Pass-Through from Jet Propulsion Laboratory N/A 21,519
Pass-Through from Lynguent, Incorporated N/A 77,747
Pass-Through from Power Electronics Leveling Solutions LLC N/A 328
Pass-Through from Space Photonics N/A 3,109
Total National Aeronautics and Space Administration 1,834,431 308,007
National Foundation For the Arts and For the Humanities
Promotion of the Arts_Grants to Organizations and Individuals 45.024 24,999
Promotion of the Humanities_Federal/State Partnership
Pass-Through from Arkansas Humanities Council 45.129 735
Promotion of the Humanities_Division of Preservation and Access 45.149 147,478
Promotion of the Humanities_ Research 45.161 68,553 34,520
Total National Foundation on Arts and the Humanities 241,765 34,520
National Science Foundation
Engineering Grants 47.041 1,268,663 57,732
Pass-Through from Ocean Nanotech 47.041 25,060
Pass-Through from Penn State University 47.041 50,599
Pass-Through from Washington State University 47.041 12,486
Pass-Through from White River Bioscience, Incorporated 47.041 1,494
Mathematical and Physical Sciences 47.049 1,417,381 31,979
Pass-Through from University of Oklahoma 47.049 925,500
Geosciences 47.050 242,478
Pass-Through from Incorporated Research Institutions for Seismology 47.050 27,156
Pass-Through from University of Arizona 47.050 4,000
Computer and Information Science and Engineering 47.070 222,685
Pass-Through from Marist College 47.070 12,601
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RESEARCH AND DEVELOPMENT CLUSTER (continued)
National Science Foundation (continued)
Biological Sciences 47.074 1,532,293
Pass-Through from Cornell University 47.074 254,344
Pass-Through from Missouri University of Science and Technology 47.074 86,291
Pass-Through from University of Delaware 47.074 32,312
Pass-Through from University of Nevada 47.074 112,483
Pass-Through from Washington University 47.074 23,100
Social, Behavioral, and Economic Sciences 47.075 78,883 4,044
Pass-Through from University of North Dakota 47.075 199
Education and Human Resources 47.076 776,663 208,218
Pass-Through from SENCER Summer Institute 47.076 2,149
International Science and Engineering (OISE) 47.079 55,047
Office of Cyberinfrastructure 47.080 810,713
Office of Experimental Program to Stimulate Competitive Research 47.081 1,646,864
ARRA - Trans-NSF Recovery Act Research Support 47.082 1,597,379
Pass-Through from Senmater Tech Company 47.082 74,747
Other National Science Foundation Research N/A 342,611
Pass-Through from Marist College N/A 1,333
Pass-Through from Synthezyme N/A 19,880
Total National Science Foundation 11,657,394 301,973
Small Business Administration
Other Small Business Administration Research N/A 1,195
Total Small Business Administration 1,195
United States Department of Veterans Affairs
Other Department of Veterans Affairs Research N/A 35,878
Pass-Through from UT Southwestern N/A 102,334
Total United States Department of Veterans Affairs 138,212
Environmental Protection Agency
Region 3 Environmental Priority Projects 66.113 93,466
Congressionally Mandated Projects 66.202 66,232
ARRA - Capitalization Grants for Clean Water State Revolving Funds 66.458 260,614
Nonpoint Source Implementation Grants 66.460 65,081
Regional Wetland Program Development Grants 66.461 47,575
Wetland Program Grants - State/Tribal Environmental Outcome Wetland
Demonstration Program 66.479 7,440
Other Environmental Protection Agency Research N/A 51,345
Pass-Through from Nanomaterials and Nanofabrication Laboratory N/A 12,183
Total Environmental Protection Agency 603,936
United States Department of Energy
State Energy Program 81.041 35,007
ARRA - State Energy Program 81.041 51,230
Office of Science Financial Assistance Program 81.049 561,302
Pass-Through from Arkansas Power Electronics International, Incorporated 81.049 98,258
Pass-Through from Oak Ridge Associated 81.049 132,961
Pass-Through from Columbia University 81.049 82,538
Conservation Research and Development
Pass-Through from Oklahoma State University 81.086 2,739
Renewable Energy Research and Development 81.087 2,851,121 732,478
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RESEARCH AND DEVELOPMENT CLUSTER (continued)
United States Department of Energy (continued)
Fossil Energy Research and Development 81.089 101,770
Pass-Through from Houston Advanced Research Center 81.089 140,062
Electricity Delivery and Energy Reliability, Research, Development and Analysis 81.122 431,602
ARRA - Electricity Delivery and Energy Reliability, Research, Development and Analysis 81.122 34,666
Industrial Carbon Capture and Storage (CCS) Application 81.134 28,385
Other Department of Energy Research N/A 13,357
Pass-Through from Argonne National Laboratory N/A 49,080
Total United States Department of Energy 4,614,078 732,478
United States Department of Education
Title | Grants to Local Educational Agencies 84.010 32,049
Fund for the Improvement of Postsecondary Education 84.116
Pass-Through from Troy University 7,222
Safe and Drug-Free Schools and Communities_State Grants 84.186 7,475
Twenty-First Century Community Learning Centers 84.287 2,000
Improving Teacher Quality State Grants 84.367 24,509
Statewide Data Systems 84.372 70,928
Other Department of Education Research
Pass-Through from Mathematica Policy Research, Incorporated N/A 47,111
Pass-Through from Westat, Incorporated N/A 264,661
Total United States Department of Education 455,955
United States Department of Health and Human Services
Special Programs for the Aging_Title IV_and Title Il_Discretionary Projects 93.048 82,223
Innovations in Applied Public Health Research
Pass-Through from Radiation Monitoring Devices, Incorporated 93.061 2,335
Pass-Through from University of North Carolina - Chapel Hill 93.061 210,611
Public Health Emergency Preparedness 93.069 4,349
Food and Drug Administration_Research 93.103 4,199
Pass-Through from Oak Ridge Institute for Science and Education 93.103 25,073
Environmental Health 93.113 58,985
Pass-Through from BioDetection Instruments LLC 93.113 75,600
Pass-Through from Louisiana State University Health Sciences Center 93.113 9,160
Human Genome Research 93.172 323,955
Research Related to Deafness and Communication Disorders 93.173 101,087
Pass-Through from Louisiana State University Health Sciences Center 93.173 60,636
Pass-Through from University of lllinois 93.173 945
Telehealth Network Grants 93.211 37,338
Grants for Dental Public Health Residency Training
Pass-Through from Boston VA Research Institute, Incorporated 93.236 133,961
State Capacity Building
Pass-Through from Systems Research and Applications Corporation 93.240 669,947
Mental Health Research Grants 93.242 883,727 118,099
Pass-Through from Dartmouth College 93.242 21,767
Pass-Through from Emory University 93.242 64,526
Pass-Through from University of Colorado 93.242 20,017
Pass-Through from University of Massachusetts 93.242 42,563
Substance Abuse and Mental Health Services_Projects of Regional
and National Significance
Pass-Through from Benton County Drug Court 93.243 40,866
Occupational Safety and Health Program 93.262 9,577 7,941
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RESEARCH AND DEVELOPMENT CLUSTER (continued)
United States Department of Health and Human Services (continued)
Alcohol Research Programs 93.273 1,137,584 § 11,810
Pass-Through from University of Colorado 93.273 3,700
Drug Abuse and Addiction Research Programs 93.279 6,730,872 540,114
Pass-Through from Baylor College of Medicine 93.279 289,255
Pass-Through from Dartmouth College 93.279 19,157
Pass-Through from InterVexion Therapeutics LLC 93.279 158,550
Pass-Through from University of Vermont 93.279 30,146
Pass-Through from Washington University 93.279 65,272
Mental Health National Research Service Awards for Research Training 93.282 22,493
Centers for Disease Control and Prevention_Investigations and Technical Assistance 93.283 322,865
Discovery and Applied Research for Technological Innovations to Improve Human Health 93.286 1,308,189
Minority Health and Health Disparities Research 93.307 1,596,711 139,647
Trans-NIH Research Support 93.310 432,405 247,481
Pass-Through from Duke Clinical Research 93.310 142,158
Nursing Research 93.361 699,639 69,191
National Center for Research Resources 93.389 10,928,860 769,876
Pass-Through from Health Partners Research Foundation 93.389 45,989
Academic Research Enhancement Award 93.390 140,157
Cancer Cause and Prevention Research 93.393 168,838
Pass-Through from University of Alabama at Birmingham 93.393 19,854
Pass-Through from University of California at San Francisco 93.393 6,904
Pass-Through from University of Utah 93.393 86,097
Cancer Detection and Diagnosis Research 93.394 563,202 68,455
Cancer Treatment Research 93.395 5,494,920 416,673
Pass-Through from EMMES Corporation 93.395 175,572
Pass-Through from National Surgical Adjuvant Breast and Bowel Project 93.395 154,608
Pass-Through from Southwest Oncology Group 93.395 23,058
Pass-Through from University of Alabama at Birmingham 93.395 44,669
Pass-Through from University of Michigan 93.395 28,928
Pass-Through from Yale University 93.395 11,097
Cancer Biology Research 93.396 468,125
Cancer Research Manpower 93.398 111,059
Child Care and Development Block Grant 93.575 16,492
ARRA - Trans-NIH Recovery Act Research Support 93.701 5,846,063 210,830
Pass-Through from Maine Medical Center 93.701 42,600
Pass-Through from InterVexion Therapeutics LLC 93.701 86,177
Pass-Through from Wright State University 93.701 20,180
Cardiovascular Diseases Research 93.837 1,939,606 48,004
Pass-Through from Virginia Commonwealth University 93.837 3,297
Lung Diseases Research 93.838 37,611 14,336
Blood Diseases and Resources Research 93.839 1,092,991
Pass-Through from University of lowa 93.839 246,935
Arthritis, Musculoskeletal and Skin Diseases Research 93.846 986,706
Diabetes, Digestive, and Kidney Diseases Extramural Research 93.847 2,316,205 47,093
Pass-Through from Rhode Island Hospital 93.847 7,933
Pass-Through from University of Oxford 93.847 (3,702)
Pass-Through from University of Vermont 93.847 21,513
Pass-Through from Wake Forest University 93.847 34,509
Digestive Diseases and Nutrition Research 93.848 460,649
Pass-Through from University of Nebraska at Lincoln 93.848 11,688
Pass-Through from University of Vermont 93.848 201,375
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RESEARCH AND DEVELOPMENT CLUSTER (continued)
United States Department of Health and Human Services (continued)
Kidney Diseases, Urology and Hematology Research 93.849 1,162,592
Pass-Through from University of Alabama at Birmingham 93.849 17,064
Extramural Research Programs in the Neurosciences and Neurological Disorders 93.853 2,900,782 58,232
Pass-Through from Columbia University 93.853 1,400
Pass-Through from University of Alabama at Birmingham 93.853 21,896
Pass-Through from Yale University 93.853 7,698
Allergy, Immunology and Transplantation Research 93.855 2,299,124 60,246
Pass-Through from Duke Clinical Research 93.855 222,973
Pass-Through from University of California at San Diego 93.855 7,147
Microbiology and Infectious Diseases Research 93.856 738,746 12,840
Pass-Through from University of Alabama at Birmingham 93.856 137,607
Biomedical Research and Research Training 93.859 1,847,627 233,528
Pass-Through from Nanomaterials and Nanofabrication Laboratory 93.859 849
Pass-Through from University of Texas Medical Branch - Galveston 93.859 34,899
Population Research 93.864 610,182
Child Health and Human Development Extramural Research 93.865 496,158
Pass-Through from Invotek, Incorporated 93.865 12,034
Aging Research 93.866 4,522,399 117,270
Pass-Through from Polisher Research Institute 93.866 23,999
Pass-Through from University of Kentucky 93.866 83,267
Pass-Through from Vanderbilt University 93.866 52,720
Vision Research 93.867 1,076,482
Grants for Training in Primary Care Medicine and Dentistry 93.884 138
Health Care and Other Facilities 93.887 21,200
International Research and Research Training 93.989 305,632
Adolescent Family Life_Demonstration Projects
Pass-Through from Healthy Connections, Incorporated 93.995 125,947 29,769
Other Department of Health and Human Services Research N/A 16,061
Pass-Through from Case Western Reserve University N/A 58,416
Pass-Through from Cleveland Clinic Foundation N/A 23,255
Pass-Through from Cornell University N/A 63,807
Pass-Through from EMMES Corporation N/A 17,115
Pass-Through from JAEB Center for Health Research N/A 322
Pass-Through from Maryland Procurement Office N/A 71,846
Pass-Through from Stanford University N/A 35,774
Pass-Through from University of Oklahoma N/A 1,000
Total United States Department of Health and Human Services 64,701,366 3,221,435
United States Department of Homeland Security
Centers for Homeland Security 97.061 448,800 8,300
Pass-Through Texas Southern University 97.061 44,540
Pass-Through from University of Maryland 97.061 325,473
Total United States Department of Homeland Security 818,813 8,300
United States Agency for International Development
USAID Foreign Assistance for Programs Overseas
Pass-Through from Purdue University 98.001 27,863 15,447
Total United States Agency for International Development 27,863 15,447
Total RESEARCH AND DEVELOPMENT CLUSTER 105,455,457 6,337,859
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STUDENT FINANCIAL ASSISTANCE CLUSTER
United States Department of Education
Federal Supplemental Educational Opportunity Grants 84.007 4,375,084
Federal Family Education Loans 84.032 1,119,127,265 $ 8,117,452
Federal Work-Study Program 84.033 5,138,367
ARRA - Federal Work-Study Program 84.033 1,104,367
Federal Perkins Loan Program_Federal Capital Contributions 84.038 38,624,999
Federal Pell Grant Program 84.063 245,399,560
ARRA - Federal Pell Grant Program 84.063 15,435,938
Federal Direct Student Loans 84.268 31,663,591
Academic Competitiveness Grants 84.375 4,296,999
National Science and Mathematics Access to Retain Talent (SMART) Grants 84.376 1,503,639
Teacher Education Assistance for College and Higher Education Grants (TEACH Grants) 84.379 369,188
Total United States Department of Education 1,467,038,997 8,117,452
United States Department of Health and Human Services
Health Professions Student Loans, Including Primary Care Loans/Loans
for Disadvantaged Students 93.342 5,173,036
Nursing Student Loans 93.364 276,850
Scholarships for Health Professions Students from Disadvantaged Backgrounds 93.925 281,131
ARRA - Scholarships for Health Professions Students from Disadvantaged Backgrounds 93.925 14,553
Total United States Department of Health and Human Services 5,745,570
Total STUDENT FINANCIAL ASSISTANCE CLUSTER 1,472,784,567 8,117,452
United States Department of Agriculture
Agricultural Research_Basic and Applied Research 10.001 (238)
Plant and Animal Disease, Pest Control, and Animal Care 10.025 1,205,597 62,706
Wildlife Services 10.028 101,064
Pass-Through from Mississippi State University 10.028 3,319
Conservation Reserve Program 10.069 119,640
Wetlands Reserve Program 10.072 5,104
ARRA - Aquaculture Grants Program (AGP) 10.086 7,815,885 7,815,885
Market Protection and Promotion 10.163 90,687
Specialty Crop Block Grant Program 10.169 12,290
Specialty Crop Block Grant Program - Farm Bill 10.170 62,706
Grants For Agricultural Research, Special Research Grants 10.200 95,207
Grants for Agricultural Research_Competitive Research Grants 10.206 32,220
Sustainable Agriculture Research and Education 10.215 23,653
Pass-Through from Mississippi State University 10.215 797
1890 Institution Capacity Building Grants 10.216 148,458 75,000
Integrated Programs 10.303 53,145
International Science and Education Grants 10.305 3,214
Organic Agriculture Research and Extension Initiative 10.307 10,931
Specialty Crop Research Initiative 10.309 2,711
ARRA - Trade Adjustment Assistance for Farmers Training Coordination Program (TAAF)
Pass-Through from University of Minnesota 10.315 90,410
State Mediation Grants 10.435 71,334
Outreach and Assistance for Socially Disadvantaged Farmers and Ranchers 10.443 256,622
Community Outreach and Assistance Partnership Program 10.455 59,737
Food Safety Cooperative Agreements 10.479 95,984
Cooperative Extension Service 10.500 9,725,024 83,871
Special Supplemental Nutrition Program for Women, Infants, and Children 10.557 66,921,879
Child and Adult Care Food Program 10.558 38,182,426 36,859,402
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United States Department of Agriculture (continued)
State Administrative Expenses for Child Nutrition 10.560 2,415,328
Commodity Supplemental Food Program 10.565 286,795
WIC Farmers' Market Nutrition Program (FMNP) 10.572 177,153
Team Nutrition Grants 10.574 135,840
Senior Farmers Market Nutrition Program 10.576 105,727 $ 105,727
ARRA - WIC Grants To States (WGS) 10.578 247,133
Child Nutrition Discretionary Grants Limited Availability 10.579 8,259 8,259
ARRA - Child Nutrition Discretionary Grants Limited Availability 10.579 1,274,259 1,207,136
Fresh Fruit and Vegetable Program 10.582 859,414 799,480
Forestry Research 10.652 70,769
Pass-Through from National Park Service 10.652 861
Cooperative Forestry Assistance 10.664 2,562,802 519,265
Forest Legacy Program 10.676 25,000
Forest Health Protection 10.680 1,258,764 409,764
ARRA - Wildland Fire Management 10.688 2,549,250
Rural Cooperative Development Grants
Pass-Through from Winrock International 10.771 6,489
Rural Business Opportunity Grants
Pass-Through from Delta Regional Authority 10.773 175,307
Distance Learning and Telemedicine Loans and Grants 10.855 1,006,289
1890 Land Grant Institutions Rural Entrepreneurial Outreach Program 10.856 136,359
Soil and Water Conservation 10.902 221,479 221,479
Watershed Protection and Flood Prevention 10.904 15,000 15,000
Environmental Quality Incentives Program 10.912 109,745 109,745
Technical Agricultural Assistance
Pass-Through from Partners of the Americas 10.960 3,816
Other Department of Agriculture Assistance N/A 778,483
Total United States Department of Agriculture 139,620,127 48,292,719
United States Department of Commerce
ITA Special Projects 11.113 156,542
Special American Business Internship Training Program 11.114 (22,121)
Economic Development_Technical Assistance 11.303 343,227
Public Telecommunications Facilities Planning and Construction 11.550 161,055
Manufacturing Extension Partnership 11.611 1,243,704 180,182
Total United States Department of Commerce 1,882,407 180,182
United States Department of Defense
Procurement Technical Assistance for Business Firms 12.002 423,004
Law Enforcement Support Office - 1033 Program 12.005 58,577
Planning Assistance to States 12.110 227,576
Payments to States in Lieu of Real Estate Taxes 12.112 1,319,590 1,319,590
Basic and Applied Scientific Research 12.300 8,937
