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State of Arkansas
I ntroduction and Summary
For The Year Ended June 30, 2013

The Single Audit Act, as amended in 1996, was enacted to streamline the effectiveness of audits of
federal awards. As a result, the Office of Management and Budget (OMB) issued Circular A-133, Audits
of States, Local Governments, and Non-Profit Organizations, to establish audit guidelines and policy,
providing a consistent and uniform system to audit states, local governments, and not-for-profits that
expend federal awards. The A-133 audit is required to determine whether

o the State’s financial statements are presented fairly, in all material respects, in conformity
with generally accepted accounting principles (GAAP).

e the Schedule of Expenditures of Federal Awards (SEFA) is presented fairly, in all material
respects, in relation to the State’s financial statements taken as a whole.

e the State has adequate internal controls in place to ensure compliance with the requirements
of various federal awards.

e The State has complied with laws, regulations, and the provisions of contracts or grant
agreements pertaining to federal awards that may have a direct and material effect on major
programs.

The State of Arkansas Single Audit for the fiscal year ended June 30, 2013, as performed by the Division
of Legislative Audit meets these requirements.

Beginning with the fiscal year ended June 30, 2009, additional federal funds were made available through
the American Recovery and Reinvestment Act of 2009 (ARRA), which increased total expenditures of
federal awards for the fiscal years ended June 30, 2009, 2010, and 2011. ARRA awards were made
available for a limited period of time, and most ARRA awards were fully expended by the end of fiscal
year 2012. The State of Arkansas expended a total of $8,191,294,981 in federal awards during the year
ended June 30, 2013. Of that total, $202,492,278 (2.5%) was expended in ARRA awards.

Trend of Expenditures of Federal Awards
Five Year Comparison
$8.12 $7.99

g $7.52
$6.88 $7.32
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2009 2010 2011 2012 2013
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State of Arkansas
I ntroduction and Summary
For The Year Ended June 30, 2013

In accordance with OMB Circular A-133, larger federal programs are identified and labeled as Type A.
The following table outlines how the Type A programs for the State of Arkansas were identified.

Type A Program Determination

Larger of: $ 3,000,000
or

Total expenditures of federal awards $8,191,294,981

Three-tenths of one percent X 0.003
$24,573,885

Type A threshold $ 24,573,885

All federal programs with expenditures of at least $24,573,885 were labeled Type A. All other federal
programs were labeled Type B. Of the 465 federal programs represented in the June 30, 2013, State of
Arkansas Single Audit, 24 were Type A programs with expenditures totaling $7,496,021,254, which is
92% of total expenditures, and 441 were Type B programs with expenditures totaling $695,273,727,
which is 8% of total expenditures.

OMB Circular A-133 requires the auditor to perform risk assessments on all Type A programs and to
audit, as major, each Type A program assessed as high-risk based on various risk factors. Risk
assessments were performed on each Type A program, and 18 of the 24 were determined to be high-risk
or major.

Type A and Type B Programs
Expenditures of Federal Awards

® Type A Programs
® Type B Programs




State of Arkansas
I ntroduction and Summary
For The Year Ended June 30, 2013

Additionally, OMB Circular A-133 requires the auditor to perform risk assessments on larger Type B
programs to determine which ones will be audited as major to replace the Type A programs not being
audited. Only Type B programs above the calculated threshold are included in the population to be
assessed.

Threshold for Type B Programs

Larger of: $ 300,000
or

Total expenditure of federal awards $8,191,294,981

Three-hundredths of one percent X 0.0003
$ 2,457,388

Threshold of Type B programs $ 2,457,388

For the year ended June 30, 2013, major program expenditures represent 73% of total expenditures of
federal awards.

Fiscal Year 2013
Major vs. Non-Major Programs
$8,191,294,981

® Major Programs ~ ®Non-Major Programs

27% ($2,238,200,999)

73% ($5,953,093,982)



State of Arkansas
I ntroduction and Summary
For The Year Ended June 30, 2013

A majority (78%) of federal awards were expended by five state departments, as noted below.

Percentage of Total Expenditures of Federal Awards
by State Department

i Arkansas Department of Human
Services

# Arkansas Department of
Workforce Services

# Arkansas State Highway and
Transportation Department

\>

# Arkansas Department of
Education

~1Arkansas Student Loan Authority

# Other Departments

The State received federal awards from 27 different federal agencies. Most of the federal awards (88%)
came from four federal agencies.

Total Expenditures of Federal Awards
By Federal Awarding Agency

& United States Department of
Agriculture

# United States Department of
Education

# United States Department of
Health and Human Services

# United States Department of
Labor

# Other
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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

Independent Auditor’s Report

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

We have audited, in accordance with the 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, 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, 2013, and the related notes to the financial statements, which collectively comprise
the State’s basic financial statements, and have issued our report thereon dated December 23, 2013.
Our report includes a reference to other auditors who 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 (Administrative, a portion of the General Fund,
and Unemployment Insurance Fund, 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 Fayettevile 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 of the financial statements, we considered the State’s internal
control over financial reporting (internal control) to determine the audit procedures that are appropriate in
the circumstances 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. Accordingly, we do
not express an opinion on the effectiveness of the State’s internal control.

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 entity’s financial statements will not be prevented, or detected and corrected on a
timely basis. A significant deficiency is a deficiency, or a combination of deficiencies, in internal control
that is less severe than a material weakness, yet important enough to merit attention by those charged
with governance.

172 STATE CAPITOL « LITTLE ROCK, ARKANSAS 72201-1099 « PHONE (501) 683-8600 « FAX (501) 683-8605
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Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies. Given these limitations, during our audit we did not identify any
deficiencies in internal control that we consider to be material weaknesses. However, material
weaknesses may exist that have not been identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the State’s financial statements are free from
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.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance
and the results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal
control or on compliance. This report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the entity’s internal control and compliance. Accordingly,
this communication is not suitable for any other purpose. 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

gt

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

Little Rock, Arkansas
December 23, 2013
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Report on Compliance For Each Major Federal Program;
Report on Internal Control Over Compliance; and
Report on Schedule of Expenditures of Federal Awards
Required by OMB Circular A-133

Independent Auditor’s Report

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

Report on Compliance for Each Major Federal Program

We have audited the State of Arkansas’s compliance 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, 2013. The State’s major
federal programs are identified in the summary of auditor’s results section of the accompanying Schedule
of Findings and Questioned Costs.

Management’s Responsibility

Management is responsible for compliance with the requirements of laws, regulations, contracts, and
grants applicable to its federal programs.

Auditor’s Responsibility

Our responsibility is to express an opinion on compliance for each of the State’s major federal programs
based on our audit of the types of compliance requirements referred to above. 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 on compliance for each major
federal program. However, our audit does not provide a legal determination of the State’s compliance.

Basis for Qualified Opinion on Rural Rental Housing Loans and the Medical Assistance Program

As described in the accompanying Schedule of Findings and Questioned Costs, the State did not comply
with requirements regarding Rural Rental Housing Loans (CFDA 10.415) as described in finding number
13-395-01 for Reporting and the Medical Assistance Program (CFDA 93.778) as described in finding
numbers 13-710-10 and 13-710-11 for Activities Allowed or Unallowed — Home and Community-Based
Services. Compliance with such requirements is necessary, in our opinion, for the State to comply with
the requirements applicable to that program.
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Qualified Opinion on Rural Rental Housing Loans and the Medical Assistance Program

In our opinion, except for the noncompliance described in the Basis for Qualified Opinion paragraph, the
State complied, in all material respects, with the types of compliance requirements referred to above that
could have a direct and material effect on Rural Rental Housing Loans and the Medical Assistance
Program for the year ended June 30, 2013.

Unmodified Opinion on Each of the Other Major Federal Programs

In our opinion, the State complied, in all material respects, with the types of compliance requirements
referred to above that could have a direct and material effect on each of its other major federal programs
identified in the summary of auditor’s results section of the accompanying Schedule of Findings and
Questioned Costs for the year ended June 30, 2013.

Other Matters

The results of our auditing procedures disclosed other instances of noncompliance, 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 13-150-01, 13-195-01, 13-500-01 through
13-500-02, 13-520-01 through 13-520-06, 13-520-08 through 13-520-09, 13-693-01, 13-710-01 through
13-710-09, 13-710-13 through 13-710-14, 13-710-16, 13-710-18, 13-710-20, and 13-790-02. Our opinion
on each major federal program is not modified with respect to these matters.

The State’s response to the noncompliance findings identified in our audit is described in the
accompanying Schedule of Findings and Questioned Costs. The State’s response was not subjected to
the auditing procedures applied in the audit of compliance and, accordingly, we express no opinion on the
response.

Report on Internal Control over Compliance

Management of the State is responsible for establishing and maintaining effective internal control over
compliance with the types of compliance requirements referred to above. In planning and performing our
audit of compliance, we considered the State’s internal control over compliance with the types of
requirements that could have a direct and material effect on each major federal program to determine the
auditing procedures that are appropriate in the circumstances for the purpose of expressing an opinion on
compliance for each major federal program 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.

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 material weaknesses or significant deficiencies and therefore, material weaknesses or
significant deficiencies may exist that were not identified. However, as discussed below, we identified
certain deficiencies in internal control over compliance that we consider to be material weaknesses and
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 13-395-01, 13-500-03, 13-500-04, 13-520-02, 13-520-08, 13-710-01, 13-710-09 through
13-710-12, and 13-710-16 through 13-710-17 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 13-195-01, 13-500-02, 13-520-01, 13-520-03 through 13-520-07, 13-520-09, 13-693-01, 13-710-02
through 13-710-03, 13-710-05 through 13-710-08, 13-710-13 through 13-710-15, 13-710-18 through
13-710-20, and 13-790-01 through 13-790-03, to be significant deficiencies.

The State’s response to the internal control over compliance findings identified in our audit is described in
the accompanying Schedule of Findings and Questioned Costs. The State’s response was not subjected
to the auditing procedures applied in the audit of compliance and, accordingly, we express no opinion on
the response.

The purpose of this report on internal control over compliance is solely to describe the scope of our
testing of internal control over compliance and the results of that testing based on the requirements of
OMB Circular A-133. Accordingly, this report is not suitable for any other purpose.

Report on Schedule of Expenditures of Federal Awards Required by OMB Circular A-133

We have audited the financial statements of the State as of and for the year ended June 30, 2013, and
have issued our report thereon dated December 23, 2013, which contained an unmodified opinion on
those financial statements. Our audit was conducted for the purpose of forming an opinion on the
financial statements as a whole. 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 financial statements. Such information is the responsibility of management and was derived
from and relates directly to the underlying accounting and other records used to prepare the financial
statements. The information has been subjected to the auditing procedures applied in the audit of the
financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the financial
statements or to the financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United States of America. In our opinion, the Schedule of
Expenditures of Federal Awards is fairly stated in all material respects in relation to the financial
statements as a whole.

DIVISION OF LEGISLATIVE AUDIT

gt

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

Little Rock, Arkansas

February 25, 2014, except for the
Schedule of Expenditures of Federal
Awards, dated December 23, 2013
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State of Arkansas
Schedule of Findings and Questioned Costs
For The Year Ended June 30,2013

Audit findings regarding compliance and internal controls over compliance for the major programs are
disclosed on the following pages. Each finding has been evaluated and assigned one or more of the
following designations:

» Material Noncompliance with the provisions of laws, regulations, contracts, or grant
agreements related to a major program. The determination of whether
noncompliance is material for the purpose of reporting is in relation to one of the 14
types of compliance requirements for a major program or an audit objective identified
in the OMB A-133 Compliance Supplement.

» Noncompliance with the provisions of laws, regulations, contracts, or grant
agreements related to a major program.

» Material Weakness in internal control over compliance. 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 will not
be prevented or detected and corrected timely.

> Significant Deficiency in internal control over compliance. A deficiency, or
combination of deficiencies, in internal control over compliance with a type of
compliance requirement that is less severe than a material weakness yet important
enough to merit attention by those charged with governance.

In addition, known questioned costs that are greater than $10,000 for a type of compliance requirement
for a major program are required to be reported. Questioned costs are questioned by the auditor
because of an audit finding (a) that resulted from a violation or possible violation of a provision of a law,
regulation, contract, grant, cooperative agreement, or other agreement or document governing the use of
federal funds, including funds used to match federal funds; (b) for which the costs, at the time of the audit,
are not supported by adequate documentation; or (c) for which the costs incurred appear unreasonable
and do not reflect the actions a prudent person would take in the circumstances.

As part of the audit process, the findings were provided to the applicable State/Educational Agency
(Agency) for management’s response. The responses were prepared by management of each Agency
and are included at the end of each finding beginning on page 15 under the caption “Views of
Responsible Officials and Planned Corrective Action.” The responses include the planned corrective
action, the anticipated completion date, and the Agency contact.

We have presented our findings, generally, by Federal Grantor Agency, State/Educational Agency, and
Catalog of Federal Domestic Assistance Number (CFDA). Each finding is assigned a seven-digit
reference number (e.g., xx-xxx-xx). The first set of digits represents the fiscal year audited; the second
set represents the Agency identification number; and the third set represents the sequential assignment
within the Agency by CFDA, then alphabetically by compliance requirement within the CFDA. An index of
the findings is located on page 14.

-10 -



State of Arkansas
Schedule of Findings and Questioned Costs
For The Year Ended June 30, 2013

Section | - Summary of Auditor's Results

Financial Statements

Type of auditor's report issued:

Unmodified

Internal control over financial reporting:
Material weakness(es) identified? Yes

Significant deficiency(s) identified not
considered to be a material weakness(es)? Yes

Noncompliance material to financial statements noted? Yes

Federal Awards

X No

X None reported

X No

Internal control over major programs:
Material weakness(es) identified? X Yes

Significant deficiency(s) identified not
considered to be a material weakness(es)? X Yes

Type of auditor's report issued on compliance for major programs:

No

None reported

Unmodified *

* Except for the programs listed on page 7 of this report,
which were Qualified.

Any audit findings disclosed that are required to be
reported in accordance with Section .510(a)
of OMB Circular A-1337? X Yes

Dollar threshold used to distinquish between Type A and Type B programs: $

No

24,573,885

Auditee qualified as low-risk auditee? Yes

11 -




State of Arkansas
Schedule of Findings and Questioned Costs
For The Year Ended June 30, 2013

Section | - Summary of Auditor's Results (Continued)

Identification of major programs:

CFDA
Number(s) Name of Cluster or Federal Program

1. 10,558, 10.555, 10.559 Child Nutrition Cluster

2. 14.218 CDBG - Entitlement Grants Cluster

3. 14.228, 14.255 CDBG - State-Administered CDBG Cluster

4, 84.027,84.173 Special Education Cluster (IDEA)

5. 93.558 TANF Cluster

6. 93.575, 93.596 CCDF Cluster

7. 93.720, 93.775, 93.777, 93.778 Medicaid Cluster

8. 96.001, 96.006 Disability Insurance/SSI Cluster

9. Various Research and Development Cluster
10. 84.007, 84.033, 84.038, 84.063, Student Financial Assistance Cluster

84.268, 84.379, 84.408,
93.264, 93.342, 93.364
11. 10.415 Rural Rental Housing Loans
12. 10.557 Special Supplemental Nutrition Program for Women, Infants, and Children
13. 10.558 Child and Adult Care Food Program
14. 11.557 ARRA - Broadband Technology Opportunities Program (BTOP)
15. 12.401 National Guard Military Operations and Maintenance (O&M) Projects
16. 17.225 Unemployment Insurance; ARRA - Unemployment Insurance
17. 66.458 Capitalization Grants for Clean Water State Revolving Funds;
ARRA - Capitalization Grants for Clean Water State Revolving Funds

18. 66.468 Capitalization Grants for Drinking Water State Revolving Funds
19. 84.032 Federal Family Education Loans
20. 84.126 Rehabilitation Services_Vocational Rehabilitation Grants to States
21. 84.367 Improving Teacher Quality State Grants
22. 93.268 Immunization Cooperative Agreements
23. 93.658 Foster Care_Title IV-E
24, 97.036 Disaster Grants - Public Assistance (Presidentially Declared Disasters)

-12-



State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

Section Il - Financial Statement Findings

No findings reported

- 13-



State of Arkansas

Schedule of Findings and Questioned Costs
For The Year Ended June 30,2013

Section lll - Federal Award Findings and Questioned Costs

CFDA Number(s) Page
Federal/State/Educational Agency Name(s) / Program Title Affected Number(s)
U.S. Department Of Agriculture
Arkansas Department of Education
Child Nutrition Cluster 10.553; 10.555; 10.559 15-18
Arkansas Department of Human Services
Child Nutrition Cluster 10.553; 10.555; 10.559 19-22
U.S. Department of Housing and Urban Development
Arkansas Economic Development Commission
CDBG - Entitlement Grants Cluster 14.218 23
CDBG - State-Administered CDBG Cluster All 24 - 26
U.S. Department of Education
University of Arkansas at Fort Smith
Student Financial Assistance Cluster 84.032; 84.063; 84.268 27 - 28
Arkansas Department of Education
Special Education Cluster; ARRA - Special Education, Grants to States All; 84.391 29-30
Improving Teacher Quality State Grants 84.367 31
Arkansas Department of Career Education - Arkansas Rehabilitation Services
Rehabilitation Services_Vocational Rehabilitation Grants to States 84.126 32 - 51
Pulaski Technical College
Student Financial Assistance Cluster 84.063; 84.268 52 - 53
U.S. Department of Health and Human Services
Arkansas Department of Human Services
TANF Cluster 93.558 54 - 55
CCDF Cluster All 56 - 57
Foster Care_Title IV-E 93.658 58 - 60
Children’s Health Insurance Program 93.767 61
Medicaid Cluster 93.778 62 - 88
Findings Covering Programs Audited by Other External Auditors
U.S. Department of Agriculture
Arkansas Development Finance Authority
Rural Rental Housing Loans 10.415 89
U.S. Department of Health and Human Services
University of Arkansas for Medical Sciences
Research and Development Cluster 93.394; 93.395; 93.398; 90 - 91

- 14 -

93.847; 93.Unknown



State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Agriculture

Finding Number: 13-500-01

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

CFDA Number(s) and Program Title(s):  10.553 — School Breakfast Program
10.555 — National School Lunch Program
10.559 — Summer Food Service Program for Children
(Child Nutrition Cluster)

Federal Award Number(s): 2013IN109946

Federal Award Year(s): 2013

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

Criteria:

In accordance with Title 34 § 80.23 and the A-102 Common Rule, federal awards may specify a time period during
which the non-federal entity may use the federal funds. When 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. “Obligation” means the amounts of orders
placed, contracts and subgrants awarded, 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.

Condition and Context:

We reviewed manual and adjusting entries related to program reimbursement claims. Our review revealed that
expenditures from August and September 2012 totaling $36,470 had been improperly drawn from the 2013 grant
award for lunch meals. Funding for the 2013 grant begins on October 1, 2012. Therefore, these expenditures were
obligated prior to the funding date and drawn outside the period of availability.

Questioned Costs:
$36,470

Cause:

Agency grants and aid expenditures are identified by program and grant year through accounting funds, cost centers,
and WBS elements in the Arkansas Administrative Statewide Information System (AASIS). The Agency utilizes a
conversion program for electronically uploading the majority of reimbursement claims data from its TeraTerm Claims
System into AASIS for payment. The TeraTerm System codes the claims data based on a two-digit numeric code
that changes every year. Occasionally, a manual warrant is requested by program management for claims from a
prior grant year and subsequently entered in AASIS in the Finance Office. The improper draw from the 2013 Child
Nutrition grant award appears to have resulted from a coding error in the Agency Finance Office.

Effect:
The funds were drawn outside the period of availability.

Recommendation:

We recommend the Agency strengthen controls to ensure proper review and approval of manual transactions. We
also recommend the Agency adjust the 2012 and 2013 grant awards to properly reflect expenditures from each
award. It may be necessary for the Agency to contact the federal awarding agency to assist with the adjustments.

Views of Responsible Officials and Planned Corrective Action:

As mentioned above, this error involved a manual payment outside of our usual automated process. The manual
process in this instance was performed by the same person who both drew down the Federal funds and processed
the payment document. We have since split those duties so that the person drawing down the funds is a different
person from the one processing the payment documents. The correcting adjustments have been made both in
AASIS, and with the federal awarding agency.