Military Construction, National Guard 12.400 35,088,791
National Guard Military Operations and Maintenance (O&M) Projects 12.401 38,962,210
ARRA - National Guard Military Operations and Maintenance (O&M) Projects 12.401 9,797,558 9,082,512
National Guard Civilian Youth Opportunities 12.404 1,683,787
Military Medical Research and Development 12.420 26,946
Air Force Defense Research Sciences Program 12.800 3,134
Other Department of Defense Assistance N/A 100,313
Total United States Department of Defense 87,700,423 10,402,102
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United States Department of Housing and Urban Development
Emergency Shelter Grants Program 14.231 1,165,452
Shelter Plus Care 14.238 1,562,523
HOME Investment Partnerships Program 14.239 9,680,690 8,265,460
Housing Opportunities for Persons with AIDS 14.241 540,936 521,991
Community Development Block Grants/Brownfields Economic Development Initiative 14.246 1,656,656
Economic Development Initiative-Special Project, Neighborhood Initiative
and Miscellaneous Grants 14.251 945,770
ARRA - Homelessness Prevention and Rapid Re-Housing Program 14.257 2,915,898 2,873,549
ARRA - Tax Credit Assistance Program 14.258 5,284,011 5,284,011
Fair Housing Assistance Program_State and Local 14.401 221,036
Historically Black Colleges and Universities Program 14.520 316,930 45,000
Total United States Department of Housing and Urban Development 24,289,902 16,990,011
United States Department of the Interior
Indian Education_Higher Education Grant Program 15.114 76,503
Pass-Through from Choctaw Nation of Oklahoma 15.114 800
Distribution of Receipts to State and Local Governments 15.227 8,720,958 4,183,661
Regulation of Surface Coal Mining and Surface Effects of Underground Coal Mining 15.250 306,260
Abandoned Mine Land Reclamation (AMLR) Program 15.252 1,956,224
Cooperative Endangered Species Conservation Fund 15.615 684,695 154,238
Clean Vessel Act 15.616 241,138 241,138
Sportfishing and Boating Safety Act 15.622 100,000 100,000
Partners for Fish and Wildlife 15.631 42,000
Conservation Grants Private Stewardship for Imperiled Species 15.632 20,000
Landowner Incentive Program 15.633 169,050 150,584
State Wildlife Grants 15.634 410,912 174,144
Pass-Through from The Nature Conservancy 15.634 12,243
ARRA - Habitat Enhancement, Restoration and Improvement 15.656 64,905 39,544
U.S. Geological Survey_Research and Data Collection 15.808 193,570
National Spatial Data Infrastructure Cooperative Agreements Program 15.809 46,949
National Cooperative Geologic Mapping Program 15.810 64,843
National Geological and Geophysical Data Preservation Program 15.814 7,278
Historic Preservation Fund Grants-In-Aid 15.904 760,776 151,650
Pass-Through from Central High School 15.904 34,475
Outdoor Recreation_Acquisition, Development and Planning 15.916 302,804
Native American Graves Protection and Repatriation Act 15.922 3,359
Other Department of the Interior Assistance N/A 63,966
Total United States Department of the Interior 14,283,708 5,194,959
United States Department of Justice
Juvenile Accountability Block Grants 16.523 628,257 438,678
Juvenile Justice and Delinquency Prevention_Allocation to States 16.540 572,266 423,359
Missing Children's Assistance 16.543 236,350 77,322
Victims of Child Abuse 16.547 51,685
Title V_Delinquency Prevention Program 16.548 143,285
National Criminal History Improvement Program (NCHIP) 16.554 348,460
Crime Victim Assistance 16.575 4,513,602 4,331,652
Crime Victim Compensation 16.576 1,052,309
Edward Byrne Memorial Formula Grant Program 16.579 271,153 132,663
Edward Byrne Memorial State and Local Law Enforcement Assistance
Discretionary Grants Program 16.580 18,745
Crime Victim Assistance/Discretionary Grants 16.582 33,116
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United States Department of Justice (continued)
Drug Court Discretionary Grant Program 16.585 27,220
Violence Against Women Formula Grants 16.588 1,364,412 1,022,740
ARRA - Violence Against Women Formula Grants 16.588 236,248 281,103
Residential Substance Abuse Treatment for State Prisoners 16.593 64,969
State Criminal Alien Assistance Program 16.606 425,268
Bulletproof Vest Partnership Program 16.607 16,023
Public Safety Partnership and Community Policing Grants 16.710 578,981
Enforcing Underage Drinking Laws Program 16.727 186,115 119,269
Edward Byrne Memorial Justice Assistance Grant Program 16.738 238,017 122,761
Statewide Automated Victim Information Notification (SAVIN) Program 16.740 229,061
Forensic DNA Backlog Reduction Program 16.741 599,910
Paul Coverdell Forensic Sciences Improvement Grant Program 16.742 126,371
Convicted Offender and/or Arrestee DNA Backlog Reduction Program
(In-House Analysis and Data Review) 16.748 43,900
Congressionally Recommended Awards 16.753 109,148 101,035
ARRA - Internet Crimes against Children Task Force Program (ICAC) 16.800 137,202 36,819
ARRA - State Victim Assistance Formula Grant Program 16.801 178,142 167,329
ARRA - State Victim Compensation Formula Grant Program 16.802 276,705
ARRA - Edward Byrne Memorial Justice Assistance Grant (JAG)
Program / Grants to States and Territories 16.803 7,796,597 3,207,472
Other Department of Justice Assistance N/A 1,535,624
Total United States Department of Justice 22,039,141 10,462,202
United States Department of Labor
Labor Force Statistics 17.002 980,663
Compensation and Working Conditions 17.005 97,224
Unemployment Insurance 17.225 157,141,967
ARRA - Unemployment Insurance 17.225 478,424,265
Senior Community Service Employment Program 17.235 2,057,066 2,020,602
ARRA - Senior Community Service Employment Program 17.235 285,334 285,334
Trade Adjustment Assistance 17.245 10,921,259
WIA Pilots, Demonstrations, and Research Projects 17.261 552,424
National Farmworker Jobs Program 17.264 326,722
Work Incentive Grants 17.266 97,988
H-1B Job Training Grants 17.268 2,895,034
Community Based Job Training Grants 17.269 2,720,686
Work Opportunity Tax Credit Program (WOTC) 17.271 158,628
Temporary Labor Certification for Foreign Workers 17.273 83,554
ARRA - Program of Competitive Grants for Worker Training and Placement in High Growth
and Emerging Industry Sectors 17.275 144,531
Pass-Through from Memphis BioWorks Foundation 17.275 51,155
Consultation Agreements 17.504 1,013,973
OSHA Data Initiative 17.505 17,441
Mine Health and Safety Grants 17.600 114,170
Other Department of Labor Assistance N/A 5,578
Total United States Department of Labor 658,089,662 2,305,936
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United States Department of State
Professional and Cultural Exchange Programs - International Visitor
Leadership Program 19.402 $ 27,419
Professional and Cultural Exchange Programs - Citizen Exchanges 19.415 42,176
Other Department of State Assistance N/A 61,836
Total United States Department of State 131,431
United States Department of Transportation
Airport Improvement Program 20.106 153,720 153,720
National Motor Carrier Safety 20.218 3,674,225
Performance and Registration Information Systems Management 20.231 225,000
Commercial Driver License State Programs 20.232 855,086
Commercial Motor Vehicle Operator Training Grants 20.235 2,685
Commercial Drivers License Information System 20.238 77,280
Federal Transit_Metropolitan Planning Grants 20.505 1,963,149 1,924,310
Formula Grants for Other Than Urbanized Areas 20.509 6,874,715 6,422,274
ARRA - Formula Grants for Other Than Urbanized Areas 20.509 8,460,245 4,431,584
Alcohol Open Container Requirements 20.607 4,656,602
National Highway Transportation Safety Administration (NHTSA)
Discretionary Safety Grants 20.614 2,576
Pipeline Safety Program Base Grants 20.700 467,052
University Transportation Centers Program 20.701 43,911
Interagency Hazardous Materials Public Sector Training and Planning Grants 20.703 112,431 25,000
Other Department of Transportation Assistance N/A 130,548 16,595
ARRA - Other Department of Transportation Assistance N/A 109,694
Total United States Department of Transportation 27,808,919 12,973,483
United States Department of Treasury
Low Income Taxpayer Clinics 21.008 86,668
Total United States Department of Treasury 86,668
General Services Administration
Donation of Federal Surplus Personal Property 39.003 3,813,495
Total General Services Administration 3,813,495
National Aeronautics and Space Administration
Aerospace Education Services Program 43.001 20,523
Pass-Through from Arkansas Space Grant Consortium 43.001 69,405
Pass-Through from College of Charleston 43.001 296
Other National Aeronautics and Space Administration Assistance N/A 34,907
Total National Aeronautics and Space Administration 125,131
National Foundation For the Arts and For the Humanities
Promotion of the Arts_Grants to Organizations and Individuals 45.024 22,047
ARRA - Promotion of the Arts_Grants to Organizations and Individuals 45.024 50,000
Promotion of the Arts_Partnership Agreements 45.025 699,872 563,834
Pass-Through from Mid-America Arts Alliance 45.025 2,000
ARRA - Promotion of the Arts_Partnership Agreements 45.025 302,100 302,100
Promotion of the Humanities_Federal/State Partnership
Pass-Through from Arkansas Humanities Council 45,129 23,835
Promotion of the Humanities_Challenge Grants 45.130 57,309
Promotion of the Humanities_Professional Development 45.163 85,210
Promotion of the Humanities_Public Programs 45.164 2,470
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National Foundation For the Arts and For the Humanities (continued)
Grants to States 45.310 1,991,526
Other National Endowment for the Arts and for the Humanities Assistance
Pass-Through from Arkansas Arts Council N/A 2,000
Total National Foundation on the Arts and Humanities 3,238,369 $ 865,934
National Science Foundation
Engineering Grants 47.041 82,235 5,000
Pass-Through from Ocean Nano Tech 47.041 8,925
Mathematical and Physical Sciences 47.049 38,110
Geosciences 47.050 28,556
Computer and Information Science and Engineering 47.070 1,962
Social, Behavioral, and Economic Sciences 47.075 853
Education and Human Resources 47.076 4,256,462 188,930
Office of Cyberinfrastructure 47.080 1,697
Office of Experimental Program to Stimulate Competitive Research 47.081 433,643 60,039
ARRA - Trans-NSF Recovery Act Research Support 47.082 366,595
Other National Science Foundation Assistance N/A 293,439
Total National Science Foundation 5,512,477 253,969
Small Business Administration
Small Business Development Centers 59.037 1,123,813
Veterans Business Development 59.044 29,600
Other Small Business Administration Assistance N/A 794,214
Total Small Business Administration 1,947,627
Department of Veterans Affairs
Veterans State Domiciliary Care 64.014 189,375
Veterans State Nursing Home Care 64.015 3,793,894
Post-9/11 Veterans Educational Assistance 64.028 19,584
All-Volunteer Force Educational Assistance 64.124 288,087
Other Department of Veterans Affairs Assistance N/A 31,823
Total Department of Veterans Affairs 4,322,763
Environmental Protection Agency
Air Pollution Control Program Support 66.001 1,784,138
Surveys, Studies, Research, Investigations, Demonstrations, and Special Purpose
Activities Relating to the Clean Air Act 66.034 524,853
ARRA - National Clean Diesel Funding Assistance Program 66.039 138,638 108,275
State Clean Diesel Grant Program 66.040 189,577
ARRA - State Clean Diesel Grant Program 66.040 308,339 237,315
Congressionally Mandated Projects 66.202 325
Water Pollution Control State, Interstate, and Tribal Program Support 66.419 2,853,596
State Public Water System Supervision 66.432 824,048
State Underground Water Source Protection 66.433 93,995
Surveys, Studies, Investigations, Demonstrations, and Training Grants and
Cooperative Agreements - Section 104(b)(3) of the Clean Water Act 66.436 18,350
Water Quality Management Planning 66.454 650,105
ARRA - Water Quality Management Planning 66.454 54,390
Capitalization Grants for Clean Water State Revolving Funds 66.458 4,396,400 4,044,688
ARRA - Capitalization Grants for Clean Water State Revolving Funds 66.458 12,731,475 12,731,475
Nonpoint Source Implementation Grants 66.460 2,854,210 1,911,880
Regional Wetland Program Development Grants 66.461 343,783 70,000
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Environmental Protection Agency (continued)
Water Quality Cooperative Agreements 66.463 15,146
Capitalization Grants for Drinking Water State Revolving Funds 66.468 7,154,429 668,674
ARRA - Capitalization Grants for Drinking Water State Revolving Funds 66.468 13,873,287 13,873,287
State Grants to Reimburse Operators of Small Water Systems for Training and
Certification Costs 66.471 170,052
Water Protection Grants to the States 66.474 114,232
Wetland Program Grants - State/Tribal Environmental Outcome Wetland
Demonstration Program 66.479 37,396
Environmental Information Exchange Network Grant Program and Related Assistance 66.608 80,356
Consolidated Pesticide Enforcement Cooperative Agreements 66.700 506,076
TSCA Title IV State Lead Grants Certification of Lead-Based Paint Professionals 66.707 19,913
Pollution Prevention Grants Program 66.708 65,411
National Community-Based Lead Outreach and Training Grant Program 66.718 86,747 38,024
Hazardous Waste Management State Program Support 66.801 2,009,699
Superfund State, Political Subdivision, and Indian Tribe Site-Specific Cooperative
Agreements 66.802 622,987
Underground Storage Tank Prevention, Detection and Compliance Program 66.804 809,266
Leaking Underground Storage Tank Trust Fund Corrective Action Program 66.805 638,150
ARRA - Leaking Underground Storage Tank Trust Fund Corrective Action Program 66.805 689,056
Brownfield Job Training Cooperative Agreements
Pass-Through from City of Camden 66.815 120,200
State and Tribal Response Program Grants 66.817 473,565
Other Environmental Protection Agency Assistance N/A 7,160
Pass-Through from Santee Sioux Nation N/A 11,591
Total Environmental Protection Agency 55,270,941 33,683,618
United States Department of Energy
State Energy Program 81.041 435,989
ARRA - State Energy Program 81.041 5,649,172 4,340,827
Weatherization Assistance for Low-Income Persons 81.042 2,772,898 2,442,339
ARRA - Weatherization Assistance for Low-Income Persons 81.042 12,987,837 12,233,729
Renewable Energy Research and Development 81.087 78,205
State Energy Program Special Projects 81.119 18,742
ARRA - Electricity Delivery and Energy Reliability, Research, Development and Analysis 81.122 46,059
ARRA - Energy Efficient Appliance Rebate Program (EEARP) 81.127 1,158,420
ARRA - Energy Efficiency and Conservation Block Grant Program (EECBG) 81.128 134,753
Other Department of Energy Assistance N/A 554,249
Total United States Department of Energy 23,836,324 19,016,895
United States Department of Education
Adult Education - Basic Grants to States 84.002 5,454,343 3,414,398
Migrant Education_State Grant Program 84.011 5,474,433 5,352,237
Title | Program for Neglected and Delinquent Children 84.013 424,810 149,524
Undergraduate International Studies and Foreign Language Programs 84.016 16,035
Overseas Programs - Group Projects Abroad 84.021 41,471
Higher Education_lInstitutional Aid 84.031 7,499,040
Career and Technical Education -- Basic Grants to States 84.048 13,262,610 8,121,018
Leveraging Educational Assistance Partnership 84.069 445,773
Fund for the Improvement of Postsecondary Education 84.116 1,002,068 54,583
Pass-Through from University of Kansas 84.116 3,712
Rehabilitation Long-Term Training 84.129 496,032
National Institute on Disability and Rehabilitation Research 84.133 254,282
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United States Department of Education (continued)
Migrant Education_Coordination Program 84.144 65,000 $ 65,000
Migrant Education_College Assistance Migrant Program 84.149 30,870
Business and International Education Projects 84.153 62,182
Training Interpreters for Individuals who are Deaf and Individuals who are Deaf-Blind 84.160 248,922
Safe and Drug-Free Schools and Communities_National Programs 84.184 156,921
Byrd Honors Scholarships 84.185 348,000 180,000
Safe and Drug-Free Schools and Communities_State Grants 84.186 2,874,474 2,732,287
Supported Employment Services for Individuals with Significant Disabilities 84.187 237,204
Graduate Assistance in Areas of National Need 84.200 54,727
Javits Gifted and Talented Students Education Grant Program 84.206 361,147
Even Start_State Educational Agencies 84.213 712,054 605,000
Fund for the Improvement of Education 84.215 104,688 7,419
Pass-Through from Little Rock School District 84.215 48,859
Assistive Technology 84.224 455,248
Tech-Prep Education 84.243 1,186,047 1,186,047
Rehabilitation Training_Continuing Education 84.264 972,029
Pass-Through from George Washington University 84.264 27,288
Rehabilitation Training_State Vocational Rehabilitation Unit In-Service Training 84.265 140,320
Charter Schools 84.282 3,038,434 2,958,086
Twenty-First Century Community Learning Centers 84.287 10,633,355 9,935,688
Civic Education - Cooperative Education Exchange Program
Pass-Through from Center for Civic Education 84.304 37,961
Parental Information and Resource Centers
Pass-Through from Jones Center for Families 84.310 340,744
Special Education - State Personnel Development 84.323 598,561 430,554
Special Education - Personnel Development to Improve Services and Results
for Children with Disabilities 84.325 608,091
Special Education_Technical Assistance and Dissemination to Improve Services
and Results for Children with Disabilities 84.326 148,444
Pass-Through from University of Tennessee 84.326 35,643
Grants to States for Workplace and Community Transition Training for
Incarcerated Individuals 84.331 354,384
Demonstration Projects to Support Postsecondary Faculty, Staff, and Administrations
in Educating Students with Disabilities 84.333 90,473
Gaining Early Awareness and Readiness for Undergraduate Programs 84.334 1,290,336
Child Care Access Means Parents in School 84.335 17,909
Underground Railroad Educational and Cultural Program 84.345 5,000
Transition to Teaching 84.350 10,539
Reading First State Grants 84.357 7,874,465 7,311,907
Rural Education 84.358 3,817,462 3,594,041
English Language Acquisition Grants 84.365 3,291,883 3,156,794
Mathematics and Science Partnerships 84.366 2,473,329 1,238,657
Improving Teacher Quality State Grants 84.367 28,542,177 27,234,269
Grants for State Assessments and Related Activities 84.369 5,451,333
College Access Challenge Grant Program 84.378 613,359
Strengthening Minority-Serving Institutions 84.382 1,351,355
American Printing House for the Blind 84.906 41,168
National Board for Professional Teaching Standards
Pass-Through from National Board Professional Teaching Standards, Incorporated 84.925 32,690
National Writing Project
Pass-Through from National Writing Project Corporation 84.928 173,435