Anticipated Completion Date: Complete

-15 -



State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Agriculture (Continued)

Finding Number: 13-500-01 (Continued)

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

CFDA Number(s) and Program Title(s):  10.553 — School Breakfast Program
10.555 — National School Lunch Program
10.559 — Summer Food Service Program for Children
(Child Nutrition Cluster)

Federal Award Number(s): 2013IN109946

Federal Award Year(s): 2013

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

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

Contact Person: Ron Byrns
Controller
Department of Education
4 Capitol Mall, Room 204A
Little Rock, AR 72201
(501) 683-4740
Ron.Byrns@Arkansas.gov

-16 -
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State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Agriculture (Continued)

Finding Number: 13-500-02

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

CFDA Number(s) and Program Title(s):  10.553 — School Breakfast Program
10.555 — National School Lunch Program
10.559 — Summer Food Service Program for Children
(Child Nutrition Cluster)

Federal Award Number(s): 2013IN109946

Federal Award Year(s): 2013

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

In accordance with 7 CFR §§ 210.5(d)(1), 210.8(4), the FNS-10 Report of School Program Operations captures
meals served under the National School Lunch Program (NSLP) and School Breakfast Program (SBP), as well as
half-pints of milk served under the Special Milk Program for Children (SMP). The agency administering the NSLP,
SBP, and SMP compiles the data gathered on its subrecipients’ claims for reimbursement into monthly reports to its
FNS regional office. A final report containing only actual participation data is due 90 days after the close of the report
data. Revisions to the data presented in a 90-day report must be submitted by the last day of the quarter in which
they are identified. However, the agency must immediately submit an amended report if, at any time following the
submission of the 90-day report, identified changes to the data cause the agency's level of funding to change by
more than (plus or minus) 0.5%.

Condition and Context:

The Agency failed to report revisions in its FNS-10 90-day reports during fiscal year 2013. The Agency's NSLP
additional 6 cents performance-based reimbursement data were not reported in the 90-day reports until October 29,
2013, when control testing revealed the omission. The additional 6 cents expenditures during fiscal year 2013 for
lunch meals served were $1,432,517 or 0.89% of total program expenditures. This data change should have been
reported immediately after the level of funding varied by more than 0.5%. Revisions to the October 2012 90-day
report were also reported on October 29, 2013, which was after the last day of the quarter in which they were
identified. ADE payments to School Food Authorities (SFA) for October - December 2012 NSLP claims of additional
6 cents were disbursed in February 2013.

Questioned Costs:
None

Cause:

The Agency has historically reported meals served in FNS-10 Reports of School Program Operations, which capture
meals served under the NSLP and SBP and half-pints of milk served under the SMP from data obtained through the
TeraTerm Claims System. However, the additional 6 cents performance-based reimbursement data only began in
October 2012 and were not built into the TeraTerm Claims System for payment. Therefore, it appears that, during
fiscal year 2013, controls were not implemented by the Agency to ensure inclusion of the additional 6 cents
performance-based reimbursement data with the regular NSLP, SBP, and SMP data reported in the TeraTerm
Claims System.

Effect:

The Agency’s fiscal year 2013 NSLP additional 6 cents performance-based reimbursement data were not reported in
its FNS-10 90-day reports until October 29, 2013, when control testing revealed the omission. ADE’s additional 6
cents expenditures during fiscal year 2013 for lunch meals served were $1,432,517 or 0.89% of total program
expenditures. This information should have been reported immediately after the level of funding changed by more
than 0.5% or submitted by the last day of the quarter in which they were identified.

Recommendation:

We recommend the Agency strengthen controls to ensure required reports are properly reviewed, accurate, and
submitted timely.
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State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Agriculture (Continued)

Finding Number: 13-500-02 (Continued)

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

CFDA Number(s) and Program Title(s):  10.553 — School Breakfast Program
10.555 — National School Lunch Program
10.559 — Summer Food Service Program for Children
(Child Nutrition Cluster)

Federal Award Number(s): 2013IN109946

Federal Award Year(s): 2013

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Action:

There were three or more revisions by the USDA in their lengthy guidance regarding the new 6 cents performance-
based reimbursement reporting process. This significant change in the program, communications issues connected
with the government shutdown, the retirement of our long-time Child Nutrition Program Director in August of 2013,
and health problems by key personnel in the Child Nutrition Unit all contributed to our reporting delays. The problems
that resulted in these reporting delays have been rectified, and controls are in place to ensure timely and accurate
reporting in the future.

Anticipated Completion Date: Complete
Contact Person: Ron Byrns
Controller

Department of Education
4 Capitol Mall, Room 204A
Little Rock, AR 72201
(501) 683-4740
Ron.Byrns@Arkansas.gov
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State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Agriculture (Continued)

Finding Number: 13-710-01

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

CFDA Number(s) and Program Title(s):  10.553 — School Breakfast Program
10.555 — National School Lunch Program
10.559 — Summer Food Service Program for Children
(Child Nutrition Cluster)

Federal Award Number(s): 2012IN109946; 2013IN109946

Federal Award Year(s): 2012 and 2013

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Material Weakness
Criteria:

In accordance with 7 CFR §§ 210.5(d)(1), 210.8(4) and 7 CFR §§ 225.8 (b), 225.9(d)(5), the FNS-10 Report of
School Program Operations captures meals served under the National School Lunch Program (NSLP) and School
Breakfast Program (SBP), as well as half-pints of milk served under the Special Milk Program for Children (SMP). A
state agency administering the NSLP, SBP, and SMP compiles the data gathered on its subrecipients’ claims for
reimbursement into monthly reports to its FNS regional office. A final report containing only actual participation data
is due 90 days after the close of the report data. Revisions to the data presented in a 90-day report (FNS-10) must
be submitted by the last day of the quarter in which they are identified. However, the agency must immediately submit
an amended report if, at any time following the submission of the 90-day report, identified changes to the data cause
the agency's level of funding to change by more than (plus or minus) 0.5%. The state agency shall submit to FNS a
final report on the Summer Food Service Program for Children (SFSPC) Operations (FNS-418) for each month no
more than 90 days following the last day of the month covered by the report. This report documents the number of
meals served under the SFSPC by sponsors under the state agency’s oversight. States shall not receive Program
funds, regardless of when it is determined that such adjustments need to be made, for any month for which the final
report is not postmarked and/or submitted within this time limit, unless FNS grants an exception. Upward
adjustments to a report shall not be made after 90 days from the month covered by the report unless authorized by
FNS. Downward adjustments shall always be made without FNS authorization. Adjustments to a report shall be
reported to FNS in accordance with procedures established by FNS.

Condition and Context:

The Agency’s Special Nutrition Program (SNP) Unit failed to report revisions in its NSLP FNS-10 and SFSPC FNS-
418 reports during fiscal year 2013. Of the four FNS 90-day reports tested (two FNS-10 and two FNS-418), three
reports listed incorrect meal counts. Total NSLP lunches served on the February 2013 FNS-10 90-day report appear
under reported by 2,053 or 2.18%; total SFSPC meals served on the June 2013 FNS-418 90-day report appear over
reported by 5,114 or 0.4%; and total SFSPC meals served on the July 2012 FNS-418 90-day report for July 2012
appear under reported by 117 or 0.01%.

Questioned Costs:
None

Cause:

During fiscal year 2013, the Agency failed to report revisions to the FNS 90-day reports when meal counts were
adjusted. The Agency has historically reported meals served in FNS-10 Reports of School Program Operations and
FNS-418 SFSPC from meal summary reports obtained through its SNP System. The SNP Fiscal Support Analyst
usually maintains a listing or log of adjusted reimbursement claims previously submitted in the Food Programs
Reporting System (FPRS) as a reminder to revise FNS 90-day reports. Employment of the Fiscal Support Analyst
was terminated in February 2013, and the position was not filled until August 5, 2013. It appears SNP controls for
FNS 90-day reporting were not consistently followed, nor were revisions completed.
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State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Agriculture (Continued)

Finding Number: 13-710-01 (Continued)

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

CFDA Number(s) and Program Title(s):  10.553 — School Breakfast Program
10.555 — National School Lunch Program
10.559 — Summer Food Service Program for Children
(Child Nutrition Cluster)

Federal Award Number(s): 2012IN109946; 2013IN109946

Federal Award Year(s): 2012 and 2013

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Material Weakness
Effect:

Total NSLP lunches served on the February 2013 FNS-10 90-day report appear under reported by 2,053 or 2.18%;
total SFSPC meals served on the June 2013 FNS-418 90-day report appear over reported by 5,114 or 0.4%; and
total SFSPC meals served on the July 2012 FNS-418 90-day report for July 2012 appear under reported by 117 or
0.01%. This information should have been reported immediately after the level of funding changed by more than
0.5% or submitted by the last day of the quarter in which the changes were identified.

Recommendation:
We recommend the Agency strengthen controls to ensure program summary reports are complete, accurate, and
timely.

Views of Responsible Officials and Planned Corrective Action:

The Agency concurs with the findings for the USDA food programs and will continue to work to improve internal
controls and documentation practices. The Agency will strengthen controls via activities designed to ensure
compliance with program rules and regulations. The errors generating the current finding appear to have resulted
from substantial turnover in the positions responsible for making the reconciliation adjustments. As a result, training
for existing and future staff assigned this function has been strengthened and unit management will monitor the
performance of these duties as well as review the final reports prior to submission to USDA.

Anticipated Completion Date: Complete
Contact Person: Tonya Williams
Director

Arkansas Department of Human Services

Division of Child Care and Early Childhood Education
Donaghey Plaza South, Slot S140

Little Rock, AR 72203-1437

(501) 320-8953

tonya.williams@dhs.arkansas.gov
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State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Agriculture (Continued)

Finding Number: 13-710-02

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

CFDA Number(s) and Program Title(s):  10.553 — School Breakfast Program
10.555 — National School Lunch Program
10.559 — Summer Food Service Program for Children
(Child Nutrition Cluster)

Federal Award Number(s): 2012IN109946; 2013IN109946

Federal Award Year(s): 2012 and 2013

Compliance Requirement(s) Affected: Subrecipient Monitoring

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

In accordance with 7 CFR § 225.6, agencies administering the Child Nutrition Cluster Programs must provide
sufficient and qualified consultative, technical, and managerial personnel to administer the Summer Food Service
Program (SFSPC), monitor performance, and measure progress in achieving Program goals. In addition, state
agencies administering the Child Nutrition Cluster Programs are required to perform specific monitoring procedures
for the SFSPC in accordance with 7 CFR § 225.7: review every new sponsor at least once during the first year of
operation; annually review a number of sponsors whose program reimbursements, in the aggregate, accounted for at
least one-half of the total program meal reimbursements in the state in the prior year; annually review every sponsor
that experienced significant operational problems in the prior year; review each sponsor at least once every three
years; conduct reviews of at least 10% of each sponsor's sites, or one site, whichever number is greater, as part of
each sponsor review; and conduct follow-up reviews of sponsors and sites as necessary. Each agency must develop
and implement a monitoring system to ensure that sponsors, including site personnel, and the sponsor's food service
management company, if applicable, immediately receive a copy of any review reports that indicate Program
violations and could result in a Program disallowance.

Condition and Context:

The Division of Child Care and Early Childhood Education (DCCECE), Special Nutrition Program (SNP) Unit
administers the Child Nutrition Cluster Programs at the Arkansas Department of Human Service (DHS), which
includes monitoring of NSLP School Food Authority (SFA) and SFSPC sponsor activities. Compliance testing for
SNP monitoring of five SFSPC sponsor reviews revealed the DHS DCCECE SNP management and personnel failed
to properly monitor one SFSPC sponsor. SNP personnel requested the sponsor provide a corrective action plan
(CAP) for program deficiencies, including some disallowed meals, during the sponsor's July 25, 2013, review. When
the sponsor did not submit a CAP by the requested date of August 19, 2013, SNP personnel failed to contact the
sponsor by the prescribed method. When meals are disallowed during a review, SNP policy is to conduct a follow-up
review or other measures to verify corrective action has been taken. If the sponsor fails to fully and completely
correct all deficiencies, the sponsor should be declared "seriously deficient" and action initiated to terminate SFSP
operations.

Questioned Costs:
Unknown

Cause:

SNP’s failure to properly monitor the referenced sponsor’s review appears due to inadequate management review.
This situation resulted from insufficient training of personnel performing entry of sponsor reviews in the SNP System
and a SFSPC staffing shortage. The Agency utilizes the SNP System’s coordinator, open review, and violation
reports to monitor sponsor review activities. The coordinator report lists the sponsor’s latest review and initial review
dates; the open review report lists sponsor reviews that have not been closed and the number of days the review has
been open; and the violation report lists each sponsor’s review findings with the review status. The noted sponsor's
July 25, 2013, review was listed in the open review report; however, review findings were not listed in the 2013
violation report. This appears to be due to SNP personnel not fully completing the entry of the review in the SNP
System. The sponsor’s previous review on July 5, 2011, was also listed in the open review report; however, approved
corrective action for this review was noted in the sponsor’s file. For audit purposes, when SNP System reports and
electronic reviews cannot be relied upon for accuracy and completeness, the auditor must be able to review timely
the requested sponsor reviews, which includes all supporting documentation, manual as well as electronic.
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State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Agriculture (Continued)

Finding Number: 13-710-02 (Continued)

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

CFDA Number(s) and Program Title(s):  10.553 — School Breakfast Program
10.555 — National School Lunch Program
10.559 — Summer Food Service Program for Children
(Child Nutrition Cluster)

Federal Award Number(s): 2012IN109946; 2013IN109946

Federal Award Year(s): 2012 and 2013

Compliance Requirement(s) Affected: Subrecipient Monitoring

Type of Finding: Noncompliance and Significant Deficiency
Effect:

The SNP System’s SFSPC open review and violation reports appear incomplete and inaccurate; therefore, these
reports cannot be relied upon to monitor sponsor reviews or resolution of findings. Inadequate documentation for
sponsor reviews could jeopardize program services and Agency payments for meals.

Recommendation:

We recommend the Agency strengthen controls to ensure adequate review and training. In addition, we recommend
the Agency establish and implement procedures to ensure all required documentation is maintained in sponsor files.
The Agency should also provide adequate staffing and training.

Views of Responsible Officials and Planned Corrective Action:

The Agency concurs with the findings for the USDA food programs and will continue to work to improve internal
controls and documentation practices. The Agency will strengthen controls via activities designed to ensure
compliance with program monitoring. The errors generating the current finding appear to have resulted from
substantial turnover in the positions responsible for sponsor monitoring and corrective action plan review, especially
in light of the significant growth in the Summer Feeding Program. As a result, training for existing and future staff
assigned this function was strengthened and unit management is monitoring the performance of these duties. In
addition, several new positions have been identified and are currently in the state hiring process with the intent to
strengthen the unit from a staffing perspective. The Agency is committed to the provision of adequate staff availability
and training.

Anticipated Completion Date: Complete

Contact Person: Tonya Williams
Director
Arkansas Department of Human Services
Division of Child Care and Early Childhood Education
Donaghey Plaza South, Slot S140
Little Rock, AR 72203-1437
(501) 320-8953
tonya.williams@dhs.arkansas.gov
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State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Housing and Urban Development

Finding Number: 13-790-01

State/Educational Agency(s): Arkansas Economic Development Commission

CFDA Number(s) and Program Title(s): = 14.218 — Community Development Block Grants/Entitlement Grants
(CDBG - Entitlement Grants Cluster)

Federal Award Number(s): B-08-DI-05-0001; B-08-DF-05-0001
Federal Award Year(s): 2012 and 2013

Compliance Requirement(s) Affected: Reporting

Type of Finding: Significant Deficiency

Criteria:

As noted in OMB Circular A-133 § 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
provisions of contracts or grant agreements that could have a material effect on each of its federal programs. This
includes establishing internal controls documenting agency reviews and approvals of reports prior to submission to
the Department of Housing and Urban Development (HUD), the federal awarding agency.

Condition and Context:

The Agency is required to submit reports to HUD, the federal awarding agency. We reviewed the Agency’s internal
control procedures regarding the review and submission of the CDBG Disaster Quarterly Performance Reports.
Discussions with Agency staff responsible for these reports indicated that a review was being performed prior to
submission to HUD. However, documentation could not be provided to support that a review had been performed
(e.g., signature of the reviewer).

It should be noted that compliance testing performed on these reports indicated the data submitted agreed with the
Agency'’s financial records.

Questioned Costs:
None

Cause:
The Agency did not establish adequate internal controls to ensure documented evidence was maintained supporting
the review of the CDBG Disaster Quarterly Performance Reports.

Effect:
A deficiency in the design of controls regarding inadequate documented reviews of reports could result in inaccurate
reporting to the federal awarding agency.

Recommendation:
We recommend the Agency establish and implement control procedures to ensure that Agency personnel
responsible for reviewing reports adequately document their review.

Views of Responsible Officials and Planned Corrective Action:

Quarterly reports on the progress of the Disaster CDBG program are compiled by the responsible AEDC Grants
Division staff member and are submitted electronically via the Disaster Recovery Grant Reporting System (DRGR) to
the Little Rock Field Office of HUD for approval by our HUD Field Representative. As an additional internal control,
the Quarterly reports will now be submitted first to the AEDC Grants Division Director for approval. The Director will
review the report and respond by e-mail to the staff member. After the Division Director has approved the report, the
report will be released to the HUD Field Representative.

Anticipated Completion Date: March 3, 2014

Contact Person: Basil Julian
Grants Division Director
Arkansas Economic Development Commission
900 West Capitol, Ste. 400
Little Rock, AR 72201
(501) 682-7392
bjulian@arkansasedc.com
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State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Housing and Urban Development (Continued)

Finding Number: 13-790-02

State/Educational Agency(s): Arkansas Economic Development Commission

CFDA Number(s) and Program Title(s): = 14.228 — Community Development Block Grants/State’s
program and Non-Entitlement Grants in Hawaii
14.255 — ARRA — Community Development Block Grants/State’s
program and Non-Entitlement Grants in Hawaii
(CDBG - State-Administered CDBG Cluster)

Federal Award Number(s): B-12-DC-05-0001

Federal Award Year(s): 2012

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

In accordance with 2 CFR § 170 Appendix A, recipients of federal financial assistance subject to the Transparency
Act are required to report first-tier subawards for actions that obligate $25,000 or more in federal funds, excluding
American Recovery and Reinvestment Act (ARRA) funds. Reporting is required no later than the end of the month
following the month in which the obligation was made. (For example, if the obligation is made on November 7, 2010,
the obligation must be reported no later than December 31, 2010.) First-tier subawards are reported using the
Federal Funding Accountability and Transparency Act (FFATA) Subaward Reporting System and are available for
public viewing at USASpending.gov.

Condition and Context:

The Agency had 58 first-tier subawards that met the FFATA reporting requirements. We reviewed 10 of these
subawards to determine if the Agency submitted the required information timely. Our review revealed that the
required information was not submitted timely for all 10 first-tier subawards, ranging from 20 to 274 days late.

Questioned Costs:
None

Cause:

The Agency does not have adequate procedures in place to ensure timely submission of the FFATA first-tier
subaward information. Agency personnel stated they were behind on entering the information but are making
progress to become current.

Effect:
The required FFATA first-tier subaward information was not reported timely.

Recommendation:
We recommend the Agency establish and implement adequate internal controls to ensure timely compliance with
FFATA reporting requirements for first-tier subawards.

Views of Responsible Officials and Planned Corrective Action:

The agency will alter its internal procedures to insure that the grant commitments are entered into FSRS earlier in the
process. In the past, entry was made into FSRS as the last step in the grant approval process. The grant was
signed by the AEDC Deputy Director, and then the grant was mailed to the grantee for signature by the Mayor or the
County Judge. If the grant documents were held by the grantee before signing them or returning them, it may delay
the entry into FSRS. In the future the grant will be entered into FSRS after the Deputy Director signs the grant and
before it is mailed to the grantee. This better represents the date of commitment from AEDC. By making this change
we will be able to insure that our commitments meet the deadline as established in the Transparency Act.

Anticipated Completion Date: March 3, 2014

Contact Person: Basil Julian
Grants Division Director
Arkansas Economic Development Commission
900 West Capitol, Ste. 400
Little Rock, AR 72201
(501) 682-7392
bjulian@arkansasedc.com
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State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Housing and Urban Development (Continued)

Finding Number: 13-790-03

State/Educational Agency(s): Arkansas Economic Development Commission

CFDA Number(s) and Program Title(s): = 14.228 — Community Development Block Grants/State’s
program and Non-Entitlement Grants in Hawaii
14.255 — ARRA — Community Development Block Grants/State’s
program and Non-Entitlement Grants in Hawaii
(CDBG - State-Administered CDBG Cluster)

Federal Award Number(s): B-12-DC-05-0001
Federal Award Year(s): 2012

Compliance Requirement(s) Affected: Reporting

Type of Finding: Significant Deficiency
Criteria:

As noted in OMB Circular A-133 § 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
provisions of contracts or grant agreements that could have a material effect on each of its federal programs. This
includes establishing internal controls documenting agency reviews and approvals of reports prior to submission to
the Department of Housing and Urban Development (HUD), the federal awarding agency.