_27-



STATE OF ARKANSAS
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE YEAR ENDED JUNE 30, 2010

CFDA Amounts
CLUSTER NAME/Federal Grantor/Program Name/ or Other Provided to
Pass Through Entity Identifying # Expenditures Subrecipients
United States Department of Education (continued)
Other Department of Education Assistance N/A 626,858
Pass-Through from Association for Institutional Research N/A 9,214
Pass-Through from National History Day N/A 4,940
Pass-Through from State of Washington N/A 11,048
Total United States Department of Education 113,985,179 $ 77,727,509
Delta Regional Authority
Delta Area Economic Development 90.201 100,000
Help America Vote Act Requirements Payments 90.401 231,394
Total Delta Regional Authority 331,394
United States Department of Health and Human Services
Special Programs for the Aging_Title VII, Chapter 3_Programs for Prevention of
Elder Abuse, Neglect, and Exploitation 93.041 12,307
Special Programs for the Aging_Title VII, Chapter 2_Long Term Care Ombudsman
Services for Older Individuals 93.042 169,409 136,791
Special Programs for the Aging_Title Ill, Part D_Disease Prevention and Health
Promotion Services 93.043 201,429 201,429
Special Programs for the Aging_Title IV_and Title Il_Discretionary Projects 93.048 877,505 457,618
National Family Caregiver Support, Title Ill, Part E 93.052 1,362,992 1,362,992
Public Health Emergency Preparedness 93.069 15,975,475 40,000
Medicare Enrollment Assistance Program 93.071 181,492 82,262
Healthy Marriage Promotion and Responsible Fatherhood Grants 93.086 249,891 8,037
Emergency System for Advance Registration of Volunteer Health Professionals 93.089 333
Comprehensive Community Mental Health Services for Children with Serious
Emotional Disturbances (SED) 93.104 845,853 792,180
Pass-Through from Mid South Health Systems 93.104 282,781
Model State-Supported Area Health Education Centers 93.107 541,204
Maternal and Child Health Federal Consolidated Programs 93.110 1,271,545
Environmental Health 93.113 6,087
Project Grants and Cooperative Agreements for Tuberculosis Control Programs 93.116 658,684
Nurse Anesthetist Traineeships 93.124 26,411
Emergency Medical Services for Children 93.127 94,223
Cooperative Agreements to States/Territories for the Coordination and Development
of Primary Care Offices 93.130 175,460
Centers for Research and Demonstration for Health Promotion and Disease Prevention 93.135 157,665
Injury Prevention and Control Research and State and Community Based Programs 93.136 336,994
Projects for Assistance in Transition from Homelessness (PATH) 93.150 284,118 280,483
Nursing Workforce Diversity 93.178 (169)
Disabilities Prevention 93.184 485,734
Urban Indian Health Services 93.193 624
Telehealth Network Grants 93.211 138,616
Research and Training in Complementary and Alternative Medicine 93.213 50,021
Family Planning_Services 93.217 5,021,760 104,671
Traumatic Brain Injury State Demonstration Grant Program 93.234 66,017
Abstinence Education Program 93.235 142,806 140,651
Grants for Dental Public Health Residency Training 93.236 36,314 10,000
State Capacity Building 93.240 203,685
State Rural Hospital Flexibility Program 93.241 478,192
Substance Abuse and Mental Health Services_Projects of Regional and
National Significance 93.243 3,350,359 2,708,727
Pass-Through from Morehouse School of Medicine 93.243 8,853
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United States Department of Health and Human Services (continued)
Universal Newborn Hearing Screening 93.251 229,927
Poison Control Stabilization and Enhancement Grants 93.253 181,939
Nurse Faculty Loan Program (NFLP) 93.264 20,155
Alcohol National Research Service Awards for Research Training 93.272 18,002
Drug-Free Communities Support Program Grants 93.276 4,950
Drug Abuse and Addiction Research Programs 93.279 193,737
Mental Health National Research Service Awards for Research Training 93.282 12,343
Centers for Disease Control and Prevention_Investigations and Technical Assistance 93.283 9,564,313 $ 584,168
Pass-Through from St. Louis University 93.283 49,383
Small Rural Hospital Improvement Grant Program 93.301 249,922 224,830
Minority Health and Health Disparities Research 93.307 20,459
Advanced Education Nursing Traineeships 93.358 97,584
Nursing Research 93.361 (76)
Cancer Cause and Prevention Research 93.393 604,601 44,180
Cancer Research Manpower 93.398 302,423
ARRA - Public Health Traineeship Program 93.405 11,899
ARRA - Scholarships for Disadvantaged Students 93.407 107,839
ARRA - State Primary Care Offices 93.414 28,426
Food Safety and Security Monitoring Project 93.448 193,337
Promoting Safe and Stable Families 93.556 4,642,123
Child Support Enforcement 93.563 29,104,986
ARRA - Child Support Enforcement 93.563 5,154,487
Refugee and Entrant Assistance_State Administered Programs 93.566 10,961
Low-Income Home Energy Assistance 93.568 38,815,023 38,303,333
State Court Improvement Program 93.586 340,286
Community-Based Child Abuse Prevention Grants 93.590 241,051 179,000
Grants to States for Access and Visitation Programs 93.597 91,030
Chafee Education and Training Vouchers Program (ETV) 93.599 325,988
Adoption Incentive Payments 93.603 53,595
Voting Access for Individuals with Disabilities_Grants to States 93.617 63,989 63,989
Developmental Disabilities Basic Support and Advocacy Grants 93.630 878,815 149,370
Pass-Through from Governor's Developmental Disabilities Council 93.630 6,869
University Centers for Excellence in Developmental Disabilities Education,
Research, and Service 93.632 545,625
Children's Justice Grants to States 93.643 156,643
Child Welfare Services_State Grants 93.645 3,076,133
Child Welfare Research Training or Demonstration 93.648 14,632
Foster Care_Title IV-E 93.658 37,764,140
ARRA - Foster Care_Title IV-E 93.658 1,047,510
Adoption Assistance 93.659 13,565,040
ARRA - Adoption Assistance 93.659 1,007,073
Social Services Block Grant 93.667 15,971,290 9,580,242
Child Abuse and Neglect State Grants 93.669 773,320
Family Violence Prevention and Services/Grants for Battered Women's
Shelters_Grants to States and Indian Tribes 93.671 1,657,761 1,491,065
Chafee Foster Care Independence Program 93.674 1,096,641
ARRA - Trans-NIH Recovery Act Research Support 93.701 537,093
ARRA - Preventing Healthcare-Associated Infections 93.717 65,534
ARRA - State Grants to Promote Health Information Technology 93.719 24,055
ARRA - Survey and Certification Ambulatory Surgical Center Healthcare-Associated
Infection (ASC-HAI) Prevention Initiative 93.720 15,832
ARRA - Prevention and Wellness-State, Territories and Pacific Islands 93.723 26,943
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United States Department of Health and Human Services (continued)
ARRA - Communities Putting Prevention to Work: Chronic Disease
Self-Management Program 93.725 $ 843
Children's Health Insurance Program 93.767 82,714,110
Medicaid Infrastructure Grants To Support the Competitive Employment of People
with Disabilities 93.768 682,346 422,115
Centers for Medicare and Medicaid Services (CMS) Research, Demonstrations
and Evaluations 93.779 1,417,366 371,799
Money Follows the Person Rebalancing Demonstration 93.791 1,878,465
Medicaid Transformation Grants 93.793 898,675
Health Careers Opportunity Program 93.822 156,862
Diabetes, Digestive, and Kidney Diseases Extramural Research 93.847 6,345
Pass-Through from Case Western Reserve University 93.847 93,928
Kidney Diseases, Urology and Hematology Research 93.849 122,908
Biomedical Research and Research Training 93.859 207,116
Child Health and Human Development Extramural Research 93.865 96,687
Pass-Through from Mathmatica Policy 93.865 3,146
Grants for Training in Primary Care Medicine and Dentistry 93.884 172,879
Health Care and Other Facilities 93.887 872,790
National Bioterrorism Hospital Preparedness Program 93.889 5,639,421 3,074,747
Rural Health Care Services Outreach and Rural Health Network Development Program
Pass-Through from Mid Delta Community Consortium 93.912 94,436
Grants to States for Operation of Offices of Rural Health 93.913 135,285
HIV Care Formula Grants 93.917 7,080,212 1,616,305
Cooperative Agreements to Support Comprehensive School Health Programs to Prevent
the Spread of HIV and Other Important Health Problems 93.938 107,714
HIV Prevention Activities_Health Department Based 93.940 1,617,658 153,046
Human Immunodeficiency Virus (HIV)/Acquired Immunodeficiency Virus
Syndrome (AIDS) Surveillance 93.944 195,198
Assistance Programs for Chronic Disease Prevention and Control 93.945 7,123
Cooperative Agreement to Support State-Based Safe Motherhood and Infant Health
Initiative Programs 93.946 119,452
Block Grants for Community Mental Health Services 93.958 3,576,574 3,600,336
Block Grants for Prevention and Treatment of Substance Abuse 93.959 12,875,976 11,105,562
Public Health Traineeships 93.964 9,718
Geriatric Education Centers 93.969 337,605
Preventive Health Services_Sexually Transmitted Diseases Control Grants 93.977 1,198,266 38,117
Cooperative Agreements for State-Based Diabetes Control Programs
and Evaluation of Surveillance Systems
Pass-Through from Friends of Congressional Glaucoma Caucus 93.988 767
Preventive Health and Health Services Block Grant 93.991 725,163
Maternal and Child Health Services Block Grant to the States 93.994 9,786,806
Other Department of Health and Human Services Assistance N/A 3,943,412
Pass-Through from Booz Allen Hamilton N/A 96,615
Pass-Through from Decision Point, Incorporated N/A 57,911
Pass-Through from Ekagra Software Technologies N/A 21,080
Pass-Through from Houston Academy of Medicine - Texas Medical Center N/A 7,128
Pass-Through from ICF Incorporated, LLC N/A 3,168
Pass-Through from University of Kentucky N/A 26,847
Total United States Department of Health and Human Services 339,548,302 77,328,045
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CFDA Amounts
CLUSTER NAME/Federal Grantor/Program Name/ or Other Provided to
Pass Through Entity Identifying # Expenditures Subrecipients
Corporation for National and Community Service
State Commissions 94.003 $ 192,685
Learn and Serve America_School and Community Based Programs 94.004 3,032
AmeriCorps 94.006 2,160,311 $ 1,769,008
ARRA - AmeriCorps 94.006 586,240 574,170
Planning and Program Development and Innovation Grants 94.007 40,207 11,059
Training and Technical Assistance 94.009 56,929
Total Corporation for National and Community Service 3,039,404 2,354,237
United States Department of Homeland Security
State and Local Homeland Security Training Program
Pass-Through from Eastern Kentucky University 97.005 275,127
Homeland Security Preparedness Technical Assistance Program 97.007 158,416
Boating Safety Financial Assistance 97.012 1,722,314
Community Assistance Program State Support Services Element (CAP-SSSE) 97.023 224,767
Crisis Counseling 97.032 22,688
Disaster Unemployment Assistance 97.034 1,925
Disaster Grants - Public Assistance (Presidentially Declared Disasters) 97.036 99,783,659 85,528,463
Hazard Mitigation Grant 97.039 1,621,759 1,752,374
Chemical Stockpile Emergency Preparedness Program 97.040 4,775,380 3,066,013
National Dam Safety Program 97.041 18,115
Emergency Management Performance Grants 97.042 3,065,336 1,217,517
State Fire Training Systems Grants 97.043 30,563
Pre-Disaster Mitigation 97.047 4,075,930 3,963,449
Presidential Declared Disaster Assistance to Individuals and Households - Other Needs 97.050 53,879
Emergency Operations Centers 97.052 (169)
Interoperable Communications Equipment 97.055 76,144 73,836
Map Modernization Management Support 97.070 60,000
Buffer Zone Protection Program (BZPP) 97.078 45,338 45,338
Earthquake Consortium 97.082 16,135
Other Department of Homeland Security Assistance N/A 898,248
Total United States Department of Homeland Security 116,925,554 95,646,990
TOTAL EXPENDITURES OF FEDERAL AWARDS $ 8,657,195,001 $ 1,173,681,715
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STATE OF ARKANSAS

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2010

Summary of Significant Accounting Policies

(a)

Reporting Entity

The Schedule of Expenditures of Federal Awards (the “Schedule”) includes the activity of all

federal award programs administered by the State of Arkansas.

We did not audit the

entities, their federal financial assistance, or major federal programs listed below. This
report, insofar as it relates to these entities, is based solely on the report of other auditors.

ENTITY/Program

CFDA Number Expenditures

ARKANSAS DEVELOPMENT FINANCE AUTHORITY:
CDBG - Entitlement Grants Cluster

ARRA - Tax Credit Assistance Program

ARKANSAS DEPARTMENT OF WORKFORCE SERVICES:

WIA Cluster

Unemployment Insurance

ARRA - Unemployment Insurance

TANF Cluster

STATE OF ARKANSAS CONSTRUCTION
ASSISTANCE REVOLVING LOAN FUND:
Capitalization Grants for Clean Water State

Revolving Funds

ARRA - Capitalization Grants for Clean Water State

Revolving Funds

STATE OF ARKANSAS SAFE DRINKING WATER

REVOLVING LOAN FUND:

Capitalization Grants for Drinking Water State

Revolving Funds

ARRA - Capitalization Grants for Drinking Water State

Revolving Funds

ARKANSAS STUDENT LOAN AUTHORITY:
Federal Family Education Loans

UNIVERSITY OF ARKANSAS FOR MEDICAL SCIENCES:

Head Start Cluster

Student Financial Assistance Cluster
Research and Development Cluster

SOCIAL SECURITY DETERMINATION:
Disability Insurance/SSI Cluster

14.218, $ 8,109,555
14.253, 14.254

14.258 5,284,011

17.258, 42,903,164
17.259, 17.260

17.225 478,424,265

17.225 157,141,967

93.558, 68,431,156

93.714,73.716

66.458 4,396,400
66.458 12,731,475
66.468 7,213,041
66.468 13,873,287
84.032-L 666,905,523
93.600, 8,003,528
93.708, 93.709
various 43,830,903
various 62,183,134
96.001, 96.006 33,456,268

Federal award programs include expenditures, pass-throughs to non-state agencies (i.e.,
payments to subrecipients), non-monetary assistance, and loan programs.
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STATE OF ARKANSAS
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2010

Summary of Significant Accounting Policies (Continued)

(b)

(c)

Basis of Presentation

The Schedule presents total federal awards expended for each individual federal program in
accordance with OMB Circular A-133, Audits of States, Local Governments and Non-Profit
Organizations. Federal award program titles are reported as presented in the Catalog of
Federal Domestic Assistance (CFDA).

The Schedule presents both Type A and Type B federal assistance programs administered
by the State of Arkansas. OMB Circular A-133 establishes the formula for determining the
level of expenditures or disbursements to be used in defining Type A and Type B federal
financial assistance programs. For the State of Arkansas, Type A programs are those which
exceed $25,971,585 in disbursements, expenditures, or distributions. The determination of
major and nonmajor programs is based on the risk-based approach outlined in OMB
Circular A-133.

Basis of Accounting

The expenditures for each of the federal financial assistance programs are presented in the
Schedule on a modified accrual basis. The modified accrual basis recognizes expenditures
of federal awards when the related liability is incurred. Those federal programs presenting
negative amounts on the Schedule are the result of prior year expenditures being overstated
and/or reimbursements due back to the grantor.

Relationship to Federal Financial Reports

The regulations and guidelines governing the preparation of federal financial reports vary by federal
agency and among programs administered by the same agency. Accordingly, the amounts
reported in the federal financial reports do not necessarily agree with the amounts reported in the
accompanying Schedule, which is prepared on the basis explained in Note 1 (c).

Federally Funded Loan Programs

The balances of loans as of June 30, 2010 for which the federal government imposes continuing
compliance requirements are as follows. The expenditures reported in the Schedule include
outstanding loan balances and current year disbursements.

CFDA
Number Program Name Amount
84.038 Federal Perkins Loan Program_Federal Capital

Contributions $ 38,624,999
93.342 Health Professions Student Loans, Including Primary

Care Loans/Loans for Disadvantaged Students 5,173,036
93.364 Nursing Student Loans 276,850

Total $ 44,074,885
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NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
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Federally Funded Loan Programs (Continued)

The State also participates in the Federal Direct Loan Program (Direct) and the Federal Family
Education Loans Program (FFELP) which includes the Federal Stafford Loan Program and the
Federal Parents’ Loans for Undergraduate Students Program. The programs do not require the
Universities to disburse the funds. The proceeds are disbursed by the federal government for
direct loans and by lending institutions for FFELP. Loan guarantees are issued by the Arkansas
Guaranteed Student Loan Corporation and other for-profit and not-for-profit guarantee agencies.
The federal government reinsures these guarantee agencies. New loans were made to students
enrolled at State Universities for $31,663,591 for Direct and $586,236,358 FFELP during the year
ended June 30, 2010; accordingly, these amounts are included in the Schedule.

Education loans made or purchased by the Arkansas Student Loan Authority (the Authority) are
guaranteed by the Student Loan Guarantee Foundation of Arkansas, United Student Aid Fund or
the U.S. Department of Education. Student loans outstanding on the books of the Authority, which
are guaranteed by the U.S. Department of Education are considered non-cash awards and
amounted to approximately $585,000,000 at July 1, 2009, this amount is included in the schedule.

Expenditures reflected in CFDA 66.458, Capitalization Grants for Clean Water State Revolving
Funds, include loans to local governments for developing or constructing water treatment facilities.
The funding source for these loans includes federal grant funds and State funds. In subsequent
years, local governments will be required to repay these funds to the State of Arkansas. When
received, these funds will be redistributed to local governments through new loans for additional
water treatment facility projects. The outstanding loan balance for the year ended June 30, 2010,
was $246,087,000. Total disbursements for new loans for the year ended June 30, 2010, totaled
$35,471,000. Administrative costs associated with the program for the year ended June 30, 2010,
totaled $288,000.

Expenditures reflected in CFDA 66.468, Capitalization Grants for Drinking Water State Revolving
Fund, include loans to counties, municipalities and other tax-exempt water systems organizations
for construction of new water systems, the expansion or repair of existing water systems, and/or
the consolidation of new or existing water systems. The funding source for these loans includes
federal grant funds and State funds. When received, these funds will be used to make new loans
for the program activities. The outstanding loan balance for the year ended June 30, 2010 was
$112,045,000. Total disbursements for new loans made during fiscal year 2010, totaled
$14,992,000. Administrative costs associated with the program for the year ended June 30, 2010,
totaled $150,000.
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STATE OF ARKANSAS
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2010

Non-Monetary Assistance

The State is the recipient of federal financial assistance programs that do not result in cash receipts
or disbursements. Non-Cash awards received by the State are included in the Schedule as follows:

CFDA
Number Program Name Grant Awards
10.555 National School Lunch Program $ 11,964,660
10.558 Child and Adult Care Food Program 129,308
10.565 Commodity Supplemental Food Program 241,047
10.569 Emergency Food Assistance Program (Food Commodities) 6,735,902
10.569 ARRA - Emergency Food Assistance Program
(Food Commaodities) 1,079,037
12.005 Law Enforcement Support Office — 1033 Program 58,577
39.003 Donation of Federal Surplus Personal Property 3,813,495
93.268 Immunization Grants 32,274,589
Total $ 56,296,615

Supplemental Nutrition Assistance Program

The reported expenditures for benefits under the Supplemental Nutrition Assistance Program
(SNAP) (CFDA No. 10.551) are supported by both regularly appropriated funds and incremental
funding made available under section 101 of the American Recovery and Reinvestment Act of
2009. The portion of total expenditures for SNAP benefits that is supported by Recovery Act funds
varies according to fluctuations in the cost of the Thrifty Food Plan, and to changes in participating
households’ income, deductions, and assets. This condition prevents USDA from obtaining the
regular and Recovery Act components of SNAP benefits expenditures through normal program
reporting processes. As an alternative, USDA has computed a weighted average percentage to be
applied to the national aggregate SNAP benefits provided to households in order to allocate an
appropriate portion thereof to Recovery Act funds. This methodology generates valid results at the
national aggregate level but not at the individual State level. Therefore, we cannot validly
disaggregate the regular and Recovery Act components of our reported expenditures for SNAP
benefits. At the national aggregate level, however, Recovery Act funds account for 16.8 percent of
USDA’s total expenditures for SNAP benefits in the Federal fiscal year ended September 30, 2010.

Rebates from the Special Supplemental Food Program for Women, Infants,
and Children (WIC)

During fiscal year 2010, the State received cash rebates totaling $24,916,751 from infant formula
manufacturers on sales of formula to participants in the WIC program (CFDA 10.557) which are
netted against total expenditures included in the Schedule. Rebate contracts with infant formula
manufacturers are authorized by 7 CFR 246.16a as a cost containment measure. Rebates
represent a reduction of expenditures previously incurred for WIC food benefit costs. Applying the
rebates received to such costs enabled the State to extend program benefits to 407,553 more
persons than could have been served this fiscal year in the absence of the rebate contract.
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STATE OF ARKANSAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE YEAR ENDED JUNE 30, 2010

SECTION 1 - SUMMARY OF AUDITOR'S RESULTS

FINANCIAL STATEMENTS

Type of auditor's report issued: Unqualified
Internal control over financial reporting:
Material weakness(es) identified? X Yes no
Significant deficiency(s) identified not
considered to be a material weakness(es)? Yes X None reported
Noncompliance material to financial statements noted? Yes X no
FEDERAL AWARDS
Internal control over major programs:
Material weakness(es) identified? X Yes no
Significant deficiency(s) identified not
considered to be a material weakness(es)? X Yes None reported
Type of auditor's report issued on compliance for major programs: Unqualified *
* Except for the programs listed on page 4 of this report, which were qualified.
Any audit findings disclosed that are required
to be reported in accordance with Circular A-133,
Section .510(a)? X Yes None reported

Identification of major programs:

CFDA Numbers

Name of Federal Program or Cluster

1.

10.551

10.561
2. 10.557
3. 10.558
4. 12.401
5.

14.218
6.

14.228

14.255
7. 14.258
8. 17.225

SNAP Cluster
Supplemental Nutrition Assistance Program
State Administrative Matching Grants for the Supplemental Nutrition
Assistance Program;
ARRA - State Administrative Matching Grants for the Supplemental Nutrition
Assistance Program

Special Supplemental Nutrition Program for Women, Infants, and Children
Child and Adult Care Food Program
National Guard Military Operations and Maintenance (O&M) Projects;
ARRA - National Guard Military Operations and Maintenance (O&M) Projects
CDBG-Entitlement Grants Cluster
Community Development Block Grants/Entitlement Grants

CDBG - State-Administered Small Cities Program Cluster
Community Development Block Grants/State's program and Non-Entitiement
Grants in Hawaii
ARRA - Community Development Block Grants/State's program and Non-Entitlemer
Grants in Hawaii
ARRA - Tax Credit Assistance Program

Unemployment Insurance;
ARRA - Unemployment Insurance
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SECTION 1 - SUMMARY OF AUDITOR'S RESULTS (Continued)

Identification of major programs: (continued)

CFDA Numbers Name of Federal Program or Cluster
9. WIA Cluster
17.258 WIA Adult Program;
ARRA - WIA Adult Program
17.259 WIA Youth Activities;
ARRA - WIA Youth Activities
17.260 WIA Dislocated Workers;
ARRA - WIA Dislocated Workers
10. Highway Planning and Construction Cluster
20.205 Highway Planning and Construction;
ARRA - Highway Planning and Construction
20.219 Recreational Trails Program
11 66.458 Capitalization Grants for Clean Water State Revolving Funds;
ARRA - Capitalization Grants for Clean Water State Revolving Funds
12 66.468 Capitalization Grants for Drinking Water State Revolving Funds;
ARRA - Capitalization Grants for Drinking Water State Revolving Funds
13 81.042 Weatherization Assistance for Low-Income Persons;
ARRA - Weatherization Assistance for Low-Income Persons
14. Student Financial Assistance Cluster
84.007 Federal Supplemental Educational Opportunity Grants
84.032 Federal Family Education Loans
84.033 Federal Work-Study Program;
ARRA - Federal Work-Study Program
84.038 Federal Perkins Loan Program_Federal Capital Contributions
84.063 Federal Pell Grant Program;
ARRA - Federal Pell Grant Program
84.268 Federal Direct Student Loans
84.375 Academic Competitiveness Grants
84.376 National Science and Mathematics Access to Retain Talent (SMART) Grants
84.379 Teacher Education Assistance for College and Higher Education Grants
(TEACH Grants)
93.342 Health Professions Student Loans, Including Primary Care Loans/Loans
for Disadvantaged Students
93.364 Nursing Student Loans
93.925 Scholarships for Health Professions Students from Disadvantaged Backgrounds;
ARRA - Scholarships for Health Professions Students from Disadvantaged Backgro
15. Title 1, Part A Cluster
84.010 Title | Grants to Local Educational Agencies
84.389 ARRA - Title | Grants to Local Educational Agencies
16. Special Education Cluster (IDEA)
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
17. Vocational Rehabilitation Cluster
84.126 Rehabilitation Services_Vocational Rehabilitation Grants to States
84.390 ARRA - Rehabilitation Services_Vocational Rehabilitation Grants to States
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE YEAR ENDED JUNE 30, 2010

SECTION 1 - SUMMARY OF AUDITOR'S RESULTS (Continued)

Identification of major programs: (continued)

CFDA Numbers

Name of Federal Program or Cluster

18 84.367 Improving Teacher Quality State Grants
19. State Fiscal Stabilization Fund Cluster
84.394 ARRA - State Fiscal Stabilization Fund (SFSF) - Education State Grants
84.397 ARRA - State Fiscal Stabilization Fund (SFSF) - Government Services
20. Immunization Cluster
93.268 Immunization Grants
93.712 ARRA - Immunization
21, TANF Cluster
93.558 Temporary Assistance for Needy Families
93.714 ARRA - Emergency Contingency Fund for Temporary Assistance for
Needy Families (TANF) State Program
93.716 ARRA - Temporary Assistance for Needy Families (TANF) Supplemental Grants
22, 93.563 Child Support Enforcement;
ARRA - Child Support Enforcement
23 93.568 Low-Income Home Energy Assistance
24. CCDF Cluster
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
25. Head Start Cluster
93.600 Head Start
93.708 ARRA - Head Start
93.709 ARRA - Early Head Start
26. 93.658 Foster Care_Title IV-E;
ARRA - Foster Care_Title IV-E
27, 93.659 Adoption Assistance;
ARRA - Adoption Assistance
28 93.767 Children's Health Insurance Program
29. Medicaid Cluster
93.775 State Medicaid Fraud Control Units
93.777 State Survey and Certification of Health Care Providers and Suppliers
93.778 Medical Assistance Program;
ARRA - Medical Assistance Program
30. Disability Insurance/SSI Cluster
96.001 Social Security_Disability Insurance
96.006 Supplemental Security Income
31 Various Research and Development Cluster
Dollar threshold used to distinguish between
Type A and Type B programs $ 25,971,585
Auditee qualified as low-risk auditee? Yes X no
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2010

SECTION 2 — FINANCIAL STATEMENT FINDINGS

Views of Responsible Officials and Planned Corrective Actions — Due to the status of the
development of the corrective action plan at the time of the release date of this report, the auditee’s views
and planned corrective action plan is presented as a separate document.

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.
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SECTION 2 - FINANCIAL STATEMENT FINDINGS (Continued)
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.
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SECTION 2 - FINANCIAL STATEMENT FINDINGS (Continued)
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.

¢ 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.
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SECTION 3 - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

STATE/EDUCATIONAL
AGENCY
IDENTIFICATION PAGE
FEDERAL/STATE/EDUCATIONAL AGENCY NAME NUMBER NUMBER

FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY 43
U.S. DEPARTMENT OF AGRICULTURE

Arkansas Department of Health 645 50

Arkansas Department of Human Services 710 51
U.S. DEPARTMENT OF DEFENSE

Arkansas State Military Department 975 53
U.S. DEPARTMENT OF EDUCATION

University of Arkansas at Pine Bluff 160 54

Arkansas Department of Education 500 55

Arkansas Department of Workforce Education —

Arkansas Rehabilitation Services 520 57
Arkansas Department of Higher Education 700 63
Arkansas Department of Human Services 710 59

U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES
Arkansas Department of Higher Education 700 64
Arkansas Department of Human Services 710 65

FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS

FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY
University of Arkansas for Medical Sciences 150 95

U.S. DEPARTMENT OF EDUCATION
University of Arkansas for Medical Sciences 150 98

U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES
University of Arkansas for Medical Sciences 150 99

Views of Responsible Officials and Planned Corrective Actions — Due to the status of the
development of the corrective action plan at the time of the release date of this report, the auditee’s views
and planned corrective action plan is presented as a separate document.
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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 applications and databases 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 the Agency improve policies and procedures to ensure user access ability is discontinued when an
individual is retired or terminated.
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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.
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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.

e 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:

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

e 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;
e 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: 10-710-03

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.
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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.

-49 -



STATE OF ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2010

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.
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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.
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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.
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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.
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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
(Student Financial Assistance Cluster)

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 11l 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.

-54 -



STATE OF ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
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
(Special Education Cluster (IDEA))

Federal Award Number(s): H027A070018A; 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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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
(Special Education Cluster (IDEA))

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.
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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.
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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.
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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.
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U.S. DEPARTMENT OF EDUCATION (Continued)

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:

Effect:

10-520/710-01 (Continued)

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

84.126 - Rehabilitation Services_Vocational Rehabilitation Grants
to States

(Vocational Rehabilitation Cluster)

H126A100003; H126A100004

2010

Activities Allowed or Unallowed; Allowable Costs/Cost Principles
Noncompliance and Significant Deficiency

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.

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.
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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.
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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.
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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.
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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.
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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.
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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.
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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.
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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.
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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 - ARRA - Foster Care_Title IV-E

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.
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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 - ARRA - Foster Care_Title IV-E

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.
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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 - ARRA - Foster Care_Title IV-E

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.
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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 In one 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 - ARRA - Foster Care_Title IV-E
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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.
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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 satisfactorily meet criminal records checks, including 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, as identified
above, 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 - ARRA - Foster Care_Title IV-E

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.

-76 -



STATE OF ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2010

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:

¢ 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:
$79,633 - Adoption Assistance
$ 1,738 - ARRA - Adoption Assistance

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

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.
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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 meet criminal records checks, including
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 - ARRA - Adoption Assistance

Cause:
Lack of adequate staff and appropriate procedures for ensuring that all required checks, as identified above, 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 checks on adoptive parents and other adults of the home.
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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.
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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.
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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 physician’s services were incorrectly reported as clinic services - $786,228
misclassification error (2™ tr);

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
planning activities 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 appropriate 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 multiple 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 incorrectly 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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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 10-710-20 (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): 05-1005AR5048; 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

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

Finding Number: 10-710-20 (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): 05-1005AR5048; 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

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

Finding Number: 10-710-21
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 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.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

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

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

Finding Number: 10-710-24
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.”

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

Finding Number: 10-710-24 (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

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

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.

-92-



STATE OF ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2010

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

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.
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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 ARRA - Medical Assistance Program expenditures
on the SEFA. Total expenditures reported for the Medical Assistance Program were overstated by $5,772,063 and
for ARRA - Medical Assistance Program 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 ARRA - Medical Assistance Program 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.
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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.
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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)

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.
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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.