Condition and Context:

The Agency is required to submit reports to HUD, the federal awarding agency. We reviewed the Agency’s internal
control procedures regarding the review and submission of two reports: the Performance and Evaluation Report and
the Consolidated Annual Performance and Evaluation Report. Discussions with Agency staff responsible for these
reports indicated that a review was being performed prior to submission to HUD. However, documentation could not
be provided to support that a review had been performed (e.g., signature of the reviewer).

It should be noted that compliance testing performed on these reports indicated the data submitted agreed with the
Agency'’s financial records.

Questioned Costs:
None

Cause:
The Agency did not establish adequate internal controls to ensure documentation was maintained supporting the
review of the Performance and Evaluation Report and the Consolidated Annual Performance and Evaluation Report.

Effect:
A deficiency in the design of controls regarding inadequately documented reviews of reports could result in inaccurate
reporting to the federal awarding agency.

Recommendation:
We recommend the Agency establish and implement control procedures to ensure that Agency personnel
responsible for reviewing reports adequately document their review.

Views of Responsible Officials and Planned Corrective Action:

The Performance Evaluation Report (PER) is prepared by the AEDC Senior Grants Manager for submission to the
Little Rock HUD Field Office. Although the report is submitted to the Grants Division Director for review prior to its
submission to HUD, the agency has not had a written approval process prior to its release to HUD. In the future, the
Grants Division Director will respond to the Senior Grants Manager with a written or e-mailed approval prior to the
submission of the PER to HUD.

The Consolidated Annual Performance Evaluation Report (CAPER) is prepared by the four different state agencies
that compose the Consolidated Plan Advisory Board. Since AEDC is the lead agency for the Consolidated Plan, the
AEDC Grants Division Director submits the plan on behalf of the Advisory Board. Although the Deputy Director for
Finance and Administration has always been supplied a copy of the CAPER before its submission, the agency has
not required a written approval from the Deputy Director before it is submitted to HUD. In the future, the Deputy
Director for Finance and Administration will respond in writing or by e-mail to the Grants Division Director with
approval to submit the CAPER to HUD.
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State Of Arkansas

Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Housing and Urban Development (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:

13-790-03 (Continued)

Arkansas Economic Development Commission

14.228 — Community Development Block Grants/State’s
program and Non-Entitlement Grants in Hawaii

14.255 — ARRA - Community Development Block Grants/State’s
program and Non-Entitlement Grants in Hawaii

(CDBG - State-Administered CDBG Cluster)
B-12-DC-05-0001

2012

Reporting

Significant Deficiency

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

Anticipated Completion Date: March 3, 2014

Contact Person: Basil Julian
Grants Division Director
Arkansas Economic Development Commission
900 West Capitol, Ste. 400
Little Rock, AR 72201
(501) 682-7392
bjulian@arkansasedc.com
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State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Education

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:

13-195-01

University of Arkansas at Fort Smith
84.032 - Federal Family Education Loans
84.063 — Federal Pell Grant Program
84.268 — Federal Direct Student Loans
(Student Financial Assistance Cluster)
P063P081090; P063P091090; P063P101090;
P268K091090; P268K101090; P268K111090
2009, 2010, and 2011

Eligibility

Noncompliance and Significant Deficiency

Criteria:

In accordance with 34 CFR § 668.34 of the Student Assistance General Provisions, an institution must establish a
reasonable, satisfactory academic progress policy for determining whether an otherwise eligible student is making
satisfactory academic progress in his or her educational program and may receive assistance under the Title IV, HEA
programs. Generally, the policy should provide that, at the time of each evaluation, a student who has not achieved
the required GPA, or who is not successfully completing his or her educational program at the required pace, is no
longer eligible to receive assistance under the Title IV, HEA programs.

Condition and Context:

The University of Arkansas at Fort Smith reported, and we verified, that a Financial Aid Office employee altered the
Satisfactory Academic Progress (SAP) code from ineligible to eligible in the University's financial aid software to allow
his spouse to receive Federal Family Education Loans, Federal Direct Student Loans, and Federal PELL Grants
when she was academically ineligible to receive them, as follows:

Federal Family

Education Federal Pell Federal Direct
Term Loans Grant Program Student Loans Total
Spring 2009 $4,750 $2,366 $7,116
Spring 2010 875 $9,454 10,329
Totals $4,750 $3,241 $9,454 $17,445

Additionally, our review revealed that SAP codes for two additional students were modified without adequate
supporting documentation being maintained. These students received federal financial aid for Spring 2010 and
Summer 2010. We were unable to verify the validity of these modifications due to the lack of documentation.

Questioned Costs:
$ 17,445

Cause:
The University did not follow the established policy on appeals of financial aid suspensions and did not maintain
supporting documentation to justify financial aid eligibility for students who failed to achieve SAP.

Effect:
The University disbursed federal financial aid to a student who was academically ineligible.

Recommendation:

The University should establish effective internal controls to ensure that modifications to SAP codes are valid and
adequately documented.
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State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Education (Continued)

Finding Number: 13-195-01 (Continued)

State/Educational Agency(s): University of Arkansas at Fort Smith

CFDA Number(s) and Program Title(s): 84.032 — Federal Family Education Loans
84.063 — Federal Pell Grant Program
84.268 — Federal Direct Student Loans
(Student Financial Assistance Cluster)

Federal Award Number(s): P063P081090; P063P091090; P063P101090;
P268K091090; P268K101090; P268K111090

Federal Award Year(s): 2009, 2010, and 2011

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Action:

Upon review of the State of Arkansas Single Audit Schedule of Findings and Questioned Costs for the Year Ended
June 30, 2013, the University of Arkansas — Fort Smith reports on actions taken and procedures implemented as listed
below:

The following corrective actions and internal control procedures have been implemented concerning the adjustment of a
student’s satisfactory academic progress status:

1. If a student’s satisfactory academic progress status has been adjusted, the Director of Financial Aid will
receive an automated email which states the adjustment and who performed the adjustment. These
emails are reviewed and placed in an electronic folder.

2. All supporting documentation in regards to satisfactory academic progress, such as the appeal, the
decision, etc., is scanned and indexed to the student.

3. Advisors are not allowed to work on relative’s files.
Anticipated Completion Date: Complete

Contact Person: Bronwyn Sneed
Director of Financial Aid
University of Arkansas — Fort Smith (0195)
PO Box 3649
Fort Smith, AR 72913-3649
(479) 788-7093
Bronwyn.Sneed@uafs.edu
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State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Education (Continued)

Finding Number: 13-500-03

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
(Special Education Cluster)
84.391 — ARRA - Special Education, Grants to States

Federal Award Number(s): H027A090018; H027A100018; H027A120018;
H173A100021; H173A110021; H173A1200021;
H391A090018

Federal Award Year(s): 2010, 2011, 2012, and 2013

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

Type of Finding: Material Weakness

Criteria:

As noted in OMB Circular A-133 § 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.
Also, 34 CFR § 300.705 requires the agency to allocate any funds under the Special Education program that the
State Education Agency (SEA) does not retain for administration and other state-level activities to eligible Local
Education Agencies (LEAs) in accordance with program guidelines.

Condition and Context:

The methodologies and formulas to be implemented for the allocation and distribution of Special Education funds to
the LEAs are very complex. One employee at the Agency is responsible for the allocation of these funds, but there is
no review of the allocations by another knowledgeable individual. Additionally, information and documentation to
support the allocations and distributions were not readily available for audit purposes.

Questioned Costs:
Unknown

Cause:

The Agency did not establish internal controls to adequately review and ensure that Special Education calculations
and allocations were in accordance with program requirements or that supporting documentation was retained and
readily available.

Effect:
Inappropriate allocations could result in an improper payment to an LEA.

Recommendation:

We again recommend that knowledgeable Agency personnel adequately review, test, and approve allocation
worksheets used to distribute federal funding to LEAs and that documentation supporting the allocation of grant
awards be retained and readily available for audit purposes.

Views of Responsible Officials and Planned Corrective Action:

Following the previous audit finding in this regard, we assigned clear responsibility to an appropriate supervisor to
review the allocation figures that are prepared by their employee. The supervisor was also instructed to acknowledge
in writing that the review had been performed, that any errors identified had been corrected, and to ensure all
information and documentation regarding the allocations and distributions of Special Education funds were readily
available for audit purposes. This supervisor failed to perform these assignments, and we failed to follow-up to
ensure we received the written acknowledgements of their completion. We are taking appropriate personnel actions
to rectify this breakdown in controls and apologize for our oversight.

Anticipated Completion Date: Complete
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Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

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:

13-500-03 (Continued)

Arkansas Department of Education

84.027 - Special Education_Grants to States
84.173 — Special Education_Preschool Grants
(Special Education Cluster)

84.391 — ARRA - Special Education, Grants to States
H027A090018; H027A100018; H027A120018;
H173A100021; H173A110021; H173A1200021;
H391A090018

2010, 2011, 2012, and 2013

Matching, Level of Effort, Earmarking
Material Weakness

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

Contact Person: Ron Byrns
Controller
Department of Education
4 Capitol Mall, Room 204A
Little Rock, AR 72201
(501) 683-4740
Ron.Byrns@Arkansas.gov
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State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Education (Continued)

Finding Number: 13-500-04

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

CFDA Number(s) and Program Title(s):  84.367 — Improving Teacher Quality State Grants
Federal Award Number(s): S$367A100004; S367A110004; S367A120004
Federal Award Year(s): 2011, 2012, and 2013

Compliance Requirement(s) Affected: Cash Management; Eligibility;

Matching, Level of Effort, Earmarking;
Period of Availability of Federal Funds;
Reporting

Type of Finding: Material Weakness

Criteria:

As noted in OMB Circular A-133 § 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 failed to properly design and maintain internal controls related to the administration of the above-noted
federal grant awards. There were no known instances of noncompliance. However, the Agency’s failure to identify
risk, verify distribution calculations, and review program activities during the year under audit decreases the likelihood
that errors or instances of noncompliance would have been prevented, detected, or corrected timely.

Questioned Costs:
None

Cause:

The Agency experienced turnover among management and other key positions over the last few years and did not
establish strong controls to assess risk, monitor and document the review of employee activities, or perform
independent reviews of calculations.

Effect:

Errors in the calculations related to federal awards to subrecipients could result in improper distributions or amounts
required to be reported to federal agencies. Additionally, a lack of oversight could cause the Agency to err in the
timing of its acquisition or use of federal funds.

Recommendation:
We recommend the Agency review program requirements, assess risk, and design controls that would mitigate to a
relatively low level the risk of noncompliance with program requirements.

Views of Responsible Officials and Planned Corrective Action:

We recognized this weakness and had been implementing corrective action before the finding was written. We have
moved this function directly under our Finance Office and have conducted two rounds of interviews in an attempt to
fill the position with a well-qualified candidate. We have also implemented procedures where review and approval of
all grant payments are obtained from the responsible program area. Additionally, we are updating calculation
processes to enable effective supervisory monitoring and review.

Anticipated Completion Date: We hope to have a person hired and in place by June 30, 2014. At that point we
plan to implement further controls, including redundant processes that will help to ensure data integrity. We hope to
complete all training and development and achieve full implementation by June 30, 2015.

Contact Person: Ron Byrns
Controller
Department of Education
4 Capitol Mall, Room 204A
Little Rock, AR 72201
(501) 683-4740
Ron.Byrns@Arkansas.gov
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State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Education (Continued)

Finding Number: 13-520-01

State/Educational Agency(s): Arkansas Department of Career Education —
Arkansas Rehabilitation Services

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

Federal Award Number(s): H126A120003; H126A130003

Federal Award Year(s): 2012 and 2013

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

Type of Finding: Noncompliance and Significant Deficiency

Criteria:

34 CFR § 80.20(a) requires that the agency's financial management systems be sufficient to permit preparing
required reports and tracing funds to a level of expenditures adequate to establish that such funds have not been
used in violation of restrictions, prohibitions, and statutes.

Condition and Context:

Again, the Agency was unable to reconcile, by grant award, the client payments from System 7, the Agency's client
management software. As a result, the Agency reported $797,751 in Vocational Rehabilitation (VR) funds for costs
that were related to other federal programs.

Questioned Costs:
$797,751

Cause:
The Agency did not have adequate internal control procedures in place to ensure that appropriate reconciliations
were performed between the Arkansas Administrative Statewide Information System (AASIS) and System 7.

Effect:
Failure to reconcile expenditures by grant award in AASIS to client expenditures in System 7 resulted in expenditures
of other programs being inappropriately reported as VR grant funds.

Recommendation:
We recommend the Agency strengthen controls and procedures to ensure that periodic reconciliations between
AASIS and System 7 are performed.

Views of Responsible Officials and Planned Corrective Action:

ARS Discussion

The $797,751 in VR funds reported in error was identified and corrected during training and review of all federal grant
reports during this audit period. Federal report training for a new supervisor was ongoing during the time of this error.
This initial training has been completed, and training updates will continue.

With regards to this “repeat” finding for Libera/AASIS reconciliation, ARS concedes that during the reporting period
for this audit, a formal process for reconciliation between AASIS and Libera was not in place. This process is now in
place and the agency has 5 months of reconciled reports that account for all expenses between AASIS and Libera.
The process changes and controls were put in place after the conclusion of State Fiscal Year 2013, and therefore by
definition will produce a “repeat” finding when the entire fiscal year is considered. Only when a complete fiscal year is
processed with the proper controls and processes in place will this cease to be a “repeat” finding.

As stated in our previous response to this finding, at no time was there a loss of agency grant funds or an adverse
impact on the vocational rehabilitation program.
ARS Action Taken

Libera to AASIS reconciliation procedures are defined and implemented. This agency has reconciled AASIS /Libera
reports monthly starting October 1, 2013. Continuous review to identify any future potential conflicts in reporting will
be conducted with ARS personnel and Libera software technicians. Additionally, training for the federal reports in
question has been provided and will continue on an ongoing basis to help prevent future reporting errors.
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State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Education (Continued)

Finding Number: 13-520-01 (Continued)

State/Educational Agency(s): Arkansas Department of Career Education —
Arkansas Rehabilitation Services

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

Federal Award Number(s): H126A120003; H126A130003

Federal Award Year(s): 2012 and 2013

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

Type of Finding: Noncompliance and Significant Deficiency

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

Anticipated Completion Date: Complete

Contact Person: Joseph Baxter
Chief Fiscal Officer
Arkansas Rehabilitation Services
525 W. Capital Ave
Little Rock, AR 72201
(501) 296-1614
joseph.baxter@arkansas.gov

Additional Comments From The Auditor:

The Agency stated that the issue addressed in this finding had no adverse impact on the grant. However, $444,952
of the $797,751 in questioned costs represents expenditures of non-VR programs drawn against the 2012 VR grant
award. In addition, the report for the 2012 grant award has been submitted and closed without correction of this
error.
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State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Education (Continued)

Finding Number: 13-520-02

State/Educational Agency(s): Arkansas Department of Career Education —
Arkansas Rehabilitation Services

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

Federal Award Number(s): H126A120003; H126A130003

Federal Award Year(s): 2012 and 2013

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

Type of Finding: Noncompliance and Material Weakness
Criteria:

In accordance with 2 CFR § 225, Appendix E, indirect cost rates shall be reviewed, negotiated, and approved by the
cognizant federal agency. The results shall be formalized in a written agreement between the cognizant agency and
the governmental unit. The agreement is commonly referred to as an Indirect Cost Rate Agreement (ICRA).

Condition and Context:
The Agency claimed $1,480,651 in indirect costs without a current ICRA for fiscal year 2013. The costs were claimed
using an ICRA that expired on June 30, 2012.

Questioned costs:
Unknown

Cause:
The Agency did not have adequate internal control procedures in place to ensure that indirect costs claimed were
authorized by a current ICRA.

Effect:
Unauthorized claims for indirect costs could be determined unallowable, resulting in a liability and refundable to the
federal awarding agency.

Recommendation:
We recommend the Agency strengthen controls and procedures to ensure that negotiations of indirect cost rates
resume and are supported by the appropriate documentation.

Views of Responsible Officials and Planned Corrective Action:

ARS Discussion

ARS respectfully contends that management does have procedures in place to ensure the ICRP and related
documentation is prepared and submitted to RSA. In the current instance, a changeover in key staff extended the
normal reporting time. A new ICRP has subsequently been submitted along with all proper documentation, and
receipt acknowledged by the Department of Education Indirect Cost Group. The method and processes used to
calculate these costs were in keeping with indirect cost calculation procedures and those used in prior year
calculations submitted to the Cost Group for approval.

ARS Action Taken

Procedures and controls are now in place to ensure that Indirect Cost Rate Proposals are submitted in a timely
manner. All required ICRPs have been submitted and acknowledged by the Department of Education Indirect Cost
Group. Once these proposals are approved, any affected reports will be corrected to the approved rate.

Anticipated Completion Date: April 2014
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State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Education (Continued)

Finding Number: 13-520-02 (Continued)

State/Educational Agency(s): Arkansas Department of Career Education —
Arkansas Rehabilitation Services

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

Federal Award Number(s): H126A120003; H126A130003

Federal Award Year(s): 2012 and 2013

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

Type of Finding: Noncompliance and Material Weakness

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

Contact Person: Joseph Baxter
Chief Fiscal Officer
Arkansas Rehabilitation Services
525 W. Capital Ave
Little Rock, AR 72201
(501) 296-1614
joseph.baxter@arkansas.gov
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State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Education (Continued)

Finding Number: 13-520-03

State/Educational Agency(s): Arkansas Department of Career Education —
Arkansas Rehabilitation Services

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

Federal Award Number(s): H126A120003; H126A130003

Federal Award Year(s): 2012 and 2013

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

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

2 CFR § 225, Appendix B, 8.h(4) and 8.h(5), requires that the distribution of salaries or wages of employees who
work on multiple activities or cost objectives be supported by personnel activity reports or equivalent documentation
that reflects an after-the-fact distribution of each employee's actual activity.

Condition and Context:

Of the 489 positions paid with Vocational Rehabilitation Grants to States (VR) funds, 18 positions were also paid from
other federal grant programs or cost objectives. Again, the Agency could not provide activity reports to support the
time charged to the VR grant. For most of these 18 positions, the Agency appeared to charge a flat 80% of the
position's salary to the VR grant.

Questioned Costs:
Unknown

Cause:
The Agency did not have adequate internal control procedures in place to properly record personnel activity after-the-
fact for multiple grants or cost objectives.

Effect:
Paying positions based on a flat rate instead of actual activity could result in VR grant funds being used to support
non-VR activities. Noncompliance with program requirements could jeopardize future awards.

Recommendation:
We recommend the Agency establish internal control procedures to accurately distribute the costs of employees who
work on multiple activities or cost objectives.

Views of Responsible Officials and Planned Corrective Action:

ARS Discussion

ARS respectfully contends that it does have procedures in place to ensure that personnel activity after the fact are
properly recorded. Initially, ARS developed a flat rate for personal activity, but that was later deemed imprecise and
the agency subsequently developed and implemented a reporting formula that reflected 15 minute increments for
personnel activities. ARS put in place the current procedures and forms for Personnel Activity Reports (PARS)
tracking in May of 2013, shortly after the SFY2012 Single Audit concluded. These forms have been in continuous
use by the affected employees and will be used to properly expense the related salaries to the appropriate grants at
the end of the current fiscal year.

ARS Action Taken

The PAR forms are in use as May 2013. The completed forms will be used to properly expense grant related
activities for SFY2014.

Anticipated Completion Date: Complete
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State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Education (Continued)

Finding Number: 13-520-03 (Continued)

State/Educational Agency(s): Arkansas Department of Career Education —
Arkansas Rehabilitation Services

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

Federal Award Number(s): H126A120003; H126A130003

Federal Award Year(s): 2012 and 2013

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

Type of Finding: Noncompliance and Significant Deficiency

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

Contact Person: Joseph Baxter
Chief Fiscal Officer
Arkansas Rehabilitation Services
525 W. Capital Ave
Little Rock, AR 72201
(501) 296-1614
joseph.baxter@arkansas.gov
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State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Education (Continued)

Finding Number: 13-520-04

State/Educational Agency(s): Arkansas Department of Career Education —
Arkansas Rehabilitation Services

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

Federal Award Number(s): H126A120003; H126A130003

Federal Award Year(s): 2012 and 2013

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

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

In accordance with 2 CFR § 225, Appendix B, 8(d)(3), payments for unused leave when an employee retires or
terminates employment are allowable in the year of payment, provided they are allocated as a general administrative
expense to all activities of the governmental unit or component. The payments are not allowed to be charged as
direct costs of federal programs.

Condition and Context:

The Agency made payments to employees for unused leave totaling $235,346 that were not allocated as a general
administrative expense. The payments were charged as direct costs, which is unallowable. A portion of these
payments would have been incurred in a time period that was not covered by an Indirect Cost Rate Agreement
(ICRA); therefore, questioned costs are unknown.

Questioned costs:
Unknown

Cause:
The Agency did not have adequate internal controls or adequately trained staff in place to ensure payments for
unused leave were allocated as required.

Effect:
Costs not allocated could be determined unallowable, resulting in a liability and refundable to the federal awarding
agency.

Recommendation:
We recommend the Agency strengthen internal controls and procedures to ensure payments for unused leave are
allocated in accordance with regulations.

Views of Responsible Officials and Planned Corrective Action:

ARS Discussion

This error in federal reporting was identified and corrected during training and review of all federal grant reports.

ARS Action Taken

Federal report training for a new supervisor was ongoing during the time of this error. This initial training has been
completed, and training updates will continue. At no time was there a loss of agency grant funds or an adverse
impact on the vocational rehabilitation program.

Anticipated Completion Date: Complete
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State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Education (Continued)

Finding Number: 13-520-04 (Continued)

State/Educational Agency(s): Arkansas Department of Career Education —
Arkansas Rehabilitation Services

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

Federal Award Number(s): H126A120003; H126A130003

Federal Award Year(s): 2012 and 2013

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

Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Action:

Contact Person: Joseph Baxter
Chief Fiscal Officer
Arkansas Rehabilitation Services
525 W. Capital Ave
Little Rock, AR 72201
(501) 296-1614
joseph.baxter@arkansas.gov

Additional Comments From The Auditor:

The Agency stated that the issue addressed in this finding had no adverse impact on the grant. However, $137,329
of the $235,346 unused leave payments was charged directly instead of allocated as a general administrative
expense and drawn against the 2012 VR grant award. In addition, the report for the 2012 grant award has been
submitted and closed without correction for this error.
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State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Education (Continued)

Finding Number: 13-520-05

State/Educational Agency(s): Arkansas Department of Career Education —
Arkansas Rehabilitation Services

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

Federal Award Number(s): H126A120003; H126A130003

Federal Award Year(s): 2012 and 2013

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

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

In accordance with 2 CFR § 225, Appendix A (C)(1)(d), in order for costs to be allowable under federal awards, they
must conform to any limitations or exclusions set forth in these principles, federal laws, terms and conditions of the
federal award, or other governing regulations as to types or amounts of cost items. The October 2010 Arkansas
Rehabilitation Services (ARS) Policy and Procedure Manual (Manual) is a set of regulations governing the Agency’s
use of the federal grant.

Section VI-18 of the ARS Manual establishes a $5,000 threshold per 12-month period for tuition, required textbooks,
academic fees, maintenance, and transportation. Exceptions to this threshold may be granted in special instances
but must be documented with the counselor’s explanation of the extenuating circumstances and approved by the
District Manager.

Section VI-51 of the ARS Manual allows for home modifications only to the extent that remodeling to the home will
occur inside the structure’s footprint. Additions to the home are specifically excluded.

Section VI-3 of the ARS Manual states that the counselor will not approve payment requests until documentation is
received that the service has been provided. Documentation may include medical reports, training progress reports,
attendance forms, receipts, and/or invoices.

Condition and Context:
We reviewed 259 expenditure items totaling $317,108 that represented 84 clients. Our review revealed a lack of
adequate supporting documentation resulting in the following deficiencies:

e Training costs for eight clients exceeded the $5,000 threshold and were not accompanied by
an explanation of the extenuating circumstances or the approval of the District Manager.
Questioned costs totaled $56,075.

e Construction costs for adding living space to an existing home were paid for one client. Such
home modifications are specifically prohibited by Section VI-51 of the ARS Manual.
Questioned costs totaled $20,000.

e Costs for dental services totaling $4,199 were paid, although the services were never

performed. The error was discovered by dentist office staff who returned the warrant to the
Agency; therefore, no questioned costs are reported for this internal control deficiency.

Questioned Costs:
$76,075

Cause:
Agency counselors and administrative staff were not adequately trained, and disbursements were not adequately
reviewed to ensure they were made in accordance with the ARS Manual.

Effect:
Failure to follow policy could lead to inefficient use of program resources and/or misappropriation of funds.

Recommendation:
We recommend the Agency strengthen internal control procedures to ensure that client expenditures are made in
accordance with established policy.
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State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Education (Continued)

Finding Number: 13-520-05 (Continued)

State/Educational Agency(s): Arkansas Department of Career Education —
Arkansas Rehabilitation Services

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

Federal Award Number(s): H126A120003; H126A130003

Federal Award Year(s): 2012 and 2013

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

Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Action:

(1) The agency acknowledges that an exception form to exceed $5,000 was not present in the electronic case file.
The agency has already taken preventive steps to ensure this error will not occur in the future; by conducting training
on January 15, 2014, on internal controls and procedures for utilizing an exception form. The agency is testing a
process that will initiate a requirement for completion of an exception form when applicable.

(2) Section VI-51 of the October 2010 ARS Policy and Procedure Manual allows for home modifications to the extent
that remodeling to the home occurs inside the structure's foot print. Accessibility assistance to the client was
provided and performed within the domicile's footprint in order to assure the client had accessible and independent
living conditions within the family support system. No additions to the domicile foot print or medically unnecessary
accommodations were performed. Additionally, any and all additions or modifications not a part of the agency's
agreement were paid for by the homeowner. Moreover, the questioned cost was reasonable in relation to the
medically necessary accommodation and was separate and apart from additional modifications paid for by the
homeowner that totaled over $100,000.

(3) It is the practice of agency vendors providing dental services in rural areas of Arkansas to require prepayment in
advance of the service. In this instance, the vendor required prepayment and the agency is obligated to provide the
medically necessary assistance under such terms. However, before the client could receive the medical assistance,
he was incarcerated. The agency requested and received the return of the prepayment and there was no loss to the
agency. Nevertheless, the agency has negotiated alternate terms with such vendors that only require a partial
prepayment.

Anticipated Completion Date: Complete

Contact Person: Joseph Baxter
Chief Fiscal Officer
Arkansas Rehabilitation Services
525 W. Capital Ave
Little Rock, AR 72201
(501) 296-1614
joseph.baxter@arkansas.gov
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State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Education (Continued)

Finding Number: 13-520-06

State/Educational Agency(s): Arkansas Department of Career Education —
Arkansas Rehabilitation Services

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

Federal Award Number(s): H126A120003; H126A130003

Federal Award Year(s): 2012 and 2013

Compliance Requirement(s) Affected: Cash Management

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

31 CFR § 205.33 requires that the timing and amount of funds transfers be as close as administratively possible to a
state’s actual cash outlay for direct program costs and the proportionate share of any allowable indirect costs. In
addition, 34 CFR § 76.731 requires states to maintain records showing their compliance with program requirements.

Condition and Context:
While the Agency did not appear to have a balance of federal funds on hand at the end of the fiscal year, the
following issues were noted with the nine draws tested:

e No documentation was provided to support four draws made on 8/28/2012, 9/20/2012,
11/20/2012, and 1/29/2013. The draws totaled $4.8 million.

e The documentation provided to support five draws made on 2/12/2013, 2/19/2013, 2/26/2013,
4/29/2013, and 6/21/2013 contained incomplete calculations of VR expenditures and an
overstated balance of amounts under drawn. The draws totaled $6.8 million.

Questioned Costs:
None

Cause:

Agency employees responsible for cash management requirements of the federal grant award were not adequately
trained. In addition, the Agency does not have adequate internal control procedures in place to ensure that cash
draws were adequately supported.

Effect:
Inaccurate draw calculations could cause federal draws to exceed allowable federal expenditures.

Recommendation:

We recommend the Agency strengthen internal controls procedures to ensure that the amounts drawn against federal
grant awards are adequately supported by direct program costs and the proportionate share of allowable indirect
costs.

Views of Responsible Officials and Planned Corrective Action:

ARS Discussion

The agency acknowledges that supporting documentation for the first four draws tested was not available. Draw
calculation procedures were put in place and are reflected in the remaining five draws tested. The agency
acknowledges that program income and indirect cost calculations were not accounted for in the new process. This
has been corrected in updated procedures.

At no time was there a loss of agency grant funds or an adverse impact on the vocational rehabilitation program. As
the audit report states, the agency was never in a position of having overdrawn federal funds.
ARS Action Taken

Cash draw calculation procedures and training have been updated to account for program income and indirect costs.
The CFO will continue to monitor the training and draw calculations process. The CFO will continue to verify and
approve the accuracy of the draw prior to submission.
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State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Education (Continued)

Finding Number: 13-520-06 (Continued)

State/Educational Agency(s): Arkansas Department of Career Education —
Arkansas Rehabilitation Services

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

Federal Award Number(s): H126A120003; H126A130003

Federal Award Year(s): 2012 and 2013

Compliance Requirement(s) Affected: Cash Management

Type of Finding: Noncompliance and Significant Deficiency

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

Anticipated Completion Date: Complete

Contact Person: Joseph Baxter
Chief Fiscal Officer
Arkansas Rehabilitation Services
525 W. Capital Ave
Little Rock, AR 72201
(501) 296-1614
joseph.baxter@arkansas.gov
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State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Education (Continued)

Finding Number: 13-520-07

State/Educational Agency(s): Arkansas Department of Career Education —
Arkansas Rehabilitation Services

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

Federal Award Number(s): H126A120003; H126A130003

Federal Award Year(s): 2012 and 2013

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

Criteria:

34 CFR § 80.35 prohibits a grantee from making awards or permitting any award (subgrant or contract) at any tier to
any party that is debarred or suspended or is otherwise excluded from or ineligible for participation in federal
assistance programs under Executive Order 12549, “Debarment and Suspension.”

In addition, 2 CFR § 180.300 offers guidance to agencies for covered transactions with entities at the next lower tier.
The agency must verify that the entity is not excluded or disqualified by:

(a) Checking the Excluded Parties List System (EPLS); or
(b) Collecting a certification from the entity; or
(c) Adding a clause or condition to the covered transaction with the entity.

Also, as stated in OMB Circular A-133 § 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 provisions of contracts or grant agreements that could have a material effect on each of its federal
programs.

Condition and Context:
During our test of the internal controls over compliance, we discovered the Agency did not have internal control
procedures in place ensuring compliance with the suspension and debarment portion of this compliance area.

Questioned Costs:
None

Cause:

Agency employees responsible for suspension and debarment requirements were not adequately trained. In
addition, the Agency does not have internal control procedures in place to ensure the compliance objective was
achieved and documented.

Effect:
Suspended or debarred entities could receive payments from federal grant awards that would be unallowable and
subject to recovery by the federal awarding agency.

Recommendation:
We recommend the Agency strengthen internal controls and procedures to ensure compliance with federal
suspension and debarment requirements.

Views of Responsible Officials and Planned Corrective Action:

ARS Discussion

Historically, the agency has relied on the Arkansas Department of Finance & Administration's records and database
in certifying that no debarred or suspended party participates in a Federal Assistance Program. Consequently, there
has never been an instance in the agency's history of a debarred or suspended party participating in the program and
there has never been a loss attributed to the agency resulting from such a practice. However, the agency agrees to
require additional steps in order to mitigate the remote possibility of such an occurrence.
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State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Education (Continued)

Finding Number: 13-520-07 (Continued)

State/Educational Agency(s): Arkansas Department of Career Education —
Arkansas Rehabilitation Services

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

Federal Award Number(s): H126A120003; H126A130003

Federal Award Year(s): 2012 and 2013

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

Views of Responsible Officials and Planned Corrective Action (Continued):
ARS Action Taken

Agency Debarment and Suspension procedures have been reviewed, and additional steps have been added to
ensure federal and state compliance.

Anticipated Completion Date: Complete

Contact Person: Joseph Baxter
Chief Fiscal Officer
Arkansas Rehabilitation Services
525 W. Capital Ave
Little Rock, AR 72201
(501) 296-1614
joseph.baxter@arkansas.gov
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State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Education (Continued)

Finding Number: 13-520-08

State/Educational Agency(s): Arkansas Department of Career Education —
Arkansas Rehabilitation Services

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

Federal Award Number(s): H126A120003; H126A130003

Federal Award Year(s): 2012 and 2013

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Material Weakness
Criteria:

In accordance with 2 CFR § 215.21, a federal awarding agency requires an agency financial management system to
provide accurate, current, and complete disclosure of the financial results of each federally-sponsored program.
Rehabilitation Services Administration (RSA) Policy Directive PD12-06 requires the agency to submit SF-425 reports
semi-annually. The reports must be submitted no later than 45 days after the end of the reporting period. The
reporting period end dates are March 31 and September 30. Final reports, as applicable, must be submitted no later
than 90 days after the end of the grant period or the carryover year. Extensions of reporting due dates may be
approved by the federal awarding agency upon request of the agency. The request and approval must be
documented.

Condition and Context:

Our review of three reports revealed the Agency did not have adequate internal controls in place to ensure accurate,
current, and complete financial information was submitted within the criteria established by the federal awarding
agency.

An email from the Fiscal Unit Chief of the RSA revealed that as of July 25, 2013, all SF-425 reports for the 2012 grant
had not been submitted, including the report for the 2012 grant for the period ended March 31, 2012, which was
included in finding 12-520-08 from our 2012 Single Audit report. The semi-annual reports were due as follows:

Grant Year Semi-annual Period Ended Due Date
2012 March 31, 2012 May 16, 2012
2012 September 30, 2012 November 15, 2012
2012 September 30, 2013 (final report) December 31, 2013
2013 March 31, 2013 May 16, 2013

The Agency continued to reopen reports subsequent to the due dates to correct the expenditure information
submitted in the original report. It is not uncommon for an agency to reopen a submitted report in order to correct
discovered errors, and this practice is acceptable when done timely. Typically, reports are reopened, corrected, and
resubmitted within a few days. Two reports were reopened and remained open for a significant period of time as the
Agency continued to make adjustments to the original submission as follows:

e The report representing the 2012 grant for the period ended March 31, 2012, was initially
submitted on May 16, 2012. The report was reopened for adjustments and resubmitted on
November 14, 2012. In addition, subsequent to the resubmission in November 2012, this
report was reopened again on June 11, 2013, and remained open for adjustments for 70 days
until its final submission on August 20, 2013, 461 days after the due date of May 16, 2012.

e The report representing the 2012 grant for the period ended September 30, 2012, was initially
submitted on November 16, 2012, one day past the due date. However, the report was
reopened on June 11, 2013, and remained open for adjustments for 44 days until it was
resubmitted on July 25, 2013, 252 days after the due date of November 15, 2012.
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Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Education (Continued)

Finding Number: 13-520-08 (Continued)

State/Educational Agency(s): Arkansas Department of Career Education —
Arkansas Rehabilitation Services

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

Federal Award Number(s): H126A120003; H126A130003

Federal Award Year(s): 2012 and 2013

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Material Weakness

Condition and Context (Continued):

The Agency’s lack of adequate internal controls over reporting resulted in a net overstatement of expenditures by
$2,364,300 on the SF-425 for the period ended March 31, 2013. The net overstatement is a cumulative effect of the
following errors:

e As noted in finding 13-520-01, expenditures totaling $797,751 were expenditures of other
federal programs.

e As noted in finding 13-520-02, unallowable indirect costs totaling $1,480,651 were allocated to
the grant.

e As noted in finding 13-520-04, expenditures for general administration totaling $235,346 were
charged as a direct cost of the program instead of being allocated as required.

e A miscalculation totaling ($149,448), reduced payroll expenditures for employees coding their
time to multiple federal programs.

Questioned Costs:
None

Cause:

Agency employees responsible for preparing the reports were not adequately trained regarding reporting
requirements, and the Agency did not have procedures in place to ensure that reports were properly reviewed for
accuracy and completeness.

Effect:
Failure to submit required reports timely and accurately could jeopardize future awards.

Recommendation:
We recommend the Agency strengthen controls and procedures to ensure that SF-425 financial reports are submitted
accurately and timely.

Views of Responsible Officials and Planned Corrective Action:

ARS Discussion

This finding is largely a restatement of findings already listed in this report. All federal reports related to this finding’s
overstated amount of $2,364,300 have been addressed as follows:

e $797,751 of expenditures of cost centers related to the expenditures of other Federal
programs
e  $235,346 of unallowable payments of unused leave for employees

e ($149,448) of a miscalculation made by the agency to reduce payroll expenditures for
employees of other programs
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Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Education (Continued)

Finding Number: 13-520-08 (Continued)

State/Educational Agency(s): Arkansas Department of Career Education —
Arkansas Rehabilitation Services

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

Federal Award Number(s): H126A120003; H126A130003

Federal Award Year(s): 2012 and 2013

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Material Weakness

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

ARS Discussion (Continued)

The errors contained in the federal reporting were identified and corrected during training and review of all federal
grant reports during this audit period. Federal report training for a new supervisor was ongoing during the time of this
error. This initial training has been completed, and training updates will continue. The affected report has been
corrected. At no time was there a loss of agency grant funds or an adverse impact on the vocational rehabilitation
program.

e $1,480,651 of unallowable indirect costs allocated to the grant

There has been no determination by either the Department of Education Indirect Cost Group or Rehabilitation
Services Administration that any of the indirect costs referenced in this report are “unallowable”. The method and
processes used to calculate these costs were in keeping with current indirect cost calculation procedures and those
used in prior year calculations submitted to the Cost Group for approval. The agency acknowledges that the cost rate
proposal for the year in question was not submitted on time during a period when there was no CFO in place.
Personnel turnover and associated training requirements during the audit period also contributed to the delayed
submission. This proposal has been submitted along with all proper documentation, and receipt acknowledged by
the Department of Education Indirect Cost Group. Once approved, any affected reports will be corrected to the
approved rate.

Lastly, the audit report states that several reports were not in a submitted status when reviewed. This was due to
ongoing review and corrections of these reports, including corrections needed to grant amounts figures that are the
responsibility of RSA themselves. For the record, all federal reports for the period under review were submitted on
time. Consistent with general federal reporting procedures, federal reports that were identified during review and
training as requiring correction were requested to be re-opened for submission. Submitting accurate reports was
deemed an overriding consideration. The entire federal reporting process allows for these types of requests in
instances where incorrect data was used, or as sometimes occurs, the treatment of certain expenditures is changed
based on end of year financial reviews. Again accurate reports are always a priority.

ARS Action Taken

All affected reports have been corrected. At no time was there a loss of agency grant funds or an adverse impact on
the vocational rehabilitation program.

Anticipated Completion Date: Complete
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Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Education (Continued)

Finding Number: 13-520-08 (Continued)

State/Educational Agency(s): Arkansas Department of Career Education —
Arkansas Rehabilitation Services

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

Federal Award Number(s): H126A120003; H126A130003

Federal Award Year(s): 2012 and 2013

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Material Weakness

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

Contact Person: Joseph Baxter
Chief Fiscal Officer
Arkansas Rehabilitation Services
525 W. Capital Ave
Little Rock, AR 72201
(501) 296-1614
joseph.baxter@arkansas.gov

Additional Comments From The Auditor:

Expenditures representing VR grant activity may span two fiscal years. As a result, corrections to the report
representing the 2013 VR grant award may fall outside the time period covered in this audit. However, the report
representing the 2012 VR grant award has been submitted and closed without correction of the errors identified in
this finding.

Clarification should be given to the Agency’s assertion that this finding represents a restatement of other findings
already included in this report. The errors we identified in findings 13-520-01, 13-520-02, and 13-520-04 affected two
other compliance requirements: Activities Allowed or Unallowed and Allowable Costs/Cost Principles. These errors
also affected the Reporting compliance requirement, which is the requirement addressed in this finding.

We also disagree with the Agency’s assertion that the $1,480,651 charged as indirect costs is allowable. On August
21, 2013, the U.S. Department of Education’s (USDOE) Director of Indirect Cost Group confirmed that an ICRP had
not been received from the Agency since October 2011. In addition, the Director confirmed that the Agency did not
have a rate in place for the 2013 fiscal year and should not have collected and claimed indirect costs on its SF-425
reports. On February 12, 2014, USDOE confirmed that the Agency had submitted an ICRP, but a rate had not been
authorized. Until a rate is authorized by USDQOE, indirect costs collected and claimed are unallowable.
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State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Education (Continued)

Finding Number: 13-520-09

State/Educational Agency(s): Arkansas Department of Career Education —
Arkansas Rehabilitation Services

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

Federal Award Number(s): H126A110003; H126A120003

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

RSA Policy Directive RSA-PD-09-04 and 34 CFR § 361.40 require an agency to submit Annual Vocational
Rehabilitation Program/Cost Reports (RSA-2 reports) to the U.S. Department of Education - Rehabilitation Services
Administration (USDOE - RSA). Requirements for the RSA-2 include submission of yearly reports no later than
December 31 for the federal fiscal year ended September 30.