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.
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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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Schedule of Prior Audit Findings - Table of Contents

STATE/EDUCATIONAL
AGENCY
IDENTIFICATION PAGE
FEDERAL/STATE/EDUCATIONAL AGENCY NAME NUMBER NUMBER

FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY 102
U.S. DEPARTMENT OF AGRICULTURE

Arkansas Department of Health 645 103,109

Arkansas Department of Human Services 710 108
U.S. DEPARTMENT OF ENERGY

Arkansas Department of Human Services 710 110
U.S. DEPARTMENT OF EDUCATION

University of Arkansas at Pine Bluff 160 111,118

Arkansas Department of Education 500 113

Arkansas Department of Workforce Education —

Arkansas Rehabilitation Services 520 117

U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES

Office of Child Support Enforcement 634 123

Arkansas Department of Human Services 710 124

FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS

FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY
University of Arkansas for Medical Sciences 150 164

U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES
University of Arkansas for Medical Sciences 150 172
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FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY

Finding Number: 09-710-01

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

Federal Award Number(s): Various

Federal Award Year(s): Various

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

Type of Finding: Significant Deficiency

Criteria:

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

Condition:

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

Questioned Costs:
None

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

Effect:

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

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

Current Status:
Corrective action taken.
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U.S. DEPARTMENT OF AGRICULTURE

Finding Number: 09-645-01

State/Educational Agency: Arkansas Department of Health

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

Federal Award Number(s): 6AR700501

Federal Award Year(s): 2008 and 2009

Compliance Requirement(s) Affected: Activities Allowed or Unallowed

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

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

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

Questioned Costs:
$577

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

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

Recommendation:

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

Current Status:
Corrective action taken.
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U.S. DEPARTMENT OF AGRICULTURE (Continued)

Finding Number: 09-645-02

State/Educational Agency: Arkansas Department of Health

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

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

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Control Deficiency
Criteria:

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

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

Questioned Costs:
None

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

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

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

Current Status:
Corrective action taken.
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U.S. DEPARTMENT OF AGRICULTURE (Continued)

Finding Number: 09-645-03

State/Educational Agency: Arkansas Department of Health

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

Federal Award Number(s): 6AR700502

Federal Award Year(s): 2009

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

Type of Finding: Noncompliance and Control Deficiency

Criteria:

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

Condition:

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

Questioned Costs:
None

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

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

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

Current Status:
Corrective action taken.
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U.S. DEPARTMENT OF AGRICULTURE (Continued)

Finding Number: 09-645-04

State/Educational Agency: Arkansas Department of Health

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

Federal Award Number(s): 6AR700502

Federal Award Year(s): 2009

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

Criteria:

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

Condition:

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

Questioned Costs:
Unknown

Cause:

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

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

Recommendation:

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

Current Status:

Corrective action is in progress. Procedures are in place to account for food instruments, which were either voided or
redeemed. However, the Agency has not obtained adequate support from local health units regarding these food
instruments which is necessary if the Agency is to comply with the federal regulations.

This issue was again addressed in current year finding 10-645-04.
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U.S. DEPARTMENT OF AGRICULTURE (Continued)

Finding Number: 09-645-05

State/Educational Agency: Arkansas Department of Health

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

Federal Award Number(s): 6AR700502

Federal Award Year(s): 2009

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

Type of Finding: Material Noncompliance and Material Weakness

Criteria:

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

Condition:

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

Questioned Costs:
Unknown

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

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

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

Current Status:
Corrective action taken.
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U.S. DEPARTMENT OF AGRICULTURE (Continued)

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

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

Compliance Requirement(s) Affected: Cash Management

Type of Finding: Noncompliance

Criteria:

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

Condition:

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

Questioned Costs:
None

Cause:

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

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

Recommendation:

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

Current Status:
Corrective action taken.
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U.S. DEPARTMENT OF AGRICULTURE (Continued)

FINDING NUMBER: 08-645-03

STATE/EDUCATIONAL AGENCY: Arkansas Department of Health

CFDA NUMBER(S) AND PROGRAM TITLE(S): 10.557 - Special Supplemental Nutrition Program for
Women, Infants, and Children

QUESTIONED COSTS: Unknown

CONDITION:

ACTIVITIES ALLOWED OR UNALLOWED - As required by 7 CFR 216 (b)(1), Special Supplement Nutrition Program
for Women, Infants, and Children (WIC) funds must be used only for WIC related purposes. A review of sixty (60)
administrative expenditures, of which twenty-two (22) were travel related, revealed three (3) travel reimbursements,
or 14%, benefited programs other than WIC. The Agency’s policies were designed in such a way that travel
reimbursements were coded to programs based upon personnel positions rather than program activity, which could
cause federal expenditures to be assigned to the wrong federal program.

This finding impacts grant #6AR700501, years 2007 and 2008.
RECOMMENDATION:

Strengthen internal controls related to activities allowed or unallowed by providing additional training to travel
administrators regarding the proper coding of travel activity.

CURRENT STATUS:
Corrective action taken.
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U.S. DEPARTMENT OF ENERGY

Finding Number: 09-710-03

State/Educational Agency: Arkansas Department of Human Services

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

Federal Award Year(s): 2009

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Significant Deficiency

Criteria:

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

Condition:

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

Questioned Costs:
Unknown

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

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

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

Current Status:
Corrective action taken.
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U.S. DEPARTMENT OF EDUCATION

Finding Number: 09-160-01

State/Educational Agency: University of Arkansas at Pine Bluff

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

Federal Award Number(s): N/A

Federal Award Year(s): 2009

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

In accordance with 34 CFR § 668.16(m)(1)(ii) of the Student Assistance General Provisions and 34 CFR § 674.5 of
the Federal Perkins Loan Program, an institution that begins and continues to participate in any Title 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 Federal
Perkins Loan program cohort default rate does not exceed 15 percent. In addition, as stated in 34 CFR, §
674.5(a)(1), if an institution’s cohort default rate equals or exceeds 25 percent, the institution’s Federal Capital
Contribution (FCC) is reduced to zero.

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

Questioned Costs:
None

Cause:

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

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

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

Current Status:
As noted in current year finding 10-160-01, the University’s cohort default remains above 25%.

This issue was also addressed in prior audit findings 08-160-01, 07-160-01, 06-160-02, 05-160-02, 04-160-01,
03-160-01, 02-160-06 and 01-160-05.
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U.S. DEPARTMENT OF EDUCATION (Continued)

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

Federal Award Number(s): Various

Federal Award Year(s): 2009

Compliance Requirement(s) Affected: Special Tests and Provisions

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

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

Condition:

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

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

Questioned Costs:
$3,237

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

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

Recommendation:

The University should continue to disseminate information regarding the University’s grading policy, with emphasis on
the correct usage of the grades “UF” and “F”. Additionally, an effective monitoring system should be implemented to
insure all instructors are complying with the University’s policy.

Current Status:
Corrective action taken.
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U.S. DEPARTMENT OF EDUCATION (Continued)

Finding Number: 09-500-01

State/Educational Agency: Arkansas Department of Education

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

Federal Award Number(s): S010A070004A; SO10A080004A

Federal Award Year(s): 2008 and 2009

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

Criteria:

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

Condition:

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

Questioned Costs:
$10,836

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

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

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

Current Status:
Corrective action taken.
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U.S. DEPARTMENT OF EDUCATION (Continued)

Finding Number: 09-500-02

State/Educational Agency: Arkansas Department of Education

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

Federal Award Number(s): S010A080004A

Federal Award Year(s): 2009

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

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

Condition:

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

Questioned Costs:
Unknown

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

Effect:

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

Recommendation:

We recommend the Agency contact the federal grantor to determine how to calculate the amount by which each
affected LEA’s allocation should be reduced and strengthen internal controls and procedures to ensure that future
level of effort calculations are accurate.

Current Status:
Corrective action taken.
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U.S. DEPARTMENT OF EDUCATION (Continued)

Finding Number: 09-500-03

State/Educational Agency: Arkansas Department of Education

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

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

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

Criteria:

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

Condition:

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

Questioned Costs:
None

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

Effect:

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

Recommendation:

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

Current Status:
Corrective action taken.
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U.S. DEPARTMENT OF EDUCATION (Continued)

Finding Number: 09-500-04

State/Educational Agency: Arkansas Department of Education

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

Federal Award Number(s): S010A070004A; SO010A080004A

Federal Award Year: 2008 and 2009

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

Criteria:

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

Condition:

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

Questioned Costs:
None

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

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

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

Current Status:
Corrective action taken.
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U.S. DEPARTMENT OF EDUCATION (Continued)

Finding Number: 09-520-01

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

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

Federal Award Number(s): H126A090003

Federal Award Year(s): 2009

Compliance Requirement Affected: Reporting

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

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

The Quarterly Cumulative Caseload Reports (RSA-113(} and the Quarterly Financial Reports (SF-269) are due 30
days after the end of the quarter for the 18! 2™ and 3" quarters and 60 days after the end of the 4" quarter. The
Annual Case Service Report (RSA-911) is due on November 30 after the federal fiscal year end.

Condition

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

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

Questioned Costs:
None

Cause:

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

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

Recommendation:

We recommend the Agency develop procedures to ensure client information in the case management system is
accurate and complete. Calculations should be monitored and supporting documentation should be reviewed and
approved. All required reports should be submitted to RSA by applicable due dates.

Current Status:

Corrections were made to the files noted in the prior audit. However, as noted in current year finding 10-520/710-01,
the Agency does not have an adequate review process in place to identify files that need to be updated. There were
additional files in the current year audit that do not reflect the appropriate status. Reports in the current year were not
submitted in accordance with applicable due dates.
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U.S. DEPARTMENT OF EDUCATION (Continued)

FINDING NUMBER: 08-160-01
STATE/EDUCATIONAL AGENCY: University of Arkansas at Pine Bluff
CFDA NUMBER(S) AND PROGRAM TITLE(S): 84.038 - Federal Perkins Loan Program_Federal
Capital Contributions
(Student Financial Assistance Cluster)
QUESTIONED COSTS: None

CONDITION:

COHORT DEFAULT RATE - To be considered administratively capable, a University must have a cohort default rate
of 25% or less. The current year cohort default rate was 56%. This rate was significant because of the small
population of borrowers. The University reported that fourteen (14) of twenty-five (25) borrowers who had entered
repayment during the prescribed period were in default. A similar finding has been reported in previous audits.

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

CURRENT STATUS:
As noted in current year finding 10-160-01, the University’s cohort default remains above 25%.

This issue was also addressed in prior audit findings 09-160-01, 07-160-01, 06-160-02, 05-160-02, 04-160-01,
03-160-01, 02-160-06 and 01-160-05.

FINDING NUMBER: 07-160-01
STATE/EDUCATIONAL AGENCY: University of Arkansas at Pine Bluff
CFDA NUMBER(S) AND PROGRAM TITLE(S): 84.038 - Federal Perkins Loan Program_Federal
Capital Contributions
(Student Financial Assistance Cluster)
QUESTIONED COSTS: None

CONDITION:

COHORT DEFAULT RATE - To be considered administratively capable, an institution must have a cohort default
rate of 25% or less. The current year cohort default was 57.14%. A similar finding has been reported in previous
audits.

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

CURRENT STATUS:
As noted in current year finding 10-160-01, the University’s cohort default remains above 25%.

This issue was also addressed in prior audit findings 09-160-01, 08-160-01, 06-160-02, 05-160-02, 04-160-01,
03-160-01, 02-160-06 and 01-160-05.
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U.S. DEPARTMENT OF EDUCATION (Continued)

FINDING NUMBER: 06-160-02
STATE/EDUCATIONAL AGENCY: University of Arkansas at Pine Bluff
CFDA NUMBER(S) AND PROGRAM TITLE(S): 84.038 - Federal Perkins Loan Program_Federal
Capital Contributions
(Student Financial Assistance Cluster)
QUESTIONED COSTS: None

CONDITION:
COHORT DEFAULT RATE - For the sixth consecutive year, the University, again, did not receive a Federal Capital
Contribution (FCC) because their cohort default rate of 44.66% exceeded the allowable rate of 25%.

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

CURRENT STATUS :
As noted in current year finding 10-160-01, the University’s cohort default remains above 25%.

This issue was also addressed in prior audit findings 09-160-01, 08-160-01, 07-160-01, 05-160-02, 04-160-01,
03-160-01, 02-160-06 and 01-160-05.

FINDING NUMBER: 05-160-02
STATE/EDUCATIONAL AGENCY: University of Arkansas at Pine Bluff
CFDA NUMBER(S) AND PROGRAM TITLE(S): 84.038 - Federal Perkins Loan Program_Federal
Capital Contributions
(Student Financial Assistance Cluster)
QUESTIONED COSTS: None

CONDITION:
COHORT DEFAULT RATE - For the fifth consecutive year, the University, again, did not receive a Federal Capital
Contribution (FCC) because their cohort default rate of 41.66% exceeded the allowable rate of 25%.

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

CURRENT STATUS :
As noted in current year finding 10-160-01, the University’s cohort default remains above 25%.

This issue was also addressed in prior audit findings 09-160-01, 08-160-01, 07-160-01, 06-160-02, 04-160-01,
03-160-01, 02-160-06 and 01-160-05.
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U.S. DEPARTMENT OF EDUCATION (Continued)

FINDING NUMBER: 04-160-01
STATE/EDUCATIONAL AGENCY: University of Arkansas at Pine Bluff
CFDA NUMBER(S) AND PROGRAM TITLE(S): 84.038 - Federal Perkins Loan Program_Federal
Capital Contributions
(Student Financial Assistance Cluster)
QUESTIONED COSTS: None

CONDITION:
COHORT DEFAULT RATE — The University, again, did not receive a Federal Capital Contribution (FCC) because
their cohort default rate of 50.44% exceeded the allowable rate of 25%.

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

CURRENT STATUS :
As noted in current year finding 10-160-01, the University’s cohort default remains above 25%.

This issue was also addressed in prior audit findings 09-160-01, 08-160-01, 07-160-01, 06-160-02, 05-160-02,
03-160-01, 02-160-06 and 01-160-05.
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U.S. DEPARTMENT OF EDUCATION (Continued)

FINDING NUMBER: 03-160-01
STATE/EDUCATIONAL AGENCY: University of Arkansas at Pine Bluff
CFDA NUMBER(S) AND PROGRAM TITLE(S): 84.038 - Federal Perkins Loan Program_Federal
Capital Contributions
(Student Financial Assistance Cluster)
QUESTIONED COSTS: None

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

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

CURRENT STATUS :
As noted in current year finding 10-160-01, the University’s cohort default remains above 25%.

This issue was also addressed in prior audit findings 09-160-01, 08-160-01, 07-160-01, 06-160-02, 05-160-02, 04-
160-01, 02-160-06 and 01-160-05.

FINDING NUMBER: 02-160-06
STATE/EDUCATIONAL AGENCY: University of Arkansas at Pine Bluff
CFDA NUMBER(S) AND PROGRAM TITLE(S): 84.038 - Federal Perkins Loan Program_Federal
Capital Contributions
(Student Financial Assistance Cluster)
QUESTIONED COSTS: None

CONDITION:
COHORT DEFAULT RATE - The University did not receive a Federal Capital Contribution (FCC) because their
cohort default rate of 59.61% exceeded the allowable rate of 25%.

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

CURRENT STATUS :
As noted in current year finding 10-160-01, the University’s cohort default remains above 25%.

This issue was also addressed in prior audit findings 09-160-01, 08-160-01, 07-160-01, 06-160-02, 05-160-02,
04-160-01, 03-160-01 and 01-160-05.
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U.S. DEPARTMENT OF EDUCATION (Continued)

FINDING NUMBER: 01-160-05
STATE/EDUCATIONAL AGENCY: University of Arkansas at Pine Bluff
CFDA NUMBER(S) AND PROGRAM TITLE(S): 84.038 - Federal Perkins Loan Program_Federal
Capital Contributions
(Student Financial Assistance Cluster)
QUESTIONED COSTS: None

CONDITION:
COHORT DEFAULT RATE - The University did not receive a Federal Capital Contribution (FCC) because their
cohort default rate of 40.47% exceeded the allowable rate of 25%.

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

CURRENT STATUS :
As noted in current year finding 10-160-01, the University’s cohort default remains above 25%.

This issue was also addressed in prior audit findings 09-160-01, 08-160-01, 07-160-01, 06-160-02, 05-160-02,
04-160-01, 03-160-01 and 02-160-06.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES

Finding Number: 09-634-01

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

Federal Award Year(s): 2008 and 2009

Compliance Requirement(s) Affected: Program Income

Type of Finding: Significant Deficiency

Criteria:

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

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

Questioned Costs:
None

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

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

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

Current Status:

On July 27, 2010, the Agency issued changes to their program review procedures (OCSE memo #10-005). This
memo states that for review periods beginning October 1, 2010, the Agency will review cases for the assessment of
fees and any changes to the assessed fees while performing their program review. The Agency actually began
working on program reviews with periods beginning October 1, 2010 during the month of November 2010.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 09-710-04

State/Educational Agency: Arkansas Department of Human Services

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

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

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

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

Type of Finding: Noncompliance

Criteria:

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

Condition:

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

Questioned Costs:
Unknown

Cause:

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

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

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

Current Status:
Corrective action taken.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 09-710-05

State/Educational Agency: Arkansas Department of Human Services

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

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

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

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Significant Deficiency

Criteria:

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

Condition:

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

Questioned Costs:
Unknown

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

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

Recommendation:

We recommend the Agency establish proper internal control procedures that would ensure the accurate preparation
of federal financial reports, as well as procedures that would ensure adequate supervisory review of the expenditure
documentation supporting those reports.

Current Status:
Corrective action taken.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

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

93.658 - Foster Care_Title IV-E, Recovery Act

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

Federal Award Year(s): 2009

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

Criteria:

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

Condition:

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

Our testing revealed 30 exceptions as summarized below:

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

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

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

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

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

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

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

Cause:
Lack of adequate training for the staff responsible for determining allowability of claims as well as an inadequate
review process by supervisory staff.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

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

93.658 - Foster Care_Title IV-E, Recovery Act

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

Federal Award Year(s): 2009

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

Effect:

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

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

Current Status:

The Agency’s response to this finding in the State of Arkansas’ Corrective Action Plan for June 30, 2009 refers to a
“reference document”. The purpose of this document is to assist Area Financial Coordinators and the Financial
Support Unit in determining allowable activities and costs for the program. The anticipated completion date for the
distribution of this document was March 15, 2010.