In addition, in accordance with 2 CFR § 215.21, a federal awarding agency requires an agency’s financial
management system to provide accurate, current, and complete disclosure of the financial results of each federally-
sponsored program.

Also, as stated in OMB Circular A-133 § 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
provisions of contracts or grant agreements that could have a material effect on each of its federal programs.

Condition and Context:

Our review of the RSA-2 report revealed that although the Agency submitted the RSA-2 timely, the Agency did not
maintain adequate supporting documentation for the information reported on the RSA-2. As a result, we were unable
to assess the accuracy of the report.

Questioned Costs:
Unknown

Cause:
The Agency did not have adequate internal control procedures in place to ensure that reports were properly prepared
and reviewed and that adequate supporting documentation was maintained.

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

Recommendation:
We recommend the Agency strengthen internal controls and procedures to ensure that reports are submitted
accurately and that adequate supporting documentation is maintained.

Views of Responsible Officials and Planned Corrective Action:

The RSA-2 is a compilation of data contained in both the System 7 case management software database and the
AASIS accounting system. In order to accurately complete the report, a methodic and systematic extraction of the
information must occur and be transferred to the federal database. Because all data necessary to construct the report
resides within System 7 and AASIS, documentation exists, is perpetually maintained therein, and can be
reconstructed at anytime. In this instance, the data provided on the RSA-2 was found to be accurate and timely by
RSA and thus was verifiable. However, at the time of examination the working papers were not attached to the
controlling document.

ARS Action Taken

The agency's accounting supervisor has received specific training and instruction concerning the maintenance of all
reporting documents.

Anticipated Completion Date: Complete
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U.S. Department of Education (Continued)

Finding Number: 13-520-09 (Continued)

State/Educational Agency(s): Arkansas Department of Career Education —
Arkansas Rehabilitation Services

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

Federal Award Number(s): H126A110003; H126A120003

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Significant Deficiency

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

Contact Person: Joseph Baxter
Chief Fiscal Officer
Arkansas Rehabilitation Services
525 W. Capital Ave
Little Rock, AR 72201
(501) 296-1614
joseph.baxter@arkansas.gov
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U.S. Department of Education (Continued)

Finding Number: 13-693-01

State/Educational Agency(s): Pulaski Technical College

CFDA Number(s) and Program Title(s):  84.063 — Federal Pell Grant Program
84.268 — Federal Direct Student Loans
(Student Financial Assistance Cluster)

Federal Award Number(s): P063P123698 and P268K133698

Federal Award Year(s): 2013

Compliance Requirement(s) Affected: Special Tests and Provisions

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

In accordance with 34 CFR § 668.22 of the Student Assistance General Provisions, when a recipient of Title IV grant
or loan assistance withdraws from an institution during a payment or enrollment period in which the recipient began
attendance, the institution must determine the amount of Title IV aid earned by the student as of the student's
withdrawal date. If the amount disbursed to the student is greater than the amount the student earned, the unearned
funds must be returned to the Title IV programs. If the amount disbursed to the student is less than the amount the
student earned, and for which the student is otherwise eligible, he or she is eligible to receive a post-withdrawal
disbursement (PWD) of the earned aid that was not received.

Condition and Context:

Initially, five returns were tested for compliance with the above criteria, and five exceptions were detected. Due to the
number of exceptions, College personnel recalculated all returns for the year ended June 30, 2013, and provided a
listing of the recalculations for testing. Our testing confirmed the cause of the exceptions and the resulting financial
effects.

Questioned Costs:
None

Cause:

The College’s calculations of returns to the Title IV programs were performed based on specific criteria input into the
database. When inputting the total number of calendar days in a payment period or period of enrollment, the College
failed to exclude breaks of at least five consecutive days from the total number of calendar days in a payment period
or period of enroliment and the number of calendar days completed in that period, as required by 34 CFR § 668.22

(()(C)(2)(i).-

Effect:

The College returned institutional costs of $4,357 to the Federal Pell Grant Program and $20,244 and $334 to
Federal Direct Student Unsubsidized and Subsidized Loans, respectively, in excess of the amounts required.
Additionally, the amount due to students for aid earned but not received (PWD) increased by a total of $99 related to
the Federal Pell Grant Program for the fall 2012 semester. The College did not return institutional costs of $4,918 to
the Federal Pell Grant Program and $36,425 and $5,829 to Federal Direct Student Unsubsidized and Subsidized
Loans, respectively, as required for the spring 2013 semester.

Recommendation:
We recommend the College strengthen procedures to ensure that returns to the Title IV programs are calculated
correctly and contact the U.S. Department of Education for resolution of this matter.

Views of Responsible Officials and Planned Corrective Action:

As a result of the incorrect calendar input for the Fall and Spring terms of the 2012-2013 award year, Pulaski
Technical College’s Financial Aid Office recalculated all Return to Title IV Fund calculations for these periods using
corrected calendars in ED’s R2T4 software. Adjustments were appropriately made to the student accounts and
through the U.S. Department of Education’s Common Origination and Disbursement system. Students will be notified
of the adjustment and receive a new copy of their student account for the appropriate term.
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U.S. Department of Education (Continued)

Finding Number: 13-693-01 (Continued)
State/Educational Agency(s): Pulaski Technical College
CFDA Number(s) and Program Title(s):  84.063 — Federal Pell Grant Program

84.268 — Federal Direct Student Loans
(Student Financial Assistance Cluster)

Federal Award Number(s): P063P123698 and P268K133698

Federal Award Year(s): 2013

Compliance Requirement(s) Affected: Special Tests and Provisions

Type of Finding: Noncompliance and Significant Deficiency

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

The Financial Aid Office has developed the following process to ensure accuracy from this point forward:

1.

2.

The payment periods are established using the Academic Calendar approved and published by Pulaski
Technical College.

Each payment period calendar is provided to the Associate Director of Financial Aid (Systems) for input
into the Financial Aid Administrator Access Return to Title IV module.

Input of the calendar into FAA Access is reviewed by the Director of Financial Aid. Confirmation of
accuracy is noted by processing a sample R2T4 calculation, which locks the academic calendar in the
R2T4 calculation software. The calculation will be completed, initialed, dated by both the Director and
Associate Director and retained in the appropriate New Year Set Up folder.

Once roster certification has been completed for each payment period, the expectation is for R2T4s to
be identified on a weekly basis with calculation and notifications being processed within 7 — 10 business
days. A date should be placed in the R2T4 field in STUAID communication completion of an R2T4. At
the end of the term, the No Earned Report should be generated upon completion of the Satisfactory
Academic Progress process. Calculations should be processed within 7 — 10 business days.

Direct Loan adjustments are provided to the Associate Director of Financial Aid (Systems). The award
amount is determined based on the net amount provided by the advisor. The advisor will make the
adjustment through POISE and the Associate Director of Financial Aid (Systems) makes the adjustment
through EdExpress.

Adjustments to other Title IV funds are made by the advisor. They are communicated to ED during the
automated disbursement process. The disbursement process occurs approximately every 7 — 10
business days to ensure accounts remain in balance.

When all adjustments are made, the Student Accounts Office is notified. New statements are
generated reflecting any required return. The statements are reviewed for accuracy and sent to the
student with the notice of the required R2T4 calculation.

The following items should be retained and filed as specified:

a. Weekly Report of Withdrawals and the No Earned Report should be retained and kept in date
order. Completion should be communicated by initial/date on the report.

b. A copy of the notification letter to the student, R2T4 Calculation, and the withdrawal form (if
obtained), should be grouped and placed in the binder in this order and in accurate
alphabetical order.

c. When the academic year has ended, the documents should be placed in the imaging system.
Paper copies should be retained through the end of the following academic year.

Anticipated Completion Date: Ongoing

Contact Person: Cindy Harkey

Vice President for Student Services
Pulaski Technical College

3000 West Scenic

North Little Rock, AR 72118

(501) 812-2233
charkey@pulaskitech.edu
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Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Health and Human Services

Finding Number: 13-710-03

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-1202ARTANF

Federal Award Year(s): 2012

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

Type of Finding: Noncompliance and Significant Deficiency

Criteria:

For cash assistance costs to be allowable, they must be made to eligible clients, as outlined in Sections 3 and 11 of
the State Plan for Title IV-A of the Social Security Act: Temporary Assistance for Needy Families (TANF). In addition,
Section 2800 of the TEA Policy Manual governs sanctions related to client non-compliance. Also, Section 2213 of
the TEA Policy Manual governs verification that children are living with the parent or other relative.

Condition and Context

To test the $16,101,134 in cash assistance disbursements to 13,951 clients, we randomly sampled $67,770 in cash
assistance payments to 60 clients to determine allowable cost and eligibility for those clients. Our sample revealed
three clients with overpayments, as summarized below:

e One client was paid a total of $1,488 over various supplemental payments, some of which
were calculated incorrectly, resulting in an overpayment of $860.

e One client was paid two monthly $162 payments for a child-only TEA case. The case should
have been closed these two months due to the children being in foster care, resulting in an
overpayment of $324.

e One client was paid $162 for four months for a child-only TEA case. The case should have
been closed these four months due to the children no longer living in the household, resulting
in an overpayment of $810.

Questioned Costs:
$1,994

Cause:
Lack of adequate training for staff who apply sanctions, lack of appropriate communication between case workers,
and inadequate review by supervisory staff led to the clients being paid amounts to which they were not entitled.

Effect:
Failure to provide staff with adequate training and to properly review client eligibility placed assets at risk and could
jeopardize the Agency's ability to provide program funding.

Recommendation:

We recommend the Agency provide adequate training to staff responsible for determining client eligibility as well as
strengthen the review process performed by supervisory staff to ensure federal program funds are utilized in
accordance with federal regulations and the State Plan for TANF.

Views of Responsible Officials and Planned Corrective Action:

The Agency concurs with the findings and will provide additional training and monitoring of caseworker actions as
well as improve communications with the Department of Workforce Services. The Agency will develop a Computer
Based Training to TEA caseworkers regarding the calculation of supplemental payments. Additional supervisory
monitoring will be done to ensure that when children receiving TEA benefits are placed in foster care the case will be
closed. The Agency will continue working with the Department of Workforce Services to establish a more efficient
line of communication to ensure that when an employment plan is updated the DCO caseworker is notified to reduce
the grant.

Anticipated Completion Date: April 2014
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Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-03 (Continued)

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-1202ARTANF

Federal Award Year(s): 2012

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

Type of Finding: Noncompliance and Significant Deficiency

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

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

-55-


mailto:joni.jones@dhs.arkansas.gov

State Of Arkansas
Schedule of Findings and Questioned Costs
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U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-04

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
(CCDF Cluster)

Federal Award Number(s): G-1101ARCCDF; G-1201ARCCDF; G-1301ARCCDF
Federal Award Year(s): 2011, 2012, and 2013

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

Type of Finding: Noncompliance

Criteria:

The Arkansas Department of Human Services (DHS) is responsible for administering the State's Child Care and
Development Fund (CCDF) "Child care" program. The Agency's responsibility includes determining eligibility for each
applicant and documenting that eligibility criteria were met. The Agency outlines eligibility for the program in its State
Plan.

Condition and Context:

Between October 1, 2012 and September 30, 2013, the Division of Child Care and Early Childhood Education
identified 57 cases of client and provider overpayments totaling $59,663. The Agency identified an additional 53
cases of possible overpayments totaling $100,439 that are currently under investigation.

In addition to the above, we selected 95 clients for audit testing from the database of child care billings. This sample
included the 46 clients receiving the highest benefits. As a result of this testing, we referred five clients to the Agency
for further analysis due to information in the records that raised questions regarding eligibility and appropriateness of
payments. The Agency already had open investigations on two of these cases.

Questioned Cost:
Unknown

Cause:

Factors contributing to these issues included the following: (a) case heads and/or clients failing to report changes in
client eligibility criteria that affected eligibility status, (b) clients willfully misrepresenting their eligibility data, and (c)
providers billing for services 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.

Views of Responsible Officials and Planned Corrective Action:

The Agency concurs with the findings for the Child Care Development Fund program and will continue to work to
improve internal controls and reduce fraud and overpayments. Possible provider overpayments or fraud continue to
drop in comparison to prior years, a representation of the continuing efforts of the Division to control and or reduce
such occurrences. In addition, historically, the Division has found that after completing this type of investigation, the
actual proven instances of overpayments are often reduced from the preliminary amount. The Division will continue
to upgrade and improve the automated control environment in the KIDCare system via program enhancement
releases each year. Finally, the five clients noted by legislative audit are undergoing further examination, and as
noted two cases had already been referred to the DHS investigations unit for further review.

Anticipated Completion Date: June 2014
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U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-04 (Continued)

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

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

Federal Award Number(s): G-1101ARCCDF; G-1201ARCCDF; G-1301ARCCDF
Federal Award Year(s): 2011, 2012, and 2013

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

Type of Finding: Noncompliance

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

Contact Person: Tonya Williams
Director
Arkansas Department of Human Services
Division of Child Care and Early Childhood Education
Donaghey Plaza South, Slot S140
Little Rock, AR 72203-1437
(501) 320-8953
tonya.williams@dhs.arkansas.gov
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U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-05

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

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

Federal Award Number(s): 1201AR1401; 1301AR1401

Federal Award Year(s): 2012 and 2013

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 child care payments on behalf of 60 foster children. Each child’s eligibility status was verified using the
Agency’s Children’s Reporting and Information System (CHRIS). Our review revealed the following:

e Fifteen children were determined by the State to be eligible but not claimable due to
placement. 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 for these instances of noncompliance totaled $4,044.

¢ One child was determined by the State to be eligible but not claimable due to the child’s receipt
of Supplemental Security Income (SSI) benefits. Questioned costs for this instance of
noncompliance totaled $107.

e Two children were determined by the State to be ineligible to receive Title IV-E child care
benefits. These children had exited care at the time of the payment. Questioned costs for
these instances of noncompliance totaled $417.

Similar instances of noncompliance were also reported in the 2009 — 2012 State of Arkansas Single Audit reports.

Questioned Costs:
$4,568

Cause:

Payments for child care for non-claimable and ineligible foster children continue to be processed because the Agency
has not completed the necessary programming revisions between the CHRIS and Kidcare systems. As a result,
incompatibility continues between the systems.

Effect:

Payments for child care continue to be made for non-claimable and ineligible foster children. Incomplete
programming revisions continue to place assets at risk and may jeopardize the Agency’s ability to provide program
funding to claimable and eligible foster children.

Recommendation:
We again recommend the Agency complete the necessary programming revisions between the CHRIS and Kidcare
systems to ensure child care payments are made on behalf of eligible foster children.

Views of Responsible Officials and Planned Corrective Action:

The Division of Children and Family Services (DCFS) has reviewed the finding by Legislative Audit detailed above
and is in agreement with the finding. DCFS and the Division of Child Care and Early Childhood Education
(DCC/ECE) have engaged in requirements gathering activities in preparation for a software development start date in
the second quarter of 2014. The revision necessary to address the control issues noted in this finding is planned to
be in production in the third quarter of 2014.

Anticipated Completion Date: Third quarter, 2014

- 58 -



State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-05 (Continued)

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

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

Federal Award Number(s): 1201AR1401; 1301AR1401

Federal Award Year(s): 2012 and 2013

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

Type of Finding: Noncompliance and Significant Deficiency

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

Contact Person: Cecile Blucker
Director
Arkansas Department of Human Services
Division of Children and Family Services
P.O. Box 1437 / Slot S-560
Little Rock, AR 72203-1437
(501) 682-8770
cecile.blucker@dhs.arkansas.gov
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U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-06

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

Federal Award Number(s): 1201AR1401; 1301AR1401

Federal Award Year(s): 2012 and 2013

Compliance Requirement(s) Affected: Cash Management

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

In accordance with 31 CFR § 205.33, a state must minimize the time between the drawdown of federal funds from the
federal awarding agency and their disbursement for federal program purposes. The timing and amount of funds
transfers must be as close as administratively feasible to a state's actual cash outlay for direct program costs and the
proportionate share of any allowable indirect costs.

Condition and Context:

We reviewed federal draws recorded in the Payment Management System (PMS) to determine if draws were
adequately supported, were made for actual program expenditures, and met the immediate cash needs of the
program. Our review included comparing the program draws recorded in PMS to program expenditures recorded in
the Arkansas Administrative Statewide Information System (AASIS) and reported on the program’s quarterly financial
reports. Our review revealed that federal draws exceeded actual program expenditures by $1,325,145.

Questioned Costs:
$1,325,145

Cause:

Because of a change in personnel and lack of adequate training for the new staff responsible for ensuring compliance
with cash management criteria, the Agency failed to prepare a reconciliation between federal draws and actual
expenditures for three of the four quarters of fiscal year 2013.

Effect:
The Agency’s federal draws exceeded actual program expenditures by $1,325,145.

Recommendation:

We recommend the Agency establish and implement procedures to ensure new staff are adequately trained. In
addition, existing procedures for supervisory review should be strengthened to ensure cash management
requirements are being met.

Views of Responsible Officials and Planned Corrective Action:

The Division of Administrative Services (DAS) has reviewed the finding by Legislative Audit detailed above and is in
agreement with the finding. The overdrawn federal funds are currently being repaid by reducing federal draws. DAS
has made a change to the management of this unit and expect improvement in accountability. A new reconciliation
process for this grant award has been implemented. The new personnel directly responsible for this grant along with
their direct supervisors have received additional training on the grant administrator responsibilities.

Anticipated Completion Date: March, 2014

Contact Person: Karen Fricke
Director
Arkansas Department of Human Services
Division of Administrative Services
P.O. Box 1437, Slot W401
Little Rock, AR 72203-1437
(501) 682-5448
karen.fricke@dhs.arkansas.gov
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U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-07

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): 05-1105AR5021; 05-1205AR5021

Federal Award Year(s): 2012 and 2013

Compliance Requirement(s) Affected: Cash Management

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

As noted in OMB Circular A-133, § 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
provisions of contracts or grant agreements that could have a material effect on each of its federal programs. This
includes establishing proper internal controls to ensure the accuracy of federal draws.

The Children’s Health Insurance Program Reauthorization Act (CHIPRA) of 2009 authorized states to cover parents
under the Children’s Health Insurance Program (CHIP) at an enhanced Federal Medical Assistance Percentage
(FMAP) of 79.12% until September 30, 2012. Beginning October 1, 2012, the FMAP was reduced to 70.17%.

Condition and Context:
During our review of the Medicaid Cluster, we discovered a formula error within an Agency worksheet that resulted in
a draw of federal funds from CHIP for Medicaid expenditures. Questioned costs totaled $14,392.

We also discovered another error involving CHIP during our review. As previously stated, the FMAP was reduced as
of October 1, 2012, for states covering parents under CHIP. The Agency failed to reduce the FMAP as of October 1,
2012, and, as a result, requested and received excess federal funds totaling $29,613.

Questioned Costs:
$44,005

Cause:

The Agency failed to make necessary adjustments to the worksheet used to calculate the weekly federal draws for
Medicaid and CHIP. In addition, adequate supervisory oversight was not provided to ensure the accuracy of these
worksheets.

Effect:
The Agency incorrectly requested and received federal funds from CHIP for Medicaid expenditures.

Recommendation:
We recommend the Agency review and strengthen internal controls to ensure federal draws are properly calculated
and drawn from the appropriate federal grant.

Views of Responsible Officials and Planned Corrective Action:

The Division of Administrative Services (DAS) has reviewed the finding by Legislative Audit detailed above and is in
agreement with the finding. These errors resulted from new personnel in the Medicaid reporting section missing a
few required updates to a complicated worksheet that is only modified annually. The overdrawn federal funds were
repaid by reducing federal draws. DAS has implemented a new review process to ensure correct rates and formulas
are in place at the start of each federal fiscal year.

Anticipated Completion Date: Complete
Contact Person: Karen Fricke
Director

Arkansas Department of Human Services
Division of Administrative Services

P.O. Box 1437, Slot W401

Little Rock, AR 72203-1437

(501) 682-5448
karen.fricke@dhs.arkansas.gov
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U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-08

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

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

Federal Award Number(s): 05-1205AR5ADM; 05-1305AR5ADM

Federal Award Year(s): 2012 and 2013

Compliance Requirement(s) Affected: Activities Allowed or Unallowed —
Administration and Training

Type of Finding: Noncompliance and Significant Deficiency

Criteria:

2 CFR § 225, Appendix B.8.h (3), states that, “where employees are expected to work solely on a single federal
award or cost objective, charges for their salaries and wages will be supported by periodic certifications that the
employees worked solely on that program for the period covered by the certification. These certifications will be
prepared at least semi-annually and will be signed by the employee or supervisory official having firsthand knowledge
of the work performed by the employee."

The Agency uses an automated system via email to notify employees requiring certification. Employee responses
are required within 30 days. Divisional CFOs are responsible for ensuring all certifications are completed timely.

Condition and Context:

We selected 25 employees for our review to determine if the Agency was in compliance with the certification
requirement. We obtained and reviewed the Direct Employee Certification report for these employees to verify that
(1) the coding listed on the report matched the coding listed on the Arkansas Administrative Statewide Information
System (AASIS) position control report, (2) the certification was completed within 30 days, and (3) the certification
disposition was appropriate.

Our review revealed that two employees did not complete their certifications timely. One of these employees
received a request for certification in February and August 2013; neither was received timely. Our testing in this
compliance area had not revealed exceptions in prior years, so we expanded our testing to determine if the
exceptions were isolated.

An additional sample of 25 employees was selected. Our review revealed an additional four employees who did not
complete their certifications timely. Additionally, one employee was not certified for the six-month period beginning
November 1, 2012 to May 1, 2013. The employee had terminated employment in January 2013, which was prior to
the certification period end date, and was rehired for the same position on March 18, 2013, which was also prior to
the original certification end date. According to the Agency, this unusual situation was not recognized by the system
as a certification pending.

Questioned Cost:
None

Cause:
The Agency failed to properly monitor timely completion of employee certifications.

Effect:
Required certifications were not completed timely.

Recommendation:
We recommend the Agency strengthen monitoring controls to ensure certifications are completed timely as required.

Views of Responsible Officials and Planned Corrective Action:

The Agency concurs with the finding regarding employee certifications and will work to appropriately train managers
and supervisors on the use of available system generated information designed to aid in ascertaining if all applicable
employees have completed their certification on a timely basis.

Anticipated Completion Date: May 2014
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U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-08 (Continued)

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

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

Federal Award Number(s): 05-1205AR5ADM; 05-1305AR5ADM

Federal Award Year(s): 2012 and 2013

Compliance Requirement(s) Affected: Activities Allowed or Unallowed —
Administration and Training

Type of Finding: Noncompliance and Significant Deficiency

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

Contact Person: Mark Story, Assistant Director
Arkansas Department of Human Services
Division of Medical Services
P.O. Box 1437
Little Rock, AR 72203-1437
(501) 320-8955
Mark.Story@dhs.arkansas.gov
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U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-09

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

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

Federal Award Number(s): 05-1205AR5MAP; 05-1305AR5MAP

Federal Award Year(s): 2012 and 2013

Compliance Requirement(s) Affected: Activities Allowed or Unallowed — Claims Payments
Type of Finding: Noncompliance and Material Weakness

Criteria:

In accordance with Arkansas Medicaid Provider Manual Section Il — Rehabilitative Services for Persons with Mental
lliness (RSPMI) sections 218.000 and 218.100, for each beneficiary entering the RSPMI Program, the treatment team
must develop an individualized master treatment plan. The master treatment plan must be completed by a mental
health professional, approved by a psychiatrist or physician, and reviewed by the treatment team at least every 90
calendar days.

RSPMI section 226.200 indicates that the provider must develop and maintain sufficient written documentation to
support each medical or remedial therapy, service, activity, or session for which Medicaid reimbursement is sought.
At minimum, this includes the following:

e The specific services rendered (must be individualized; duplicated notes are not allowed).

e The relationship of the services provided to the treatment regimen described in the master
treatment plan.

e The date and actual time the services were rendered.

e The name and credentials of the individual who provided the services.
e The setting in which the services were provided.

e Updates describing the beneficiary’s progress or lack thereof.

e Both daily notes and a weekly summary if receiving Rehabilitative Day Services (Weekly
summary was not required for services dates prior to 12/1/12).

Condition and Context:
We selected 60 beneficiary files for review to determine if the provider maintained documentation as required by the
specific sections of the RSPMI manual stated above. Our review revealed the following:

e 17 beneficiary files did not contain adequate supporting documentation to determine that an
individualized Master Treatment Plan was completed and reviewed at least every 90 calendar
days.

e 28 beneficiary files lacked some form of documentation to support services billed.

Questioned Costs:
$43,062

Cause:
The Agency failed to ensure all required RSPMI documentation was maintained.

Effect:
Inadequate documentation for services provided could jeopardize beneficiary care and Agency payments made for
the care.

Recommendation:
We recommend the Agency establish and implement procedures to ensure all required RSPMI documentation is
maintained in the beneficiary files.
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U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-09 (Continued)

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

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

Federal Award Number(s): 05-1205AR5MAP; 05-1305AR5MAP

Federal Award Year(s): 2012 and 2013

Compliance Requirement(s) Affected: Activities Allowed or Unallowed - Claims Payments
Type of Finding: Noncompliance and Material Weakness

Views of Responsible Officials and Planned Corrective Action:

The Agency concurs with the findings for these Rehabilitative Services for Persons with Mental lliness (RSPMI)
categories and will continue to work to improve internal controls and documentation practices in the RSPMI program.
The Agency will strengthen controls via activities designed to ensure compliance with program rules and regulations
and medical necessity. These controls will include contracting for services, specifically; inspection of care, desk
reviews, and retrospective reviews for services provided through RSPMI program. In addition, the Division of Medical
Services reviewed its RSPMI Inspection of Care Policy throughout 2012 and promulgated a revision to include new
guidelines for review of services. These revisions became effective December 1, 2013, providers were notified, and
the resulting review tool was implemented January 1, 2014 of the current year. The Division of Medical Services will
continue to analyze and review outlier providers via desk review and refer such provider sites, as warranted, to the
Office of Medicaid Inspector General for investigation of suspected waste and abuse of RSPMI funding.

Anticipated Completion Date: September 2014

Contact Person: Mark Story
Assistant Director
Arkansas Department of Human Services
Division of Medical Services
P.O. Box 1437
Little Rock, AR 72203-1437
(501) 320-8955
Mark.Story@dhs.arkansas.gov
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U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-10

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

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

Federal Award Number(s): 05-1205AR5MAP; 05-1305AR5MAP
Federal Award Year(s): 2012 and 2013
Compliance Requirement(s) Affected: Activities Allowed or Unallowed —
Home and Community-Based Services
Type of Finding: Material Noncompliance and Material Weakness
Criteria:

A state may obtain a waiver of statutory requirements to provide an array of home and community-based services
that may permit an individual to avoid institutionalization (42 CFR §§ 441.300 — 441.310). The U.S. Department of
Health and Human Services (HHS) Office of Inspector General (OIG) 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, and is available
online in the Special Fraud Alerts section of the HHS OIG home page.

Currently, Arkansas has five Section 1915(c) Home and Community-Based Services waivers for Medicaid:
1. Elder Choices.
2. Alternative Community Services (ACS).
3. Alternatives for Adults with Physical Disabilities (APD).
4. Living Choices Assisted Living.
5. Autism.

Our review included the Living Choices Assisted Living program. In addition, we selected the Prosthetics program,
which does not operate under a waiver but is defined and regulated by 42 CFR § 440.120.

We also considered qualitative factors, such as management oversight and the Medicaid Program’s high profile and
public interest, that could have a significant impact on the integrity of the program.

Arkansas Provider Manuals for Living Choices Assisted Living and the Prosthetics programs (as well as the
Medicare/Medicaid Crossover Only Provider Manual for crossover claims) dictate the information that must be
documented and maintained in provider files to support the services billed.

Condition and Context:

We selected 60 provider files for review from the Living Choices Assisted Living program to determine if required
documentation was being maintained in accordance with Provider Manual sections 202.100 and 202.110. The
manual states that the provider must maintain sufficient written documentation in the beneficiary’s case file supporting
billing for services rendered. At minimum, this includes the following:

e The beneficiary’s attending or primary care physician’s name, office address, telephone
number, and after-hours contact information.

e A copy of the beneficiary’s plan of care.

e  Written instructions to the facility’s attendant care staff.

e Documentation of limited nursing services performed by the provider's nursing staff in
accordance with the beneficiary’s plan of care. Records must include:

% Nursing service(s) performed.

% Date and time of day nursing services are performed.

» Progress or other notes regarding the resident’s health status.

» The signature or initials and the title of the person performing the services.

o

o

03

B3

e Documentation of periodic nursing evaluations performed by the assisted living facility nursing
staff in accordance with the beneficiary’s plan of care.

e Quarterly Monitoring Forms (AAS-9506) completed every 90 days (effective 1/1/13).
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U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-10 (Continued)

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

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

Federal Award Number(s): 05-1205AR5MAP; 05-1305AR5MAP
Federal Award Year(s): 2012 and 2013
Compliance Requirement(s) Affected: Activities Allowed or Unallowed —
Home and Community-Based Services
Type of Finding: Material Noncompliance and Material Weakness

Condition and Context (Continued):
e Records of attendant care services.

< Documentation of attendant care services performed.
% The signature or initials of the person performing the services as well as the
date services were performed.

Our review of the Living Choices Assisted Living program revealed that 56 case files lacked some form of
documentation to support the services billed. Questioned costs totaled $855,085.

We also selected 60 provider files for review from the Prosthetics program to determine if required documentation
was being maintained.

The documentation required for the Prosthetics program is contained in the Prosthetics Provider Manual section
203.100, which states that Prosthetics providers must maintain sufficient documentation to support each service
billed. At minimum, this includes the following:
e An audit trail between the prosthetics provider, the beneficiary, the beneficiary’s primary care
physician, and the Division of Medical Services.
e When applicable, documentation including the request for and approval of prior authorization
and/or the request for and approval of extension of benefits for services provided.
e The prescription for prosthetics services, signed and dated by the beneficiary’s primary care
physician.
o The prosthetics provider’s signed and dated:
« Certification that used equipment is reconditioned, is in good working order,
and has no defects in workmanship or material.
< The beneficiary’s consent to receive services.
« Notification of termination of prosthetics services.
< Documentation to reflect that necessary training and orientation have been
provided to the beneficiary and any other applicable persons.

For crossover claims only, the Medicare/Medicaid Crossover Only Provider Manual sections 215.300 and 142.300
indicate that providers must maintain:

e Complete and accurate original records that fully disclose the nature and extent of goods,
services, or both provided to and for eligible beneficiaries. The delivery of all goods and
services billed to Medicaid must be documented in the beneficiary’s medical record.
Beneficiary records must support the levels of service billed to Medicaid.

Additionally, a beneficiary must be dually eligible for both Medicaid and Medicare.

Our review of the Prosthetics program revealed that six case files lacked some form of documentation to support the
services billed. Three of the case files were Prosthetics program files and had questioned costs totaling $3,504. The
other three case files were Medicare/Medicaid Crossover Only files with questioned costs totaling $1,846.
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U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-10 (Continued)

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

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

Federal Award Number(s): 05-1205AR5MAP; 05-1305AR5MAP
Federal Award Year(s): 2012 and 2013
Compliance Requirement(s) Affected: Activities Allowed or Unallowed —
Home and Community-Based Services
Type of Finding: Material Noncompliance and Material Weakness

Questioned Costs:
$860,435

Cause:
The Agency failed to ensure that all required documentation was maintained.

Effect:
Inadequate documentation for services provided could jeopardize beneficiary care and Agency payments made for
the care.

Recommendation:
We recommend the Agency establish and implement procedures to ensure all required documentation is maintained
in beneficiary case files.

Views of Responsible Officials and Planned Corrective Action:

The Agency agrees with the control and access to documentation portions of the finding for the Living Choices
Assisted Living program. After a limited review of the providers tested by Legislative Audit, DHS has been able to
obtain the documentation listed as unavailable for review or missing completely from a sample of the exceptions
noted. Therefore, DHS is not in agreement with the amount noted as questioned costs. As a part of the
determination of an appropriate corrective action plan DHS will, in conjunction with the Office of Quality Assurance,
perform a secondary review of all of the cases tested in the finding in an effort to ascertain why any of the documents
requested were not immediately available to Legislative Audit as well as to document all those not in existence. In
our tests thus far the records have been available but appear to have been scattered throughout areas responsible
for the care of individuals residing in these assisted living facilities, for instance the case notes would likely be
maintained in the nurse’s area and not with the financial records. In addition, it should be noted that all of these
providers are paid on a per diem basis and that the services they perform are designed to be at the direction of the
individual under care. In short, the information gleaned from the secondary review will inform DHS as to the specific
nature of improvements needed in the controls surrounding this program as well as the most effective road map for
use in future audits or reviews, allowing better and timelier access to the documentation needed by Legislative Audit
in their future engagements. Additionally, the Division of Aging and Adult Services (DAAS) will issue a Provider
Information Memorandum clarifying those documentation requirements and will continue to conduct provider
workshops with continued emphasis on documentation requirements.

The Agency agrees with the finding regarding the Prosthetics program and will strengthen the controls surrounding
documentation of the required information in order to properly substantiate the “audit trail” noted by legislative audit.

Anticipated Completion Date: June 2014

Contact Person: Mark Story
Assistant Director
Arkansas Department of Human Services
Division of Medical Services
P.O. Box 1437
Little Rock, AR 72203-1437
(501) 320-8955
Mark.Story@dhs.arkansas.gov
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U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-11

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

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

Federal Award Number(s): 05-1205AR5MAP; 05-1305AR5MAP
Federal Award Year(s): 2012 and 2013
Compliance Requirement(s) Affected: Activities Allowed or Unallowed —
Home and Community-Based Services
Type of Finding: Material Noncompliance and Material Weakness
Criteria:

Follow-up procedures for prior-year finding 12-710-05 from the 2012 Statewide Single Audit revealed continued
noncompliance and inadequate internal controls for three Home and Community-Based Services programs. In 2012,
we reviewed the following programs:

e Assisted Living Services
e ElderChoices
e Personal Care Services

Specific criteria for these programs are located on the following page.

As part of its response to the 2012 finding, the Agency stated it disagreed with the finding because its review
indicated that services were delivered in accordance with the plans of care, and accordingly, the payments were not
improper.

However, the payments are considered improper as defined by the Improper Payments Information Act of 2002, as
amended by Pub. L. No. 111-204; the Improper Payments Elimination and Recovery Act, Executive Order 13520 on
reducing improper payments; and the June 18, 2010, Presidential memorandum to enhance payment accuracy. The
term “improper payment” refers to the following:

e Any payment that should not have been made or that was made in an incorrect amount under
statutory, contractual, administrative, or other legally applicable requirements.

e Incorrect amounts, which include overpayments or underpayments made to eligible recipients
(including inappropriate denials of payment or service, any payment that does not account for
credit for applicable discounts, payments that are for the incorrect amount, and duplicate
payments).

e Any payment made to an ineligible recipient or for an ineligible good or service or payments for
goods or services not received (except for such payments where authorized by law).

e Any payment that an agency cannot determine was appropriate because of insufficient
or lack of documentation.

In addition, the Agency also stated it conducted follow-up audits for the 15 Assisted Living Services beneficiary case
files we reviewed and believes documentation was sufficient to support the billing submitted by the providers.

We noted in one of these case files that, after several attempts and requests, we were unable to locate and receive
files from the provider. Questioned costs for that case file totaled $102,205. This is one of the files the Agency
stated it reviewed and found sufficient documentation to support the billing.

On June 11, 2013, the provider of those services was referred to the Medicaid Fraud Control Unit for investigation.

The Agency also stated it disagreed with the finding because “DLA’s interpretation of policy is the provider should
have an actual start and stop time for each service performed during the day.”

DLA'’s position is that documentation of the date and actual time service(s) are rendered is a requirement because it
is clearly stated as such in the provider manuals established by the Agency. This specific criterion is located on the
following page.
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U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-11 (Continued)

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

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

Federal Award Number(s): 05-1205AR5MAP; 05-1305AR5MAP
Federal Award Year(s): 2012 and 2013
Compliance Requirement(s) Affected: Activities Allowed or Unallowed —
Home and Community-Based Services
Type of Finding: Material Noncompliance and Material Weakness

Criteria (Continued):
We also considered qualitative factors such as management oversight and the Medicaid Program’s high profile and
public interest, which could have a significant impact on the integrity of the program.

Condition and Context:

Our purpose in reviewing these programs was to determine if adequate supporting documentation was being
maintained in beneficiary case files as required by Arkansas Provider Manuals. The manuals dictate the information
that must be documented and maintained in these files to support the services billed.

The manuals dictate the following information be maintained in the files:

Assisted Living Services (section 202.100)

e A copy of the beneficiary’s person-centered service plan.

e The specific services rendered.

e The date and actual time the services were rendered.

e The name and title of the individual who provided the service.

e Updates describing the beneficiary’s progress or lack thereof. Updates should be maintained
on a daily basis or at each contact with or on behalf of the beneficiary. Progress notes must
be signed and dated by the provider of the service.

ElderChoices (section 214.000)
e A copy of the participant’s plan of care.

e A brief description of the specific service(s) provided.
e The signature and title of the individual rendering the service(s).
e The date and actual time the service(s) was rendered.

Personal Care Services (section 220.110(D))

e The date of service.

e The routines performed on that date of service.

e The time of day the aide begins the beneficiary’s services.

e The time of day the aide ends a beneficiary’s services.

¢ Notes regarding the beneficiary’s condition as instructed by the service supervisor.
e Task performance difficulties.

e The justification for any emergency unscheduled tasks and documentation of the prior-
approval or post-approval of the unscheduled tasks.

e The justification for not performing any scheduled service plan required tasks.
e Any other observations the aide believes are of note or should be reported to the supervisor.
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U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-11 (Continued)

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

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

Federal Award Number(s): 05-1205AR5MAP; 05-1305AR5MAP
Federal Award Year(s): 2012 and 2013
Compliance Requirement(s) Affected: Activities Allowed or Unallowed —
Home and Community-Based Services
Type of Finding: Material Noncompliance and Material Weakness

Condition and Context (Continued):

Our follow-up procedures included reviewing 31 beneficiary files to determine if required documentation was being
maintained to support services billed. Seven were selected from the Assisted Living Services program, and 12 each
were selected from the ElderChoices and Personal Care Services programs.

Our review revealed the following:

Assisted Living Services

o Five case files lacked some form of documentation to support the services billed. Questioned
costs totaled $58,768.

ElderChoices

o Five case files lacked some form of documentation to support the services billed. Questioned
costs totaled $28,479.

Personal Care Services

e Seven case files lacked some form of documentation to support the services billed.
Questioned costs totaled $16,622.

Questioned Costs:
$103,869

Cause:
The Agency failed to ensure that all required documentation was maintained.

Effect:
Inadequate documentation for services provided could jeopardize beneficiary care and Agency payments made for
the care.

Recommendation:
We again recommend the Agency establish and implement procedures to ensure all required documentation is
maintained in beneficiary case files.

Views of Responsible Officials and Planned Corrective Action:

The Agency agrees with the control and documentation portions of the finding for the Living Choices Assisted Living
program but is not in agreement regarding the questioned costs. After consultation with our federal partners at the
Centers for Medicare and Medicaid Services (CMS) and the provision of prior year finding documentation by DHS
and review of that documentation by CMS, both agencies agree that the documentation issues are not significant
enough to lead to recoverable questioned costs. The agencies agree that program required services were performed
and that the core requirements of the program were met. However, DHS recognizes that internal control and proper
documentation are important and both DDS and DAAS have corrective action plans detailed below designed to
improve the control environment and result in better documentation for federal claims.
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U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-11 (Continued)

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

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

Federal Award Number(s): 05-1205AR5MAP; 05-1305AR5MAP
Federal Award Year(s): 2012 and 2013
Compliance Requirement(s) Affected: Activities Allowed or Unallowed —
Home and Community-Based Services
Type of Finding: Material Noncompliance and Material Weakness

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

Assisted Living Services management agrees that internal controls are very important, and would point out that large
transformative changes to the HCBS waiver service delivery system are under way. This shift includes the transition
of services now in the waiver to the Community First Choice Option, and development of an electronic medical
records system that will streamline the agency’s ability to closely monitor compliance with administrative and
documentation requirements. In addition, ongoing training will be provided to home and community based service
providers at the corporate level as well as at the direct care level to make sure that the DDS program standards are
met. Management will also continue to review all current documentation requirements to ensure that they are related
to and in furtherance of state and federal statutory and regulatory requirements for targeted case management for the
ACS Waiver program and ensure that requirements are closely aligned with the goals of delivering higher quality
services more efficiently in a manner that will result in better outcomes for those individuals served through the
program. Finally, ACS Waiver Staff and DDS Certification and Licensure staff will conduct monitoring visits to home
and community based service providers to ensure compliance with DDS program standards

Since the 2012 Statewide Single Audit, DAAS completed the following actions related to the ElderChoices and
Personal Care Services programs. In conjunction with the Division of Medical Services, DAAS conducted
ElderChoices workshops where documentation requirements were specifically reviewed and emphasized. In
conjunction with the Division of Medical Services and Program Integrity, DAAS conducted ElderChoices Webinars
specifically targeted to clarification on documentation requirements. DAAS also issued a Provider Information
Memorandum specifically stating documentation requirements as outlined in Medicaid Policy. Finally, DAAS Quality
Assurance began conducting desk audits of providers. If desk audits identified documentation problems, DAAS
Quality Assurance advised providers of the problems as well as documentation requirements per Medicaid Policy.