Upon audit inquiry on August 13, 2010, the Agency was unable to provide documentation noting the “reference
document” had been prepared and distributed by March 15, 2010. However, the Agency later provided
documentation to confirm a distribution date of October 4, 2010.

As noted in current year finding 10-710-11, payment for these types of unallowable activities and costs continue to be
approved.

This issue was also addressed in prior audit findings 09-710-07, 09-710-10, 08-710-12, 08-710-13 and 07-710-11.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 09-710-07

State/Educational Agency: Arkansas Department of Human Services

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

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

Federal Award Year(s): 2009

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

Criteria:

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

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

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

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

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

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

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

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

Questioned Costs:
$2,833

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

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

Recommendation:
We recommend the Agency establish and implement proper internal control procedures to provide adequate review
of travel reimbursement forms to ensure reimbursements are allowable.

Current Status:
The Agency’s response to this finding in the State of Arkansas’ Corrective Action Plan for June 30, 2009 does not
address unallowable activities and costs related to the travel reimbursements or the ineligibility of children.

As noted in current year finding 10-710-11, payment for these types of unallowable activities and costs continue to be
approved.

This issue was also addressed in prior audit findings 09-710-06, 09-710-10, 08-710-12, 08-710-13 and 07-710-11.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

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

93.658 - Foster Care_Title IV-E, Recovery Act

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

Federal Award Year(s): 2008 and 2009

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

Criteria:

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

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

Our review revealed the following:

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

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

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

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

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

Recommendation:
We recommend the Agency establish and implement internal control procedures to ensure p-card purchases are
used only for allowed activities and costs outlined in federal code.
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Finding Number: 09-710-08 (Continued)
State/Educational Agency: Arkansas Department of Human Services
CFDA Number(s) and Program Title(s):  93.658 - Foster Care_Title IV-E

93.658 - Foster Care_Title IV-E, Recovery Act

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

Federal Award Year(s): 2008 and 2009

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

Current Status:

The Agency’s response to this finding in the State of Arkansas’ Corrective Action Plan for June 30, 2009 refers to a
“reference document”. The purpose of this document is to assist Area Financial Coordinators and the Financial
Support Unit in determining allowable activities and costs for the program. The anticipated completion date for the
distribution of this document was March 15, 2010.

Upon audit inquiry on August 13, 2010, the Agency was unable to provide documentation noting the “reference
document” had been prepared and distributed by March 15, 2010. However, the Agency later provided
documentation to confirm a distribution date of October 4, 2010.

As noted in current year finding 10-710-12, payment for these types of unallowable activities and costs continue to be
approved.

This issue was also addressed in prior audit findings 09-710-10 and 08-710-14.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

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

93.658 - Foster Care_Title IV-E, Recovery Act

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

Federal Award Year(s): 2009

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

Criteria:

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

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

Our review revealed the following:

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

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

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

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

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

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

Current Status:

As noted in current year finding 10-710-13, the Agency continues to allow payments for foster children determined to
be ineligible and/or non-claimable.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

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

93.658 - Foster Care_Title IV-E, Recovery Act

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

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

Type of Finding: Significant Deficiency

Criteria:

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

Condition:

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

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

Questioned Costs:
Unknown

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

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

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

Current Status:

The Agency’s response to this finding in the State of Arkansas’ Corrective Action Plan for June 30, 2009 refers to a
“reference document”. The purpose of this document is to assist Area Financial Coordinators and the Financial
Support Unit in determining allowable activities and costs for the program. The anticipated completion date for the
distribution of this document was March 15, 2010.

Upon audit inquiry on August 13, 2010, the Agency was unable to provide documentation noting the “reference
document” had been prepared and distributed by March 15, 2010. However, the Agency later provided
documentation to confirm a distribution date of October 4, 2010.

As noted in current year findings 10-710-11 and 10-710-12, payment for these types of unallowable activities and
costs continue to be approved.

This issue was also addressed in prior audit findings 09-710-06, 09-710-07, 09-710-08, 08-710-12, 08-710-13,
08-710-14 and 07-710-11.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 09-710-11

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

Federal Award Number(s): 0901AR1401

Federal Award Year(s): 2009

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Control Deficiency
Criteria:

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

Condition:

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

Questioned Costs:
None

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

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

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

Current Status:
As noted in current year finding 10-710-15, documentation could not be provided to ensure the required FBI
fingerprint based checks had been performed.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 09-710-12

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

Federal Award Number(s): 0901AR1401

Federal Award Year(s): 2009

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Control Deficiency
Criteria:

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

Condition:

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

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

Questioned Costs:
None

Cause:

With the passing of the American Recovery and Reinvestment Act of 2009 or ARRA, the Agency became eligible for
an additional 6.2% in claims reimbursement increasing overall reimbursement to 79.14%. This affected the Agency’s
calculation of the Foster Care_Title-IV-E federal percentage on which they based claims for federal reimbursement.
Agency staff preparing the ACF — Title IV-E-1, Foster Care and Adoption Assistance Financial Report (OMB No.
0970-0205) did not have an adequate understanding of the procedures required to perform the calculation for the 4"
quarter. As a result, the 4™ quarter ACF — Title-IV-E-1 report overstated Foster Care_Title IV-E claims by $56,444.

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

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

Current Status:
Corrective action taken.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

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

93.658 - Foster Care_Title IV-E, Recovery Act

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

Compliance Requirement(s) Affected: Reporting

Type of Finding: Control Deficiency
Criteria:

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

Condition:

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

Questioned Costs:
None

Cause:

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

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

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

Recommendation:

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

Current Status:
Corrective action taken.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

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

93.659 - Adoption Assistance, Recovery Act

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

Federal Award Year(s): 2009

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

Criteria 1:

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

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

Condition:

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

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

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

Questioned Costs:
Unknown

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

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

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

Current Status:
Corrective action taken.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

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

93.659 - Adoption Assistance, Recovery Act

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

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Material Noncompliance and Material Weakness

Criteria:

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

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

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

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

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

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

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

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

The questioned costs were calculated from the date of adoption through June 30, 2009.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

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

93.659 - Adoption Assistance, Recovery Act

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

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Material Noncompliance and Material Weakness

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.

Current Status:
Corrective action taken.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

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

93.659 - Adoption Assistance, Recovery Act

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

Compliance Requirement(s) Affected: Reporting

Type of Finding: Control Deficiency
Criteria:

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

Condition:

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

Questioned Costs:
None

Cause:

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

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

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

Recommendation:

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

Current Status:
Corrective action taken.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 09-710-17

State/Educational Agency: Arkansas Department of Human Services

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

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

Compliance Requirement(s) Affected: Activities Allowed or Unallowed

Type of Finding: Noncompliance and Control Deficiency
Criteria:

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

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

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

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

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

Condition:

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

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

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

e One case, with paid claims of $77, the documentation provided were copies of the verification of a medical
appointment previously attended which had been altered to match the dates listed on the travel
reimbursement form. There were no claims for services for the recipient with the listed provider identified
during review of claims detail in MMIS.

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

e In two cases, with paid claims totaling $54, mileage reimbursements were miscalculated by the Agency
resulting in an underpayment to one employee and one foster parent.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 09-710-17 (Continued)

State/Educational Agency: Arkansas Department of Human Services

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

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

Compliance Requirement(s) Affected: Activities Allowed or Unallowed

Type of Finding: Noncompliance and Control Deficiency

Questioned Costs:
Known questioned costs total $213.

Projected likely questioned costs based on the results of this sample total $31,839.

Cause:

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

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

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

Recommendation:

We recommend the Agency provide additional training to employees who have responsibility for reviewing and
approving travel reimbursement requests. Employees reviewing and approving travel reimbursements to foster
parents should receive additional training which relates to appropriate documentation used to verify medical
appointments.

Current Status:

Testing of travel reimbursements in the current year revealed four errors, with three related to proper calculation of
mileage and one related to travel for a non-Medicaid related service. The total likely questioned costs were
immaterial; therefore, no current year finding is included. Although no current year finding is included, we
recommend the Agency provide additional training to employees responsible for reviewing and approving travel
reimbursement requests.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 09-710-18

State/Educational Agency: Arkansas Department of Human Services

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

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

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Material Noncompliance and Material Weakness
Criteria:

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

Condition:

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

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

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

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

Questioned Costs:
$667,671

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

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

Recommendation:

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

Finding Number: 09-710-18

State/Educational Agency: Arkansas Department of Human Services

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

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

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Material Noncompliance and Material Weakness

Current Status:

As noted in current year findings 10-710-19, 10-710-24 and 10-710-25, ineffective controls continue to contribute to
the Agency’s inability to provide adequate monitoring and retention of appropriate documentation. Contributing
factors include insufficient knowledgeable personnel resulting from high turnover rates, employee shortages, lack of
training, and in some areas, insufficient support staff.

This issue was also addressed in prior audit findings 09-710-19, 09-710-20, 08-710-20, 07-710-16 and 07-710-18.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

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

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

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

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Material Weakness

Criteria:

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

Condition:

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

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

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

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

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

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

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

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

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

In two cases, with paid claims totaling $57,466, the Agency failed to inquire, consider, or document income
requirements. The Agency subsequently performed the required procedures.

Questioned Costs:

None
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 09-710-19 (Continued)

State/Educational Agency: Arkansas Department of Human Services

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

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

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Material Weakness

Cause:

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

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

Recommendation:

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

Current Status:

As noted in current year findings 10-710-19, 10-710-24 and 10-710-25, ineffective controls continue to contribute to
the Agency’s inability to provide adequate monitoring and retention of appropriate documentation. Contributing
factors include insufficient knowledgeable personnel resulting from high turnover rates, employee shortages, lack of
training, and in some areas, insufficient support staff.

This issue was also addressed in prior audit findings 09-710-18, 09-710-20, 08-710-20, 07-710-16 and 07-710-18.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 09-710-20

State/Educational Agency: Arkansas Department of Human Services

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

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

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

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

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

Condition:

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

Questioned Costs:
$395,962

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

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

Recommendation:
We recommend the Agency follow its approved policies and consider implementing additional controls that could
prevent or minimize payments to ineligible recipients.

Current Status:

As noted in current year finding 10-710-24, ineffective controls continue to contribute to the Agency’s inability to
provide adequate monitoring and retention of appropriate documentation. Contributing factors include insufficient
knowledgeable personnel resulting from high turnover rates, employee shortages, lack of training, and in some areas,
insufficient support staff.

This issue was also addressed in prior audit findings 09-710-18, 09-710-19, 08-710-20, 07-710-16 and 07-710-18.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 09-710-21

State/Educational Agency: Arkansas Department of Human Services

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

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

Federal Award Year(s): 2008 and 2009

Compliance Requirement(s) Affected: Reporting

Type of Finding: Material Noncompliance and Material Weakness
Criteria:

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

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

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

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

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

Questioned Costs:
None

Cause:

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

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

Recommendation:

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

Current Status:

As noted in current year finding 10-710-20, the Agency continues to struggle to properly report expenditures. The
reconciliation of reported expenditures to the Agency’s financial system continues to be inadequate. We recommend
the Agency establish adequate controls, including training and proper supervision, to ensure the proper completion
and reconciliation of the CMS-64 reports by staff. We also recommend that all differences identified during the
reconciliation of expenditures reported on the CMS-64 report to the cost allocation system be explained and
adequately documented.

This issue was also addressed in prior audit finding 08-710-23.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 09-710-22

State/Educational Agency: Arkansas Department of Human Services

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

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

Federal Award Year(s): 2008 and 2009

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

Type of Finding: Noncompliance and Significant Deficiency

Criteria:

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

Condition:

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

Questioned Costs:
$125,536

Cause:

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

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

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

The lack of a process to notify SSA when juveniles are incarcerated, results in these cases being left open indefinitely
and increases the risk of inappropriately paying claims for these individuals.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

Finding Number: 09-710-22 (Continued)

State/Educational Agency: Arkansas Department of Human Services

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

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

Federal Award Year(s): 2008 and 2009

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

Type of Finding: Noncompliance and Significant Deficiency

Recommendation:

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

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

Current Status:

The Agency continues to monitor enrolled applicants for incarceration through the data match with the Arkansas
Department of Correction download. Testing of incarcerated recipients was not performed in the current year due to
immateriality and the start of a data mining project undertaken by the auditor to identify potential fraudulent behavior
by providers.

This issue was also addressed in prior audit findings 08-710-24 and 05-710-23.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

FINDING NUMBER: 08-710-11

STATE/EDUCATIONAL AGENCY: Arkansas Department 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
(CCDF Cluster)

QUESTIONED COSTS: Unknown

CONDITION:

REPORTING - The lack of training of appropriate personnel and adequate supervisory review has led to unreconciled
variances totaling $445,390 between the PSC-272 reports, the ACF-696 reports, and AASIS. 45 CFR 98.67(c)(1)
states that fiscal control and accounting procedures shall be sufficient to permit accurate preparation of reports ACF-
696 and SF-272.

This finding impacts grants #G-0701ARCCDF and #G-0801ARCCDF.

RECOMMENDATION:

Establish proper internal control procedures that would allow for accurate and timely preparation of federal financial
reports, as well as procedures allowing adequate supervisory review of the expenditure documentation supporting
those reports.

CURRENT STATUS:
Corrective action taken.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

FINDING NUMBER: 08-710-12

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services
CFDA NUMBER(S) AND PROGRAM TITLE(S): 93.658 - Foster Care_Title IV-E
QUESTIONED COSTS: $1,255

CONDITION:

ACTIVITIES ALLOWED OR UNALLOWED, ALLOWABLE COSTS/COST PRINCIPLES - The Agency failed to
provide adequate supervisory review of expenses charged to the program and as a result, the following discrepancies
were found during our review:

e The Agency paid vendors $1,080 for medical and educational expenses which are unallowable activities
according to 42 USC 675 (4)(A).

e The Agency improperly reimbursed foster parents for transporting ineligible children totaling $175. Funds
may be expended only on behalf of eligible children as noted at 42 USC 675(4).

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

This finding impacts grants #0701AR1401 and #0801AR1401.

RECOMMENDATION:
Develop internal control procedures and train the applicable Agency employees to ensure only allowable costs are
charged to the program.

CURRENT STATUS:

The Agency’s response to this finding in the State of Arkansas’ Corrective Action Plan for June 30, 2009 refers to a
“reference document”. The purpose of this document is to assist Area Financial Coordinators and the Financial
Support Unit in determining allowable activities and costs for the program. The anticipated completion date for the
distribution of this document was March 15, 2010.

Upon audit inquiry on August 13, 2010, the Agency was unable to provide documentation noting the “reference
document” had been prepared and distributed by March 15, 2010. However, the Agency later provided
documentation to confirm a distribution date of October 4, 2010.

As noted in current year finding 10-710-11, payment for these types of unallowable activities and costs continue to be
approved.

This issue was also addressed in prior audit findings 09-710-06, 09-710-07, 09-710-10, 08-710-13 and 07-710-11.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

FINDING NUMBER: 08-710-13

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services
CFDA NUMBER(S) AND PROGRAM TITLE(S): 93.658 - Foster Care_Title IV-E
QUESTIONED COSTS: Unknown

CONDITION:

ACTIVITIES ALLOWED OR UNALLOWED, ALLOWABLE COSTS/COST PRINCIPLES - The Agency again failed to
provide adequate supervisory review of travel reimbursements to foster parents, Agency employee’s and non-state
employees. The Agency addressed this issue in 2007 by notifying the travel administrators of their responsibility
when approving a TR-1. The Agency’s anticipated completion date for corrective action was March 14, 2008.
Because the anticipated completion date was nine (9) months into fiscal year 2008, two (2) separate tests were
performed. The first test included twenty-three (23) travel reimbursements for the entire fiscal year. Thirteen (13) of
these reimbursements had numerous exceptions and are noted as follows:

Children meeting the criteria in 42 USC 672(a) and (b) are eligible to receive Foster Care benefits. Our test
revealed:

» Foster parents were reimbursed for transporting ineligible children in ten (10) instances. The
federal portion of these costs totaled $274. Two (2) non-state employees were also reimbursed for
transporting ineligible children. The federal portion of these costs totaled $254.

» An Agency employee was reimbursed for transporting and purchasing a meal for an ineligible child
totaling $44.

In accordance with 42 USC 675(4) “reasonable travel to a child’s home for visitation” is considered a
maintenance payment. We noted two (2) instances where the Agency coded these payments as
administrative. These costs are allowable uses of IV-E funds, but are improperly coded. Proper coding
would result in a higher federal reimbursement.

Also, a review of twenty-four (24) travel reimbursements after the Agency’s anticipated completion date for corrective
action, March 14, 2008. There were numerous exceptions noted on all twenty-four (24) reimbursements as follows:

Children meeting the criteria in 42 USC 672(a) and (b) are eligible to receive Foster Care benefits. Our test
revealed:

» Foster parents were reimbursed for transporting ineligible children in eleven (11) instances. The
federal portion of these costs totaled $609.

» An Agency employee was reimbursed for the cost of a biological parent's meal. Additionally,
Agency employees and non-state employees were reimbursed for transporting ineligible children in
five (5) instances totaling $225.

In accordance with 42 USC 675(4) “reasonable travel to a child’s home for visitation” is considered a
maintenance payment. We noted eight (8) instances where the Agency coded these payments as
administrative.

The Agency miscalculated reimbursements in five (5) instances. These miscalculations resulted in three (3)
invoices being underpaid by $112 and two (2) invoices overpaid by $43.

One (1) reimbursement was directly charged to Foster Care but should have been allocated between
several federal programs operated by the Agency. The invoice totaled $170.

In two (2) instances, the TR-1 form did not contain adequate documentation to support the reason for travel.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

FINDING NUMBER: 08-710-13 (Continued)
STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services
CFDA NUMBER(S) AND PROGRAM TITLE(S): 93.658 - Foster Care_Title IV-E
QUESTIONED COSTS: Unknown

CONDITION (continued):
Although the exceptions noted are not considered monetarily material to the Agency, lack of training of Family
Services workers and adequate review of travel reimbursements are necessary to ensure that Foster Care funds are
only used for allowable purposes. Improper review caused multiple errors and misuse of Foster Care funds. Failure to
properly review Foster Care travel expenditures has placed assets at risk and could jeopardize the Agency’s ability to
provide program funding.

This finding impacts grants #0701AR1401 and #0801AR1401.

RECOMMENDATION:

Establish proper internal control procedures to provide adequate review of travel reimbursement forms to ensure the
expenditures are allowable uses of the IV-E administrative funds and that travel forms are properly coded as
Administrative or Maintenance expenditures.

CURRENT STATUS:

The Agency’s response to this finding in the State of Arkansas’ Corrective Action Plan for June 30, 2009 refers to a
“reference document”. The purpose of this document is to assist Area Financial Coordinators and the Financial
Support Unit in determining allowable activities and costs for the program. The anticipated completion date for the
distribution of this document was March 15, 2010.

Upon audit inquiry on August 13, 2010, the Agency was unable to provide documentation noting the “reference
document” had been prepared and distributed by March 15, 2010. However, the Agency later provided
documentation to confirm a distribution date of October 4, 2010.

As noted in current year finding 10-710-11, payment for these types of unallowable activities and costs continue to be
approved.

This issue was also addressed in prior audit findings 09-710-06, 09-710-07, 09-710-10, 08-710-12 and 07-710-11.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

FINDING NUMBER: 08-710-14

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services
CFDA NUMBER(S) AND PROGRAM TITLE(S): 93.658 - Foster Care_Title IV-E
QUESTIONED COSTS: Unknown

CONDITION:

ACTIVITIES ALLOWED OR UNALLOWED, ALLOWABLE COSTS/COST PRINCIPLES - The Division of Children
and Family Services utilizes procurement cards (P-Cards) as a means of purchasing necessary items for foster
children such as clothing, food, and school supplies. The P-Cards are provided to Family Service Workers who have
direct contact with foster children. According to 42 USC 672(a) and 42 USC 675(4)(A), “funds may be expended for
Foster Care Maintenance on behalf of eligible children” which include the cost of “food, clothing, shelter, daily
supervision, school supplies, a child's personal incidentals, liability insurance with respect to a child, and reasonable
travel to the child's home for visitation.”

The Agency failed to properly implement internal controls over procurement card purchases and as a result, six (6) of
the twenty-five (25) purchases reviewed contained errors as follows:

e Agency employees made purchases for ineligible children in four (4) instances totaling $225.
e One (1) purchase exceeded the Agency-imposed maximum allowance available by $30.
e One (1) purchase was not approved by the Financial Support Unit as required totaling $17.

Although the exceptions noted are not considered monetarily material to the Agency, lack of training of Family
Service workers and adequate review of procurement card purchases are necessary to ensure that Foster Care
funds are only used for allowable purposes. Improper review caused errors and misuse of Foster Care funds. Failure
to properly review Foster Care procurement card purchases has placed assets at risk and could jeopardize the
Agency’s ability to provide program funding.

This finding impacts grants #0701AR1401 and #0801AR1401.

RECOMMENDATION:
Implement internal control procedures to ensure procurement cards purchases are adequately documented, reviewed
and authorized.

CURRENT STATUS:

The Agency’s response to this finding in the State of Arkansas’ Corrective Action Plan for June 30, 2009 refers to a
“reference document”. The purpose of this document is to assist Area Financial Coordinators and the Financial
Support Unit in determining allowable activities and costs for the program. The anticipated completion date for the
distribution of this document was March 15, 2010.

Upon audit inquiry on August 13, 2010, the Agency was unable to provide documentation noting the “reference
document” had been prepared and distributed by March 15, 2010. However, the Agency later provided
documentation to confirm a distribution date of October 4, 2010.

As noted in current year finding 10-710-12, payment for these types of unallowable activities and costs continue to be
approved.

This issue was also addressed in prior audit findings 09-710-08 and 09-710-10.
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FINDING NUMBER: 08-710-18

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services

CFDA NUMBER(S) AND PROGRAM TITLE(S): 93.778 - Medical Assistance Program
(Medicaid Cluster)

QUESTIONED COSTS: $19,826

CONDITION:

ACTIVITIES ALLOWED OR UNALLOWED/SPECIAL TESTS AND PROVISIONS - PAYMENTS MADE FOR
MEDICAID SERVICES AFTER RECIPIENTS DATE OF DEATH - The Agency has implemented a process of
electronically matching social security numbers (SSNs) of Medicaid recipients with SSNs of persons with a date of
death recorded in the Arkansas Department of Health’s vital statistics database. The Agency provides the exception
listing of matched records to each county office. The county office staff is responsible for recording the date of death
in Arkansas’ Networked System for Welfare Eligibility Reporting (ANSWER). Through data analysis, a comparison
was made of a listing of Medicaid recipients from ANSWER for State fiscal year 2008 to a listing of deceased
individuals downloaded from the Arkansas Department of Health’s vital statistics database by SSN and/ or name and
date of birth. This comparison revealed three hundred thirty-one (331) cases where claims, totaling $19,826, were
made for dates of service after the date of death. The types of claims paid varied, but the majority were for managed
care capitated payments. States should ensure capitated payments are discontinued when a beneficiary is no longer
enrolled for services. Deceased recipients should not be enrolled for services in the Medicaid program. Failure to
enter the recipient’s date of death into ANSWER in a timely manner could result in the misappropriation of Medicaid
funds.

This finding impacts grants #05-0705AR5028, #05-0705AR5048, #05-0805AR5028 and #05-0805AR5048.

RECOMMENDATION:

Continue to strengthen internal controls and review policies and procedures with appropriate office personnel to
ensure that dates of death are accurately recorded in ANSWER and that any improper payments are corrected in a
timely manner.

CURRENT STATUS:
Corrective action taken.
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FINDING NUMBER: 08-710-20
STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services
CFDA NUMBER(S) AND PROGRAM TITLE(S): 93.778 - Medical Assistance Program

(Medicaid Cluster)

QUESTIONED COSTS: $611

CONDITION:
ELIGIBILITY - The results of testing of one hundred ninety-two (192) recipients for the proper determination of
eligibility revealed the following deficiencies:

The Agency failed to deny Medicaid coverage to four (4) clients who were not eligible for the Medical
Assistance Program resulting in claims paid totaling $611. One (1) client was not eligible due to their Food
Stamp case being closed after a fraud referral investigation had been conducted. New information showed
that the family was over the income limit for both ARKids A and B. According to the Medical Services Policy
Manual, the income limit is 100% of the Federal Poverty Level (FPL) for ARKids A and 200% of the FPL for
ARKids B. One (1) client was not eligible due to non-compliance with the Office of Child Support
Enforcement (OCSE). According to the Transitional Employment Assistance (TEA) Policy Manual section
2142, individuals must cooperate with OCSE unless good cause for refusal to cooperate exists. Two (2)
clients were not eligible due to other insurance coverage. According to the Medical Services Policy Manual,
a child is not eligible for ARKids B if the child has comprehensive group or employer-based insurance.

The Agency failed to perform annual redeterminations of eligibility on nineteen (19) or 10% of the clients
tested. According to 42 CFR 435.916, the Agency is required to redetermine Medicaid eligibility at least
every twelve (12) months.

The Agency was unable to locate nine (9) or 5% of the client files tested. According to 42 CFR 435.913, the
Agency is required to maintain documentation of the facts to support the Agency’s determination of eligibility
in each applicant’s case record.

The Agency failed to maintain documentation showing that citizenship had been verified for sixteen (16) or
8% of the clients tested. According to 42 CFR 435.406, the Agency is required to document the individual’s
citizenship in the individual’s eligibility file on initial applications and initial re-determinations.

Seven (7) or 4% of the client files tested did not contain documentation such as re-evaluations, eligibility
determinations, changes in coverage, or determination of resources necessary for the auditor to complete
their review. According to 42 CFR 435.913, the Agency is required to maintain documentation of the facts to
support the Agency’s determination of eligibility in each applicant’s case record.

Agency personnel indicated that the cause for the deficiencies is directly related to a large backlog of Medicaid case
redeterminations, which resulted from increased caseloads of the caseworker and the lack of adequate staff. Agency
personnel went on to say that this is most problematic in large county offices that experience high staff turnover. The
lack of sound internal controls related to eligibility jeopardizes program resources and could lead to services being
provided to individuals who are not eligible recipients.

This finding impacts grants #05-0705AR5028, #05-0705AR5048, #05-0805AR5028 and #05-0805AR5048.

RECOMMENDATION:

Review and strengthen internal controls related to the record retention practices in place in county offices and train
personnel on requirements of the program.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

FINDING NUMBER: 08-710-20

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services

CFDA NUMBER(S) AND PROGRAM TITLE(S): 93.778 - Medical Assistance Program
(Medicaid Cluster)

QUESTIONED COSTS: $611

CURRENT STATUS:

As noted in current year findings 10-710-19, 10-710-24 and 10-710-25, ineffective controls continue to contribute to
the Agency’s inability to provide adequate monitoring and retention of appropriate documentation. Contributing
factors include insufficient knowledgeable personnel resulting from high turnover rates, employee shortages, lack of
training, and in some areas, insufficient support staff.

This issue was also addressed in prior audit findings 09-710-18, 09-710-19, 09-710-20, 07-710-16 and 07-710-18.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

FINDING NUMBER: 08-710-23

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services

CFDA NUMBER(S) AND PROGRAM TITLE(S): 93.778 - Medical Assistance Program
(Medicaid Cluster)

QUESTIONED COSTS: None

CONDITION:

REPORTING — The Agency failed to provide adequate reconciliation of the CMS-64, Quarterly Statement of
Expenditures for the Medical Assistance Program report to the Agency’s cost allocation system before submitting the
report to the Centers for Medicare and Medicaid Services (CMS) for all four (4) quarters of State fiscal year 2008. As
a result, we were unable to determine if the Agency complied with 42 CFR 430.30 (c)(2) which states the “report is
the State’s accounting of actual recorded expenditures.”

The Agency also failed to submit the CMS-64 report within thirty (30) days after the end of the quarter for all four (4)
quarters of State fiscal year 2008. According to 42 CFR 430.30 (c), the CMS-64 reports are required and are to be
submitted within thirty (30) days after the end of the quarter.

Agency employees responsible for the reporting of federal expenditures have not been properly informed and trained
on the reporting requirements of the CMS-64 report and have not been properly supervised by Agency management.
Failure to maintain adequate internal controls related to reporting could lead to inaccurate reporting of grant
expenditures to the federal cognizant agency and could result in misuse or misappropriation of federal monies.

This finding impacts grants #05-0705AR5028, #05-0705AR5048, #05-0805AR5028 and #05-0805AR5048.

RECOMMENDATION:

Strengthen internal controls related to reporting requirements by developing and implementing procedures that
ensure that CMS-64 reports are properly prepared, reconciled, reviewed, and submitted to the Centers for Medicare
and Medicaid Services (CMS) within thirty (30) days after the end of the quarter.

CURRENT STATUS:
As noted in current year finding 10-710-20, the Agency again failed to provide an adequate reconciliation of the CMS-
64, Quarterly Statement of Expenditures for the Medical Assistance Program to the Agency’s cost allocation system.

This issue was also addressed in prior audit finding 09-710-21.
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FINDING NUMBER: 08-710-24

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services

CFDA NUMBER(S) AND PROGRAM TITLE(S): 93.778 - Medical Assistance Program
(Medicaid Cluster)

QUESTIONED COSTS: $18,633

CONDITION:

SPECIAL TESTS AND PROVISIONS — PAYMENTS MADE FOR MEDICAID SERVICES AFTER RECIPIENTS
INCARCERATION DATE - According to section 1348 of the DHS Medical Services Manual, inmates of public
institutions are not eligible for Medicaid. This is in compliance with 42 CFR 435.1009, which states that Federal
Financial Participations (FFP) is not available for expenditures paid for services provided to inmates of public
institutions. The Agency has implemented a process of electronically matching Medicaid recipients with inmates of
State correction facilities based on social security numbers (SSNs) and/or name and date of birth. However, at this
time, matches are not reviewed by the county offices due to the amount of time that it takes to investigate the
matches. Through data analysis, a comparison was made between a listing of recipients from Arkansas’ Networked
System for Welfare Eligibility Reporting (ANSWER) during State fiscal year 2008 and listings of individuals who were
incarcerated during State fiscal year 2008, which were provided by the Arkansas Department of Correction and the
Arkansas Department of Community Corrections, by SSN and/or name and date of birth. The comparison revealed
ninety-one (91) cases where claims, totaling $18,633, were paid for dates of service during the recipients’
incarceration periods.

Agency personnel indicated that the Agency was receiving a file of all inmates from both the Arkansas Department of
Correction (DOC) and from the Arkansas Department of Community Correction (DCC). These files were matched
against a current recipient listing to identify recipients with open cases who had been incarcerated. The Agency is
still completing the match process; however, the results are not being forwarded to the county offices due to the
excess workload that it causes. Failure to identify recipients who have been incarcerated in a timely manner could
result in the misappropriation of Medicaid funds.

This finding impacts grants #05-0705AR5028, #05-0705AR5048, #05-0805AR5028 and #05-0805AR5048.
RECOMMENDATION:

Review policies and procedures with appropriate office personnel to ensure that recipients who have been
incarcerated are identified, and that their Medicaid cases are closed in a timely manner.

CURRENT STATUS:

The Agency continues to monitor enrolled applicants for incarceration through the data match with the Arkansas
Department of Correction download. Testing of incarcerated recipients was not performed in the current year due to
immateriality and the start of a data mining project undertaken by the auditor to identify potential fraudulent behavior
by providers.

This issue was also addressed in prior audit findings 09-710-22 and 05-710-23.
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FINDING NUMBER: 07-710-11

STATE/EDUCATIONAL AGENCY: Arkansas Department of Health and Human Services
CFDA NUMBER(S) AND PROGRAM TITLE(S): 93.658 - Foster Care_Title IV-E

QUESTIONED COSTS: $13,833

CONDITION:

ACTIVITIES ALLOWED OR UNALLOWED - Our review of travel reimbursements paid to foster parents revealed the
following:

e The Agency failed to properly code travel expenses incurred by foster parents and as a result, $5,343 was
improperly reimbursed from the Federal government.

e The Agency improperly reimbursed foster parents for transporting ineligible children totaling $889.

e The Agency reimbursed foster parents for providing transportation services to various ineligible individuals
(adults) which included transportation to doctor appointments and other errands totaling $618.

e Two (2) foster parent travel claims were duplicated and reimbursed by the Agency totaling $645.

e The Agency reimbursed inadequately documented travel claims totaling $5,530. The claims failed to state the
name of the child for whom the travel expense was incurred or the purpose of the travel.

e Transportation services claimed for reimbursement may only include "reasonable travel for a child's visitation
with family or other caretakers" (45 CFR 1355.20) or for the "determination and redetermination of eligibility,
fair hearings and appeals, rate setting and other costs directly related only to the administration of the foster
care program" (45 CFR 1356.60). The Agency failed to adequately review foster parent travel claims
resulting in reimbursements for travel expenses other than those stated above totaling $808.

RECOMMENDATION:
Strengthen internal controls over activities allowed or unallowed to ensure travel expenses are adequately monitored
and reviewed.

CURRENT STATUS (AS OF JUNE 30, 2010):

The Agency’s response to this finding in the State of Arkansas’ Corrective Action Plan for June 30, 2009 refers to a
“reference document”. The purpose of this document is to assist Area Financial Coordinators and the Financial
Support Unit in determining allowable activities and costs for the program. The anticipated completion date for the
distribution of this document was March 15, 2010.

Upon audit inquiry on August 13, 2010, the Agency was unable to provide documentation noting the “reference
document” had been prepared and distributed by March 15, 2010. However, the Agency later provided
documentation to confirm a distribution date of October 4, 2010.

As noted in current year finding 10-710-11, payment for these types of unallowable activities and costs continue to be
approved.

This issue was also addressed in prior audit findings 09-710-06, 09-710-07, 09-710-10, 08-710-12 and 08-710-13.
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FINDING NUMBER: 07-710-16
STATE/EDUCATIONAL AGENCY: Arkansas Department of Health and Human Services
CFDA NUMBER(S) AND PROGRAM TITLE(S): 93.778 - Medical Assistance Program

(Medicaid Cluster)

QUESTIONED COSTS: $1,387

CONDITION:
ELIGIBILITY - The results of testing of one hundred fifty-four (154) recipients for the proper determination of eligibility
revealed the following deficiencies:

The Agency failed to deny Medicaid coverage to two (2) clients who were not eligible for the Medical
Assistance Program resulting in claims paid totaling $1,387. One (1) client was over the age limit for
ARKids A. According to 42 CFR 435.229, the Agency may only provide Medicaid to individuals under the
age of nineteen (19) who are optional targeted low-income children. One (1) client did not meet the five (5)
year residency requirement for qualified aliens. According to 42 CFR 435.406, qualified aliens are to
provide satisfactory documentary evidence of Qualified Alien status.