Anticipated Completion Date: Complete

Contact Person: Mark Story
Assistant Director
Arkansas Department of Human Services
Division of Medical Services
P.O. Box 1437
Little Rock, AR 72203-1437
(501) 320-8955
Mark.Story@dhs.arkansas.gov
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U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-12

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

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

Federal Award Number(s): 05-1205AR5MAP; 05-1305AR5MAP

Federal Award Year(s): 2012 and 2013

Compliance Requirement(s) Affected: Activities Allowed or Unallowed —
Home and Community-Based Services

Type of Finding: Material Weakness

Criteria:

The U.S. Department of Health and Human Services (HHS) Office of Inspector General (OIG) 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 and is available on the HHS OIG home page in the Special Fraud Alerts section.

As these programs are especially risky, the Agency asserted that internal controls that relate specifically to Home and
Community-Based (HCB) Waiver Programs were in place during fiscal year 2013. First, the Agency’s Division of
Medical Services Quality Assurance (DMS QA) staff performed a review to determine if services billed were in
agreement with the services allowed according to the recipient’'s plan of care. Second, effective January 1, 2013,
DMS QA began performing home visits to ensure that services were actually being provided for claims submitted.
Finally, the financial accountability section (I-1) of the various HCB waivers requires independent audits of providers
meeting established thresholds. Independent audits are required to be submitted to and reviewed by the DHS Office
of Chief Council audit staff for compliance.

Condition and Context:
In order to determine if adequate controls were in place specific to the HCB Waiver Programs, we conducted three
separate control tests.

Our first test included obtaining a listing of all reviews performed by DMS QA whereby services billed were compared
to services allowed per the plans of care. We selected 60 items from this listing to determine if supporting
documentation was adequate to substantiate that the reviews had been performed. Our review revealed that 19
items did not have adequate supporting documentation of a review being performed by DMS QA. DMS QA indicated
that unless an issue was noted as a result of its review, no documentation of the review would be available.

Our second test included obtaining a listing of all home visits made by DMS QA whereby services were actually being
provided for claims submitted. We selected 60 items from this listing to determine if supporting documentation was
adequate to substantiate that the home visit had been made. Our review revealed that 49 items did not have
adequate supporting documentation of a home visit. DMS QA indicated that unless an issue was noted as a result of
the home visit, no documentation of the review would be available.

Our third test involved verification that all independent audits for providers meeting the criteria previously mentioned
were being received and reviewed by DHS Office of Chief Council. Our discussion with the Agency revealed that no
procedures were in place to review independent audits of providers, as required per the financial accountability
sections of the HCB waivers.

Questioned Costs:
None

Cause:
Although the Agency has designed internal control procedures to specifically address risks associated with Home and
Community-Based Programs, deficiencies exist that render controls ineffective.

Effect:
Inadequate controls could jeopardize beneficiary care and Agency payments made for the care.
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U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-12 (Continued)

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

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

Federal Award Number(s): 05-1205AR5MAP; 05-1305AR5MAP

Federal Award Year(s): 2012 and 2013

Compliance Requirement(s) Affected: Activities Allowed or Unallowed —
Home and Community-Based Services

Type of Finding: Material Weakness

Recommendation:

We recommend the Agency strengthen controls to ensure adequate documentation is maintained to provide evidence
of reviews performed. In addition, the Agency should establish procedures to ensure independent audits are
reviewed in accordance with existing guidelines.

Views of Responsible Officials and Planned Corrective Action:

The Agency concurs with the finding regarding documentation of review procedures performed as well as issues
concerning proper review of independent audits of providers. DMS will establish additional controls related to
expected and reasonable documentation of review procedures performed for all reviews, regardless of whether
issues are noted in the engagements. In addition, DMS will work with the DHS Office of Quality Assurance to ensure
timely and proper review of provider audits in accordance with Agency policy.

Anticipated Completion Date: June 2014

Contact Person: Mark Story
Assistant Director
Arkansas Department of Human Services
Division of Medical Services
P.O. Box 1437
Little Rock, AR 72203-1437
(501) 320-8955
Mark.Story@dhs.arkansas.gov
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U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-13

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

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

Federal Award Number(s): 05-1205AR5MAP; 05-1305AR5MAP

Federal Award Year(s): 2012 and 2013

Compliance Requirement(s) Affected: Activities Allowed or Unallowed —
Targeted Case Management

Type of Finding: Noncompliance and Significant Deficiency

Criteria:

Follow-up procedures for prior-year finding 12-710-09 from the 2012 Statewide Single Audit revealed continued
noncompliance and inadequate internal controls regarding case management services for the Alternative Community
Services (ACS) Waiver program.

As part of its response to the 2012 finding, the Agency stated it disagreed with the finding because “the most
common finding alleges that providers failed to record specific service delivery times. There is, however, no reason
to collect such information because payments hinge on the delivery of services in accordance with care plans. It
makes no difference whether a particular service was delivered at 2:00 p.m. or 3:00 p.m.”

Our position is that documentation of the date and actual time service(s) are rendered is a requirement because it is
clearly stated as such in the provider manuals established by the Agency. This specific criterion is located below.

We also considered qualitative factors such as management oversight and the Medicaid Program’s high profile and
public interest, which could have a significant impact on the integrity of the program.

Condition and Context:
Our purpose in reviewing this program was to determine if adequate supporting documentation was being maintained
in beneficiary case files as required by Section Il of the Arkansas Medicaid Provider Manual for the ACS Waiver
section 202.100. The manual dictates the information that must be documented and maintained in files to support the
services billed as follows:

e A copy of the beneficiary’s person-centered service plan.

e The specific services rendered.

e The date and actual time the services were rendered.

e The name and title of the individual who provided the services.

o Updates describing the beneficiary’s progress or lack thereof. Updates should be maintained
on a daily basis or at each contact with or on behalf of the beneficiary. Progress notes must
be signed and dated by the provider of the service.

In addition, case management services are available at three levels of support as defined by ACS Waiver
sections 230.211 — 230.213:

e Pervasive — Minimum of one face-to-face visit AND one other contact with the beneficiary or
legal representative each month. At least one visit must be made annually at the beneficiary’s
place of residence.

e Extensive — Minimum of one face-to-face visit with the beneficiary or legal representative each
month. At least one visit must be made annually at the beneficiary’s place of residence.

e Limited — Minimum of one face-to-face visit with the beneficiary or legal representative each
quarter and a minimum of one contact monthly for the months when a face-to-face visit is not
made. At least one visit must be made annually at the beneficiary’s place of residence.
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U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-13 (Continued)

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

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

Federal Award Number(s): 05-1205AR5MAP; 05-1305AR5MAP

Federal Award Year(s): 2012 and 2013

Compliance Requirement(s) Affected: Activities Allowed or Unallowed —
Targeted Case Management

Type of Finding: Noncompliance and Significant Deficiency

Condition and Context (Continued):
Our follow-up procedures included reviewing 15 beneficiary files to determine if required documentation was being
maintained by the provider (case manager) to support services billed. Our review revealed the following:

o Eight beneficiary files did not contain adequate supporting documentation for services billed.

e Three beneficiary files did not contain adequate supporting documentation to determine case
management services had been provided.

e Seven beneficiary files did not contain adequate supporting documentation to determine if the
level of support had been met by case managers.

Questioned Costs:
$9,181

Cause:
The Agency failed to ensure all required documentation was maintained.

Effect:
Inadequate documentation for services provided could jeopardize beneficiary care and Agency payments made for
the care.

Recommendation:
We again recommend the Agency establish and implement procedures to ensure all required documentation is
maintained in the beneficiary files.

Views of Responsible Officials and Planned Corrective Action:

The Agency agrees with the finding. The audit revealed some concerns in the area of adequate documentation by
service providers, therefore the Agency will improve controls, training and documentation procedures in the following
manner. ACS Waiver Staff and DDS Certification and Licensure staff will conduct monitoring visits to home and
community based service providers to ensure compliance with DDS program standards. Ongoing Training will be
provided to home and community based service providers at the corporate level as well as at the direct care level to
make sure that the DDS program standards are met. Management agrees that internal controls are very important,
and would point out that large transformative changes to the HCBS waiver service delivery system are under way.
This shift includes the transition of services now in the waiver to the Community First Choice Option, and
development of an electronic medical records system that will streamline the agency’s ability to closely monitor
compliance with administrative and documentation requirements. Management will continue to review all current
documentation requirements to ensure that they are related to and in furtherance of state and federal statutory and
regulatory requirements for targeted case management for the ACS Waiver program and ensure that requirements
are closely aligned with the goals of delivering higher quality services more efficiently in a manner that will result in
better outcomes for those individuals served through the program.

Anticipated Completion Date: April 2014
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Finding Number: 13-710-13 (Continued)

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

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

Federal Award Number(s): 05-1205AR5MAP; 05-1305AR5MAP

Federal Award Year(s): 2012 and 2013

Compliance Requirement(s) Affected: Activities Allowed or Unallowed —
Targeted Case Management

Type of Finding: Noncompliance and Significant Deficiency

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

Contact Person: Mark Story
Assistant Director
Arkansas Department of Human Services
Division of Medical Services
P.O. Box 1437
Little Rock, AR 72203-1437
(501) 320-8955
Mark.Story@dhs.arkansas.gov

-77 -


mailto:Mark.Story@dhs.arkansas.gov

State Of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2013

U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-14

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

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

Federal Award Number(s): 05-1205AR5ADM; 05-1305AR5ADM

Federal Award Year(s): 2012 and 2013

Compliance Requirement(s) Affected: Allowable Costs/Cost Principles —
Rebates for Drug Purchases

Type of Finding: Noncompliance and Significant Deficiency

Criteria:

Section 1927 of the Social Security Act allows states to receive rebates for drug purchases. No later than 60 days
after the end of the quarter, the State Medicaid Agency (i.e., the Arkansas Department of Human Services [DHS])
must provide drug utilization data (invoices) to the manufacturers. Within 30 days of receipt of the invoices from
DHS, the manufacturers are required to pay the rebate or provide DHS with written notice of disputed items not paid
because of discrepancies found.

Condition and Context:

We selected 60 National Drug Codes (NDC) from the quarter ended December 31, 2012, to determine if the Agency
generated invoices timely and if the manufacturers submitted rebate payments timely. Our review revealed that all
invoices were generated timely. However, rebate payments representing 30 of the NDC reviewed were not received
timely. In addition, rebate payments for two of the NDC had yet to be received as of December 23, 2013, and the
Agency could not provide adequate evidence documenting that the outstanding rebate balances were being actively
pursued for collection.

Questioned Costs:
None

Cause:

There is no way to determine the cause for the untimely payments from the manufacturers as this is beyond Agency
control. However, the Agency does not have adequate procedures in place to pursue collection of outstanding rebate
balances.

Effect:
The Agency is not receiving all rebates for drug purchases timely. In addition, documentation is inadequate to
support that outstanding rebate balances are being actively pursued.

Recommendation:
We recommend the Agency establish and implement procedures to ensure all rebates for drug purchases are
pursued for collection.

Views of Responsible Officials and Planned Corrective Action:

The Agency concurs with the finding regarding policies and procedures to pursue collection of outstanding rebate
balances. DMS will establish procedures to pursue collection of rebate balances. DMS will also establish stronger
reporting and tracking capability in an effort to develop more effective analytical tools for decision making surrounding
these outstanding balances.

Anticipated Completion Date: September 2014

Contact Person: Mark Story
Assistant Director
Arkansas Department of Human Services
Division of Medical Services
P.O. Box 1437
Little Rock, AR 72203-1437
(501) 320-8955
Mark.Story@dhs.arkansas.gov
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U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-15

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

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

Federal Award Number(s): 05-1205AR5ADM; 05-1305AR5ADM

Federal Award Year(s): 2013 and 2012

Compliance Requirement(s) Affected: Allowable Costs/Cost Principles —
Rebates for Drug Purchases

Type of Finding: Significant Deficiency

Criteria:

In accordance with Ark. Code Ann. § 19-2-305 (a) — (b)(1), “A state agency shall diligently and actively pursue the
collection of their accounts and notes receivable. Diligently and actively pursuing the collection of these accounts
may include, but is not limited to: contacting debtor by phone or letter within a reasonable time after an account is
deemed delinquent.”

Additionally, written policies should be in place outlining procedures to both identify and write-off uncollectible
balances. Ark. Code Ann. § 19-2-306 (a) states, “If after the state agency has pursued collection of the debt owed it
as set out in this subchapter and the debt or partial debt is decreed to be uncollectible, then the debt shall be referred
to the Chief Fiscal Officer of the State for abatement.”

Condition and Context:

During our review to determine compliance with rebates for drug purchases, we discovered the Agency was not
actively pursuing outstanding balances, as noted in finding 13-710-14. As a result, we inquired about formal written
policies and procedures for the following:

e Pursuit of outstanding accounts receivable balances regarding rebates for drug purchases.

o Identification of outstanding accounts receivable balances regarding rebates for drug
purchases that are not collectable and should be referred to the proper authorities for
abatement.

Agency personnel stated that there are no written policies and procedures for these areas.

Questioned Costs:
None

Cause:

The Agency failed to develop written policies and procedures to actively pursue outstanding accounts receivable
balances regarding rebates for drug purchases or to identify and refer uncollectable balances to the proper authorities
for abatement.

Effect:
As of June 30, 2013, the outstanding accounts receivable balance for rebates for drug purchases was $56 million, $5
million of which is over one year old.

Recommendation:

We recommend the Agency establish and implement procedures to ensure all rebates for drug purchases are
pursued for collection. In addition, the Agency should establish and implement procedures to identify and refer
uncollectable balances to the proper authorities for abatement.

Views of Responsible Officials and Planned Corrective Action:

The Agency concurs with the finding and agrees with the lack of written policies regarding rebate balances. DMS will
develop written policies regarding uncollectable balances and abatement consistent with Arkansas code and Federal
regulations.

Anticipated Completion Date: September 2014
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U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-15 (Continued)

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

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

Federal Award Number(s): 05-1205AR5ADM; 05-1305AR5ADM

Federal Award Year(s): 2013 and 2012

Compliance Requirement(s) Affected: Allowable Costs/Cost Principles —
Rebates for Drug Purchases

Type of Finding: Significant Deficiency

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

Contact Person: Mark Story
Assistant Director
Arkansas Department of Human Services
Division of Medical Services
P.O. Box 1437
Little Rock, AR 72203-1437
(501) 320-8955
Mark.Story@dhs.arkansas.gov
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U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-16

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

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

Federal Award Number(s): 05-1205AR5MAP; 05-1305AR5MAP
Federal Award Year(s): 2012 and 2013

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Material Weakness
Criteria:

It is the State’s responsibility to determine that Medicaid applicants meet the eligibility criteria as specified in the
approved State Plan. Eligibility requirements for the Medicaid program are outlined in the Arkansas Medical Services
(MS) manual. 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 apply to the specific Medicaid category.
However, these manuals are considered reference manuals for the MS manual, not Medicaid manuals. 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, “The Agency must include in each application record facts to support
the Agency’s decision on his application.”

Condition and Context:

We reviewed 120 Medicaid recipient files to ensure adequate documentation was provided to support the Agency’s
determination of eligibility. Sixty files were for aid categories determined to be spend downs. The other 60
represented all other aid categories. Our review revealed the following:

¢ In one recipient file representing paid claims for State Aid category 27 (AFDC Spend Down),
documentation revealed medical bills were inadequate to spend the recipients’ income down to
the point of eligibility or that the medical bills used were not verified to ensure that amounts
were still outstanding, were applicable to the recipient in question, and were not being
addressed through a payment plan. The Agency’s failure to follow program requirements
regarding the use of medical bills to spend down income resulted in known questioned costs
totaling $1,668.

¢ Inone recipient file representing paid claims for State Aid category 47 (Disabled Spend Down),
documentation revealed that the approved resource limits were either exceeded or not verified;
Social Security enumeration was not satisfied; medical bills were inadequate to spend the
recipients’ income down to the point of eligibility; or the medical bills used were not verified to
ensure that amounts were still outstanding, were applicable to the recipient in question, and
were not being addressed through a payment plan. As a result of the Agency’s failure to follow
program requirements regarding resource limitations or verifications and medical bills used to
spend down income, known questioned costs were determined to be $371. As a result of our
testing in 2013, additional known questioned costs for fiscal year 2012 were discovered
totaling $22,435.

¢ In one recipient file representing paid claims for State Aid category 47 (Disabled Spend Down),
documentation revealed that the approved resource limits were either exceeded or not verified.
As a result of the Agency’s failure to follow program requirements for resource limitations or
verification, known questioned costs were determined to be $9,558.

In addition to the three compliance and internal control deficiencies summarized above, an additional 47 internal
control deficiencies were noted. Deficiencies included missing signed applications as well as various eligibility
attributes, including those related to Social Security enumeration, citizenship, assignment of rights, categorical
relatedness, medical necessity, appropriateness of care, and resources, that were either not initially considered or
adequately documented when eligibility was determined. Additionally, there were also cases of missing spend down
computations documenting a recipient’s unmet liability as well as the medical bills that were used to spend down the
recipient'’s income, improper spend down computations, and several instances of inadequate documentation
supporting the medical bills used to spend down the income. However, the Agency was able to address these
specific deficiencies, and the recipient’s eligibility was not affected.
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U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-16 (Continued)

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

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

Federal Award Number(s): 05-1205AR5MAP; 05-1305AR5MAP
Federal Award Year(s): 2012 and 2013

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Material Weakness

Questioned Costs:
$11,597 (2013)

$22,435 (2012)

Cause:

Although the Agency has designed internal control procedures to review recipient files to ensure adequate
documentation is provided to support the Agency’s determination of eligibility, certain areas still require continued
communication to and training of the appropriate Agency personnel.

Effect:
Payments to providers were made on behalf of ineligible recipients.

Recommendation:
We recommend the Agency continue providing adequate communication and training to appropriate personnel to
ensure compliance with all program requirements as defined in the MS manual.

Views of Responsible Officials and Planned Corrective Action:

The Agency concurs with the findings for these Spend Down categories. We are very pleased that there were no
findings for the remaining Medicaid categories for the second consecutive year. The Agency will continue our
existing program integrity efforts as marked improvement has occurred since the previous years’ findings for two of
the very complex Spend Down categories.

Anticipated Completion Date: Complete
Contact Person: Joni Jones
Director

Arkansas Department of Human Services
Division of County Operations

P.O. Box 1437, Mail Slot S301

Little Rock, AR 72203-1437

(501) 682-8375
joni.jones@dhs.arkansas.gov
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U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-17

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

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

Federal Award Number(s): 05-1205AR5MAP; 05-1305AR5MAP
Federal Award Year(s): 2012 and 2013

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Material Weakness

Criteria:

As noted in OMB Circular A-133, § 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
provisions of contracts or grant agreements that could have a material effect on each of its federal programs.

Medicaid eligibility is determined by Program Eligibility Specialists (PES) located in the various county offices
throughout the State. It is essential that the number of trained and knowledgeable PES is adequate to perform
eligibility determinations. All activity concerning eligibility is documented by the PES in the Arkansas Network System
for Welfare Eligibility and Reporting (ANSWER) and is subject to supervisory review. All new PES are subject to a
100% review, at minimum, during their first month of employment and a 75% review, at minimum, during their second
month. Reviews are conducted as needed at the beginning of the third month.

Condition and Context:

We reviewed the Agency’s supervisory review process for 10 newly-hired PES. Our review revealed eligibility actions
of three PES were not documented as reviewed by a supervisor during their first month of employment. In addition,
eligibility actions for one PES was not documented as reviewed during the first or second month of employment.

Questioned Costs:
None

Cause:
Although the Agency has designed internal control procedures to ensure the accuracy of eligibility determinations by
newly hired PES, the control is not operating as designed.

Effect:
Payments on behalf of ineligible recipients could have been processed.

Recommendation:
We recommend the Agency strengthen existing controls to ensure supervisory reviews are performed as required for
newly hired PES.

Views of Responsible Officials and Planned Corrective Action:

One of these new employees was in New Worker training from March 18, 2013 to April 5, 2013. Trainees are
required to conduct re-evaluations while in training with oversight by the trainer. The two cases cited by Legislative
Audit for this employee were appropriately reviewed by the trainer. The other two employees work for the Access
Arkansas Processing Center doing more specialized work. After numerous case reviews that indicated a 98 - 100%
accuracy rate, the supervisor determined a complete review of their work was no longer necessary. As a corrective
action measure, for cases worked during training, the review will now be documented by the trainer. Targeted
second party reviews will continue to be conducted for staff in county offices.