Twelve (12) client files, which includes both the county office files and the electronic files located in the
ANSWER system, contained Social Security Number (SSN) enumeration discrepancies. Of these, ten (10)
client files did not contain documentation of SSN verification, and two (2) client files did not contain
documentation of an SSN either being provided or declared. According to 42 CFR 435.910, the Agency is
required to verify the SSN of each client.

The Agency failed to perform annual redeterminations of eligibility for twenty-three (23) clients. According to
42 CFR 435.916, the Agency is required to redetermine Medicaid eligibility at least every twelve (12)
months.

The Agency was unable to locate seven (7) client files. According to 42 CFR 435.913, the Agency is
required to maintain documentation of the facts to support the Agency’s determination of eligibility in each
applicant’s case record.

The Agency failed to maintain documentation showing that citizenship had been verified for seventeen (17)
clients. According to 42 CFR 435.406, the Agency is required to document the individual’s citizenship in the
individual’s eligibility file on initial applications and initial re-determinations.

Thirteen (13) client files did not contain documentation such as re-evaluations, eligibility determinations, or
changes in coverage necessary for the auditor to complete their review. According to 42 CFR 435.913, the
Agency is required to maintain documentation of the facts to support the Agency’s determination of eligibility
in each applicant’s case record.

RECOMMENDATION:

Review and strengthen internal controls related to the record retention practices in place in county offices and train
personnel on requirements of the program.

CURRENT STATUS:

As noted in current year findings 10-710-19, 10-710-24 and 10-710-25, ineffective controls continue to contribute to
the Agency’s inability to provide adequate monitoring and retention of appropriate documentation. Contributing
factors include insufficient knowledgeable personnel resulting from high turnover rates, employee shortages, lack of
training, and in some areas, insufficient support staff.

This issue was also addressed in prior audit findings 09-710-18, 09-710-19, 09-710-20, 08-710-20 and 07-710-18.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES (Continued)

FINDING NUMBER: 07-710-18
STATE/EDUCATIONAL AGENCY: Arkansas Department of Health and Human Services
CFDA NUMBER(S) AND PROGRAM TITLE(S): 93.778 - Medical Assistance Program
(Medicaid Cluster)
QUESTIONED COSTS: Unknown

CONDITION:
ELIGIBILITY — During the 2005, 2006, and 2007 State of Arkansas Single Audits, we performed testing at each of
Pulaski County’s five (5) offices for a total of one hundred fifty (150) cases selected. Total Medicaid expenditures for
Pulaski County for the years ended June 30, 2005, 2006, and 2007 were $339,007,866, $349,158,743, and
$369,790,510, respectively. The results of testing eligibility for the three (3) year period revealed the following
deficiencies:

e The Agency was unable to locate fifteen (15) client files or 10% of all cases reviewed. According to 42 CFR
435.913, the Agency is required to maintain documentation of the facts to support the Agency’s
determination of eligibility in each applicant’s case record.

o Eighteen (18) client files or 12% of all cases reviewed did not contain documentation such as application
forms, re-evaluation forms, or change in coverage forms necessary for the auditor to complete their review.
According to 42 CFR 435.913, the Agency is required to maintain documentation of the facts to support the
Agency’s determination of eligibility in each applicant’s case record.

e Of the remaining one hundred seventeen (117) client files selected for testing, the audit identified errors in
sixty-three (63) client files or 42% of all cases reviewed. These errors included items such as: SSNs not
being verified, clients not being eligible in the category they were placed in, no re-evaluations being
performed, and no verification of other eligibility factors.

Due to the large number of missing files, lack of documentation, and errors identified during the three (3) year period,
the auditor considers the controls in place at the five (5) Pulaski County offices to be inadequate for recipient eligibility
determination and maintaining client file documentation.

RECOMMENDATION:
Review and strengthen internal controls over file documentation and retention practices in place at the Pulaski
County offices and train personnel on requirements of the program.

CURRENT STATUS:

Current year procedures did not select or track cases based upon county. However, substantive testing of current
year files revealed that 15% of those selected for testing were either not eligible or contained at minimum one error in
the file documentation and/or policy application. Therefore it continues to be recommended that internal control over
file documentation continued to be reviewed and strengthened and that employees continue to receive training and
supervision with regard to program requirements.

This issue was also addressed in prior audit findings 09-710-18, 09-710-19, 09-710-20, 08-710-20 and 07-710-16.
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FINDING NUMBER: 05-710-23

STATE/EDUCATIONAL AGENCY: Arkansas Department of Human Services

CFDA NUMBER(S) AND PROGRAM TITLE(S): 93.778 - Medical Assistance Program
(Medicaid Cluster)

QUESTIONED COSTS: $186,374

CONDITION:

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

RECOMMENDATION:
Establish internal controls and procedures to prevent payments for services for ineligible Medicaid recipients.

CURRENT STATUS (as reported in the 2007 Statewide Single Audit):

A test match was made with the Arkansas Department of Correction (ADC) and the Arkansas Department of
Community Correction (DCC) in February 2007. A formal match was made in July 2007, with the results being
provided to the county offices. During the match, county employees discovered that the file received from ADC/DCC
included individuals who were not actually residing in an institutional facility. This information was re-verified with the
appropriate correctional facility and/or law enforcement before any action was taken. The Agency requested that
changes be made to the existing match file to exclude those individuals so that future match results can be
considered verified upon receipt with no re-verification necessary. On September 27, 2007, a Memorandum of
Understanding between ADC, DCC and the Agency was signed which incorporates the necessary changed
described above. The change is in progress and the Agency expects to resume the match and provide results to the
county offices by January 31, 2008.

2008 UPDATE:

As noted in finding 08-710-24, the Agency continues to have problems identifying and closing cases of recipients who
have been incarcerated. As of December 2008, the Agency is performing the match referenced above, but the
results are not being provided to the county offices due to the amount of time needed to investigate the incarceration
date. The Agency has stated that they plan to provide the matches to a Central Processing Unit, who will perform the
verification of the match. The Agency did not provide an anticipated implementation date for this process.

2009 UPDATE:
As noted in current year finding 09-710-22, the Agency continues to process payments for Medicaid services
provided to recipients after the recipients incarceration date.

This issue was also addressed in prior audit finding 08-710-24.

CURRENT STATUS:

The Agency continues to monitor enrolled applicants for incarceration through the data match with the Arkansas
Department of Correction download. Testing of incarcerated recipients was not performed in the current year due to
immateriality and the start of a data mining project undertaken by the auditor to identify potential fraudulent behavior
by providers.

This issue was also addressed in prior audit findings 09-710-22 and 08-710-24.
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS

FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY

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

Federal Award Number(s): N/A

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

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

Type of Finding: Noncompliance and Significant Deficiency

Criteria:

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

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

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

Condition:

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

Questioned Costs:
None

Cause:

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

For non-College of Medicine, we were unable to obtain an explanation for the CON students who received
disbursements before 10 days prior to the first day of class.
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY (Continued)

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

Federal Award Number(s): N/A

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

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

Type of Finding: Noncompliance and Significant Deficiency

Effect:

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

Recommendation:

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

Current Status:

According to a report presented to the Legislative Joint Auditing Committee on November 12, 2010, the Agency has
indicated that corrective action has been implemented.
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY (Continued)

Finding Number: 09-150-02

State/Educational Agency: University of Arkansas for Medical Sciences

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

Federal Award Number(s): N/A

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

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

Criteria:

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

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

Condition:

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

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

Questioned Costs:

Known questioned cost is calculated as $72.55. The calculation was based on the average interest rate for each
quarter. We applied the average interest rate to the total number of days in noncompliance for each student and the
amount that was returned. We then annualized the amount over 365 days.

Cause:

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

The exception noted for the College of Nursing student was processed under the prior Student Financial Aid Director
before changes in controls were implemented to ensure funds were returned timely.
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY (Continued)

Finding Number: 09-150-02 (Continued)

State/Educational Agency: University of Arkansas for Medical Sciences

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

Federal Award Number(s): N/A

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

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

Effect:

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

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

Current Status:

According to a report presented to the Legislative Joint Auditing Committee on November 12, 2010, the Agency has
indicated that corrective action has been implemented.

- 167 -



STATE OF ARKANSAS
SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED JUNE 30, 2010

FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY (Continued)

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

Federal Award Number(s): N/A

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

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

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

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

Condition:

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

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

Questioned Costs:
None

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

The verification completed date used for testing is the date the Financial Aid Officer signs or initials the completed
verification worksheet. Because the director of Student Financial Aid for COM does not sign and date the verification
worksheet, the date utilized for testing was the date per the notification letters to the students indicating their
verification process was complete.

Effect:

The U.S. Department of Education has the right to withdrawal of funding when there is reason to believe through
periodic monitoring or review that the University is not in compliance with the requirements established.
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY (Continued)

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

Federal Award Number(s): N/A

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

Type of Finding: Noncompliance and Significant Deficiency

Recommendation:

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

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

Current Status:

According to a report presented to the Legislative Joint Auditing Committee on November 12, 2010, the Agency has
indicated that corrective action has been implemented regarding the review process ensuring scanned student files
are complete and files are maintained until the audit has been completed and issued.

The Agency also indicated that corrective action has not been implemented regarding verification of information for
COM students.
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY (Continued)

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

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

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

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

Federal Award Year(s): Various

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

Type of Finding: Noncompliance and Significant Deficiency

Criteria:

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

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

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

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

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

During our testing of expenditures, we noted that a piece of equipment was purchased but classified as
research supplies. This resulted in F&A costs being inappropriately charged to this grant.

Questioned Costs:

$54,303

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

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

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

The amount of the F&A costs charged on an equipment purchase of $40,522. The total F&A costs were
$17,020.
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

FINDINGS COVERING MORE THAN ONE FEDERAL AGENCY (Continued)

Finding Number: 09-150-04 (Continued)

State/Educational Agency: University of Arkansas for Medical Sciences

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

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

Federal Award Year(s): Various

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

Type of Finding: Noncompliance and Significant Deficiency

Cause:

Direct costs were inappropriately charged to these programs.

Effect:

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

Recommendation:

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

Current Status:

According to a report presented to the Legislative Joint Auditing Committee on November 12, 2010, the Agency has
indicated that corrective action has been implemented.
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES

Finding Number: 09-150-05

State/Educational Agency: University of Arkansas for Medical Sciences

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

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

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

Type of Finding: Noncompliance and Significant Deficiency

Criteria:

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

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

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

Questioned Costs:
$23,347

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

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

Cause:

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

Effect:

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

Recommendation:

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

Current Status:

According to a report presented to the Legislative Joint Auditing Committee on November 12, 2010, the Agency has
indicated that corrective action has not been implemented.
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

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

Finding Number: 09-150-06

State/Educational Agency: University of Arkansas for Medical Sciences

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

Federal Award Number(s): 5P20RR020146.04

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

Criteria:

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

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

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

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

Questioned Costs:
None

Cause:

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

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

Effect:

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

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

Finding Number: 09-150-06 (Continued)

State/Educational Agency: University of Arkansas for Medical Sciences

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

Federal Award Number(s): 5P20RR020146.04

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

Recommendation:

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

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

Current Status:

According to a report presented to the Legislative Joint Auditing Committee on November 12, 2010, the Agency has
indicated that corrective action has been implemented.
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

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

Finding Number: 09-150-07

State/Educational Agency: University of Arkansas for Medical Sciences

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

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

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

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

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

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

Condition:

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

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

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

Finding Number: 09-150-07 (Continued)

State/Educational Agency: University of Arkansas for Medical Sciences

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

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

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

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

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

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

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

Recommendation:

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

We also recommend the grant manager obtain approval from the granting agency for the equipment maintained at
unauthorized locations or transfer the equipment to an appropriate location as allowed by the grant. We recommend
equipment currently maintained in a storeroom be deployed as soon as possible to the specified locations per the
grant award.

Current Status:

According to a report presented to the Legislative Joint Auditing Committee on November 12, 2010, the Agency has
indicated that corrective action has been implemented.
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

Finding Number:

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

09-150-08

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

(Head Start Cluster)

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

Type of Finding:

Criteria:
Per Circular A-11

Equipment and Real Property Management
Noncompliance and Control Deficiency

0, Grants and Agreements with Institutions of Higher Education, Hospitals, and Other Non-Profit

Organizations, Subpart C Post-Award Requirements, Sec. 34 Equipment, the recipient’s property management

standards for equi
(1) Equipme
(i)
(ii)

Condition:

pment acquired with federal funds and federally owned equipment shall include all of the following:
nt records shall be maintained accurately and shall include the following information:
A description of the equipment.

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

Source of the equipment, including the award number.
Whether title vests in the recipient or the federal government.

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

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

Location and condition of the equipment and the date the information was reported.
Unit acquisition cost.

Ultimate disposition data, including date of disposal and sales price or the method used to
determine current fair market value where a recipient compensates the federal awarding agency for
its share.

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

e Two of t
recorded

he assets purchased were recorded in the incorrect general ledger account. The assets were
in an “Other Services” expense account instead of an equipment expense account. Because they

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

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

recorded

Questioned Cost

in the SAP fixed asset system.

S:

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

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

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

(Head Start Cluster)

Federal Award Number(s): 06CH7001/11

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

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

Type of Finding: Noncompliance and Control Deficiency

Cause:

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

Effect:

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

Recommendation:

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

Current Status:

According to a report presented to the Legislative Joint Auditing Committee on November 12, 2010, the Agency has
indicated that corrective action has been implemented regarding performing monthly reconciliations of asset
additions.

The Agency also indicated that corrective action is in-process regarding a more thorough review of expense
accounts.
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FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

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

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

(Head Start Cluster)

Federal Award Number(s): 06CH7001/10, 06CH7001/11
Federal Award Year(s): November 1, 2007 to October 31, 2008,
November 1, 2008 to October 31, 2009
Compliance Requirement(s) Affected: Activities Allowed or Unallowed; Allowable Costs/Cost Principles
Type of Finding: Noncompliance and Control Deficiency
Criteria:

Facilities and Administration Costs should not be charged as direct costs to a grant.

Condition:

During our testing of expenses charged after the end of the grant period and expenses posted to the grant as
adjustments, we noted that expenses for Telephone Recharge and Vehicle Maintenance Recharge included fees
added to the actual expense that are administrative in nature. These fees are included in the definition of general
administration expenses and should not be included as direct costs of the grant.

For the Telephone Recharge expense, a Chancellor's Fee of $5.50 per hone is added to the actual telephone
expense. Head Start has 68 phones. Additionally, equipment maintenance was also charged for the telephones.
For the Vehicle Maintenance Recharge expense, a 5% vehicle control fee is added to the actual expenses incurred
for fuel, car tags, etc.

Questioned Costs:

The amount of the Chancellor's Fee for the Telephone Recharge for FY09 would approximate $4,488 ($5.50/phone
for 68 phones for 12 months). The amount for the equipment approximates $2,856 ($3.50/phone for 68 phones for
12 months). The amount of the vehicle control fee added to the Vehicle Maintenance Recharge expense is
approximately $583 (Total FY09 Recharge expense $12,244.94/105). Additionally, 21% of indirect costs on these
charges approximate $1,665.

The total questioned costs are $9,592.

Cause:

After UAMS implemented Policy #8.3.17 on June 3, 2008, departments that prepare recharge entries could no longer
post expenses directly to a grant project. The entries are posted to the cost center associated with the grant. The
Grants Administrator is responsible for transferring the costs from the cost center to the grant. When the entries were
made for transferring the cost to the grant, the additional fees were included in the entry amount.

Effect:

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

Recommendation:
We recommend that management verify the fees included in all recharge entries and ensure that entries to transfer
costs to the grant do not include any fees that would be classified as Facilities and Administrative in nature.

Current Status:
According to a report presented to the Legislative Joint Auditing Committee on November 12, 2010, the Agency has
indicated that corrective action has been implemented.
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STATE OF ARKANSAS
SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED JUNE 30, 2010

FINDINGS COVERING PROGRAMS AUDITED BY OTHER EXTERNAL AUDITORS (Continued)

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

Finding Number: 09-810-01

State/Educational Agency: Arkansas Department of Workforce Services

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

Federal Award Number(s):

Federal Award Year(s): Y/E June 30, 2009

Compliance Requirement(s) Affected: Administrative Cost Limits

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

Management is responsible for establishing and maintaining effective internal control over administrative amounts
charged to grants in order to not exceed administrative cost limits.

Condition:
In order to test compliance with respect to administrative cost limits, a sample of three ACF-196 quarterly reports was
chosen. One of the ACF-196 quarterly reports reported administrative costs in excess of administrative cost limits.

Questioned Cost:
Noted $1,014,047 in excess of allowable limit charged to administrative costs on the ACF-196 quarterly financial
status report.

Cause:
Potential program expenses were charged as administrative costs and sufficient controls were not in place to ensure
administrative cost limits were not exceeded.

Effect:
Federal regulations were not followed and administrative costs of $1,014,047 were questioned.

Recommendation:

Management should amend the ACF quarterly financial status report to appropriately classify costs. If administrative
costs still exceed the allowable limit, management should reimburse the United States Department of Health and
Human Services.

Current Status:

The Agency has indicated this issue as being resolved. The Agency has revised procedures and instructed
personnel to assure that program and administrative costs are properly classified.
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