Anticipated Completion Date: Complete
Contact Person: Joni Jones
Director

Arkansas Department of Human Services
Division of County Operations

P.O. Box 1437, Mail Slot S301

Little Rock, AR 72203-1437

(501) 682-8375
joni.jones@dhs.arkansas.gov
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U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-18

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

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

Federal Award Number(s): 05-1205AR5MAP; 05-1305AR5MAP
Federal Award Year(s): 2012 and 2013

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency
Criteria:

The Agency must operate a Medicaid Eligibility Quality Control (MEQC) program in accordance with 42 CFR
§ 431.810 — 431.822. The Agency’s MEQC developed the Medicaid Miller Income Trust and Spouse Allowance (MIT-
SA) pilot project for federal fiscal year 2013. The pilot project included Long Term Care (LTC) reviews with a focus
on cases involving Miller Income Trusts and Community Spouse Monthly Income Allowance (CSMIA).

In addition to the pilot project, MEQC developed an in-house project that involved reviewing cases with claims
exceeding $50,000 and determined to be in a high-risk category.

All errors found by MEQC would be presented at a weekly error committee meeting, and the committee would notify
the county office of the errors. County offices would then have 10 days to appeal error decisions. If no appeal was
submitted, the county offices would be responsible for correcting the errors and submitting an error response form,
DCO-29, to MEQC within 30 days. If an error resulted in an overpayment, overpayment form DHS-199 would be
submitted to the Overpayment Unit within 30 days. If fraud was suspected, the case would be referred to the Fraud
Unit within 30 days.

Condition and Context:

We performed a test to determine compliance with project procedures. We selected 60 cases that had been
reviewed by MEQC. MEQC discovered errors in five of the cases and found the remaining 55 cases to be without
errors.

Our review revealed a breakdown in procedures for one case in which MEQC found an error. The recipient in this
case was determined ineligible by MEQC. MEQC issued a memorandum to the County Office Administrator of
Jefferson County, dated August 1, 2013, outlining the corrective action to be taken, including completion of a DCO-29
within 30 days. If an overpayment occurs , the DHS-199 must be submitted to the overpayment unit within 30 days.
The DCO-29, dated August 13, 2013, was completed timely by the county office. However, the DHS-199 was not
completed until October 4, 2013, subsequent to the case being selected for testing by DLA.

Questioned Costs:
$8,505 (2013)
$4,253 (2014)

Cause:
The county office failed to complete and submit the DHS-199 timely, as required.

Effect:
An overpayment totaling $12,758, identified by the Agency’s MEQC, was not submitted to the overpayment unit
within 30 days, as required.

Recommendation:
We recommend the Agency strengthen existing in-house project procedures to ensure errors and overpayments are
processed timely.

Views of Responsible Officials and Planned Corrective Action:

The client’'s bank statement for the month of August 2013 was required In order to complete the overpayment. This
statement was not printed by the bank until September 19, 2013 and was not provided by the client until October 7,
2013. The DCO-199 was completed upon receiving the requested information. Management staff in this office has
been directed to more closely monitor the timely submission of documents required to complete overpayments within
the 30 day time frame required by policy and to document the reason for delays.
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U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-18 (Continued)

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

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

Federal Award Number(s): 05-1205AR5MAP; 05-1305AR5MAP
Federal Award Year(s): 2012 and 2013

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency

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

Anticipated Completion Date: Complete
Contact Person: Joni Jones
Director

Arkansas Department of Human Services
Division of County Operations

P.O. Box 1437, Mail Slot S301

Little Rock, AR 72203-1437

(501) 682-8375
joni.jones@dhs.arkansas.gov
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U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-19

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

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

Federal Award Number(s): 05-1205AR5MAP; 05-1305AR5MAP
Federal Award Year(s): 2012 and 2013

Compliance Requirement(s) Affected: Period of Availability of Federal Funds
Type of Finding: Significant Deficiency

Criteria:

As noted in OMB Circular A-133, § 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
provisions of contracts or grant agreements that could have a material effect on each of its federal programs. In
addition, 42 CFR § 447.45 defines timely submission of claims for processing and section 302.100 of the Provider
Manual specifically addresses timely claims processing for Medicare/Medicaid Crossover claims.

Condition and Context:
We selected claims paid during a five-week period to determine if edits in the MMIS system properly suspend claims
that are not submitted timely.

Our review revealed that six claims properly suspended by MMIS were manually overridden or “forced” by an HP
resolution clerk and paid in error.

In addition, the Agency was unable to provide supporting documentation authorizing the approval for seven claims
properly suspended but subsequently approved for processing. The Agency stated HP does not maintain
authorizations past six months.

Questioned Costs:
$1,386

Note: The Agency recouped questioned costs of $1,378 on September 19, 2013, and $8 on January 16, 2014.

Cause:
HP claims resolution staff failed to follow the claims resolution directions set forth in the manual and failed to maintain
adequate supporting documentation.

Effect:
Claims were paid in error, and adequate documentation was not maintained for all claims suspended and
subsequently processed for payment.

Recommendation:

We recommend the Agency strengthen existing controls to ensure claims suspended by MMIS are properly
processed. In addition, the Agency should review record retention policies with staff to ensure adequate supporting
documentation is maintained.

Views of Responsible Officials and Planned Corrective Action:

The Agency agrees with the finding. The errors resulted from turnover in personnel by the MMIS operator. All new
personnel have now received additional training and a recurrence of these errors is not expected. It should be
reinforced that all of the questioned costs were recouped prior to the issuance of the audit report.

Anticipated Completion Date: Complete

Contact Person: Mark Story
Assistant Director
Arkansas Department of Human Services
Division of Medical Services
P.O. Box 1437
Little Rock, AR 72203-1437
(501) 320-8955
Mark.Story@dhs.arkansas.gov
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U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-20

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

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

Federal Award Number(s): 05-1205AR5MAP; 05-1305AR5MAP

Federal Award Year(s): 2012 and 2013

Compliance Requirement(s) Affected: Special Tests and Provisions — Provider Eligibility
Type of Finding: Noncompliance and Significant Deficiency
Criteria:

In accordance with section |, part 141.000 of the Provider Manual, any provider of health services must be enrolled in
the Arkansas Medicaid Program before Medicaid will cover any services provided to Arkansas Medicaid beneficiaries.
The manual indicates that the following documentation must be submitted to complete the enroliment process:

1) Signed application.

2) Internal Revenue Service (IRS) Form W-9.

3) Medicaid provider contract.

4) Primary Care Physician (PCP) agreement, if applicable.

5) Early Periodic Screening, Diagnosis, and Treatment (EPSDT) agreement, if applicable.
6) Change in ownership control or conviction of crime.

7) Disclosure of significant business transactions.

In addition, section Il may contain supplemental, specific participation requirements for providers, which may include
the following:

1) Specific license or certification required based on provider type and specialty.
2) Participation in the Medicare program, if applicable.

Condition and Context:

We reviewed enrollment and other supplemental information as applicable for 60 active providers to determine if
required documentation was completed and maintained. Our review revealed two instances of noncompliance as
follows:

e Two provider files did not contain a signed application during the fiscal year under review. In
addition, one of these provider files did not contain a signed Medicaid provider contract or IRS
Form W-9. This documentation is required for the provider to be considered “enrolled” and
eligible for reimbursement for services provided to Medicaid beneficiaries. As a result, claims
paid during fiscal year 2013 totaling $114,340 were considered questioned costs.

e One provider file did not contain a Division of Behavioral Health Services (DBHS) certification.
Prior to the end of fieldwork, the Agency addressed this specific deficiency, and the provider’s
eligibility was not affected.

Questioned Costs:
$114,340

Cause:

Although the Agency has designed internal control procedures to ensure providers are submitting all required
documentation and the documentation is maintained, certain areas still require continued communication to the
appropriate personnel.

Effect:
Claims payments to ineligible providers were processed.
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U.S. Department of Health and Human Services (Continued)

Finding Number: 13-710-20 (Continued)

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

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

Federal Award Number(s): 05-1205AR5MAP; 05-1305AR5MAP

Federal Award Year(s): 2012 and 2013

Compliance Requirement(s) Affected: Special Tests and Provisions — Provider Eligibility
Type of Finding: Noncompliance and Significant Deficiency

Recommendation:
We recommend the Agency strengthen controls to ensure required enrollment documentation is maintained to
support provider eligibility.

Views of Responsible Officials and Planned Corrective Action:

The agency agrees with the findings and will work to continue improving quality assurance processes as they relate
to provider enrollment requirements and record keeping. Quarterly, DMS staff review test enrollment files to ensure
they meet federal and state requirements. New internal requirements have been implemented that require that the
documents in question be present when scanning and saving enrollment files. In addition, new policies adopted to
conform to the Affordable Care Act (ACA) require that all provider types re-enroll/revalidate their enroliment every five
(5) years. This will assist in ascertaining whether changes that may have occurred with the enrollee have been
appropriately updated; leading to an increase in the scrutiny and accuracy of files and records.

Anticipated Completion Date: Complete

Contact Person: Mark Story
Assistant Director
Arkansas Department of Human Services
Division of Medical Services
P.O. Box 1437
Little Rock, AR 72203-1437
(501) 320-8955
Mark.Story@dhs.arkansas.gov
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Findings Covering Programs Audited by Other External Auditors
U.S. Department of Agriculture

Finding Number: 13-395-01

State/Educational Agency(s): Arkansas Development Finance Authority
CFDA Number(s) and Program Title(s):  10.415 — Rural Rental Housing Loans

Federal Award Number(s): Unknown

Federal Award Year(s): Unknown

Compliance Requirement(s) Affected: Reporting

Type of Finding: Material Noncompliance and Material Weakness
Criteria:

Management is responsible for establishing policies and procedures to ensure that reporting requirements for grants
are met in a timely and accurate manner.

Condition and Context:
The Authority was unaware of their reporting requirement and failed to file the four quarterly federal financial reports
on a timely basis.

Questioned Costs:
None

Cause:
Policies and procedures appear to not be in place to ensure the reporting requirements are identified and met.

Effect:
The Authority did not comply with a requirement of a federal award program.

Recommendation:
We recommend policies be implemented to ensure compliance with federal requirements and documented control
activities be put in place to ensure policies are being followed.

Views of Responsible Officials and Planned Corrective Action:

As reported to other external auditors: Management agrees with the finding, and subsequent to year-end the
Authority filed all federal financial reports for the year. Management will implement policies and control activities to
ensure compliance.

Additional comments: Management made the Housing Department responsible for filing future federal financial
reports. The Housing Department entered the reports in its tickler system. The Accounting Department serves as
backup to the Housing Department. Therefore, the reports are also on Accounting’s tickler system. Internal Audit
was informed of the program and has included it on the Risk & Assessment for Annual Audit Plan. In addition, the
program is audited by an external public accounting firm. Management is in the process of the annual review of
policies and procedures for all housing programs.

Anticipated Completion Date:

1. Past due federal financial reports were filed on September 17, 2013.
2. The Semi-Annual report was timely filed on January 27, 2014.
3. The next report is due July 30, 2014.

Contact Person: Cheryl Schluterman
VP for Finance & Administration
Arkansas Development Finance Authority
900 W. Capitol Ave, Ste 310
Little Rock, AR 72201
(501) 682-5995
Cheryl.schluterman@adfa.arkansas.gov
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Findings Covering Programs Audited by Other External Auditors (Continued)

U.S. Department of Health and Human Services

Finding Number: 13-150-01
State/Educational Agency(s): University of Arkansas for Medical Sciences
CFDA Number(s) and Program Title(s): = 93.394 — Cancer Detection and Diagnosis Research
93.395 — Cancer Treatment Research
93.398 — Cancer Research Manpower
93.847 - Diabetes, Digestive, and Kidney Diseases
Extramural Research
93.Unknown — Other Department of Health and
Human Services Assistance
(Research and Development Cluster)
Federal Award Number(s): ACRIN 6685; CA032102; CALGB 90802;
NSC-736634; S1201; ECOG 1609;
Protocol R; HHS-N-260-2005-00007-C

Federal Award Year(s): July 1, 2012 through June 30, 2013

Compliance Requirement(s) Affected: Allowable Costs/Cost Principles — Indirect Costs
Type of Finding: Noncompliance

Criteria:

In order to recover indirect costs, educational institutions must prepare indirect cost rate proposals (ICRPs) in
accordance with the guidelines provided in A-21. Educational institutions must submit ICRPs to the cognizant agency
for approval (A-21, section G.11). These approved rates must be applied to Federal Awards, unless superseded by
award-specific rates.

Condition and Context:

Out of a sample of 25 indirect cost expenditures for R&D grants selected for testing, one item was identified for which
the federally approved indirect cost rate was not used for the April 2013 indirect cost expenditures. This selected
expenditure resulted in an over expenditure of $15,465.23.

Additionally, upon further investigation of the magnitude of this finding, there were 8 grants for which an over
expenditure was recorded, resulting in an over expenditure of $24,424.94 specifically for the April 2013 monthly
indirect costs. It should be noted that all 8 of these grants are clinical trials grants for which cash had not yet been
drawn for the recorded indirect expenditures as of year-end.

It is noted that our testing encompassed multiple different months and a variety of indirect cost uploads and this was
the only instance where an incorrect upload of the indirect costs was identified.

Questioned Costs:

Indirect Cost
CFDA Over- Document / Contract Agency / Pass-Through Entity
Expenditure
93.394 15,465.23 | ACRIN 6685 American College of Radiology
93.395 145.75 | CA032102 Southwest Oncology Group
93.395 1,350.00 | CALGB 90802 CTSU-CALGB
93.395 1,017.50 | NSC-736634 Southwest Oncology Group
93.395 1,397.87 | S1201 Southwest Oncology Group
93.398 4,770.00 | ECOG 1609 Cancer Trials Support Unit
93.847 78.40 | Protocol R Jaeb Center for Health Research
93.Unknown 200.19 | HHS-N-260-2005-00007-C The EMMES Corporation
Total 24,424.94
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Findings Covering Programs Audited by Other External Auditors (Continued)

U.S. Department of Health and Human Services (Continued)

Finding Number: 13-150-01 (Continued)
State/Educational Agency(s): University of Arkansas for Medical Sciences
CFDA Number(s) and Program Title(s): = 93.394 — Cancer Detection and Diagnosis Research
93.395 — Cancer Treatment Research
93.398 — Cancer Research Manpower
93.847 - Diabetes, Digestive, and Kidney Diseases
Extramural Research
93.Unknown — Other Department of Health and
Human Services Assistance
(Research and Development Cluster)
Federal Award Number(s): ACRIN 6685; CA032102; CALGB 90802;
NSC-736634; S1201; ECOG 1609;
Protocol R; HHS-N-260-2005-00007-C

Federal Award Year(s): July 1, 2012 through June 30, 2013

Compliance Requirement(s) Affected: Allowable Costs/Cost Principles — Indirect Costs
Type of Finding: Noncompliance

Cause:

UAMS’ process of recording indirect costs is based off of an automated calculation which pulls from grant specific
rates that have been previously uploaded into the system; however, the monthly upload of these calculations to
record the indirect cost expenditures is a manual process. When uploading a portion of the April 2013 indirect cost
expenditures, monthly indirect costs for eight of the grants (clinical trials) were uploaded using the incorrect column
from the automated indirect costs calculation file, resulting in an over expenditure of indirect costs.

Effect:

The recording of expenditures of indirect costs greater than the approved rate could result in drawdowns or
reimbursements for unallowable costs, as these indirect cost rates have either been federally approved or approved
on an award-specific basis within the grant award.

Recommendation:

It is our recommendation that management implements a more robust review process of their upload of monthly grant
expenditures to better verify that indirect cost rates were applied to the grants for that month. Additionally, a periodic
review should be performed to verify that Federal grants had not incurred indirect costs at a rate greater than their
approved rates.

Views of Responsible Officials and Planned Corrective Action:

We concur with the finding. Management will continue the current review of F&A postings each month but will add a
quarterly review as of December 31, 2013 to ensure human errors such as this do not occur or if they do occur the
errors are corrected in a timely manner.

Anticipated Completion Date: Currently implemented effective December 13, 2013

Contact Person: Tyrone Stephens
Director of Cost Accounting
University of Arkansas for Medical Sciences
4301 W. Markham St
Little Rock AR 72205
(501) 526-7452
stephenstyroned@uams.edu
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State of Arkansas
Schedule of Expenditures of Federal Awards

For The Year Ended June 30, 2013

CFDA Amount
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 $ 733,183,380
State Administrative Matching Grants for the Supplemental Nutrition
Assistance Program 10.561 30,597,792
Total United States Department of Agriculture 763,781,172
Total SNAP CLUSTER 763,781,172
CHILD NUTRITION CLUSTER *
United States Department of Agriculture
School Breakfast Program 10.553 42,815,625 $ 41,795,183
National School Lunch Program 10.555 134,500,780 118,207,776
Pass-Through from Pulaski County Special School District 10.555 4,931
Summer Food Service Program for Children 10.559 6,448,493
Total United States Department of Agriculture 183,769,829 160,002,959
Total CHILD NUTRITION CLUSTER 183,769,829 160,002,959
FOOD DISTRIBUTION CLUSTER
United States Department of Agriculture
Commodity Supplemental Food Program 10.565 983,829
Emergency Food Assistance Program (Administrative Costs) 10.568 610,298 478,245
Emergency Food Assistance Program (Food Commodities) 10.569 5,781,605
Total United States Department of Agriculture 7,375,732 478,245
Total FOOD DISTRIBUTION CLUSTER 7,375,732 478,245
FOREST SERVICE SCHOOLS AND ROADS CLUSTER
United States Department of Agriculture
Schools and Roads - Grants to States 10.665 7,153,029 7,153,029
Total United States Department of Agriculture 7,153,029 7,153,029
Total FOREST SERVICE SCHOOLS AND ROADS CLUSTER 7,153,029 7,153,029
ECONOMIC DEVELOPMENT CLUSTER
United States Department of Commerce
Economic Adjustment Assistance 11.307 470,310
Pass-Through from Winrock International 11.307 102,856
Total United States Department of Commerce 573,166
Total ECONOMIC DEVELOPMENT CLUSTER 573,166
CDBG-ENTITLEMENT GRANTS CLUSTER *
United States Department of Housing and Urban Development
Community Development Block Grants/Entitlement Grants 14.218 33,161,435 32,816,935
Total United States Department of Housing and Urban Development 33,161,435 32,816,935
Total CDBG-ENTITLEMENT GRANTS CLUSTER 33,161,435 32,816,935

*Denotes Major Program -92-
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CFDA Amount
CLUSTER NAME/Federal Grantor/Program Name/ Or Other Provided to
Pass-Through Entity Identifying # Expenditures Subrecipients
CDBG - STATE-ADMINISTERED CDBG CLUSTER *
United States Department of Housing and Urban Development
Community Development Block Grants/State's program and
Non-Entitlement Grants in Hawaii 14.228 $ 30,089,448 $ 29,601,059
ARRA - Community Development Block Grants/State's program and
Non-Entitlement Grants in Hawaii 14.255 455,569 455,569
Total United States Department of Housing and Urban Development 30,545,017 30,056,628
Total CDBG - STATE-ADMINISTERED CDBG CLUSTER 30,545,017 30,056,628
FISH AND WILDLIFE CLUSTER
United States Department of the Interior
Sport Fish Restoration Program 15.605 6,928,714
Wildlife Restoration and Basic Hunter Education 15.611 6,151,261
Total United States Department of the Interior 13,079,975
Total FISH AND WILDLIFE CLUSTER 13,079,975
JAG PROGRAM CLUSTER
United States Department of Justice
Edward Byrne Memorial Justice Assistance Grant Program 16.738 3,484,489 3,207,420
ARRA - Recovery Act - Edward Byrne Memorial Justice Assistance
Grant (JAG) Program/Grants to States and Territories 16.803 727,036 541,163
Total United States Department of Justice 4,211,525 3,748,583
Total JAG PROGRAM CLUSTER 4,211,525 3,748,583
EMPLOYMENT SERVICE CLUSTER
United States Department of Labor
Employment Service/Wagner-Peyser Funded Activities 17.207 6,159,888
Disabled Veterans' Outreach Program (DVOP) 17.801 273,216
Local Veterans' Employment Representative Program 17.804 1,026,088
Total United States Department of Labor 7,459,192
Total EMPLOYMENT SERVICE CLUSTER 7,459,192
WIA CLUSTER
United States Department of Labor
WIA Adult Program 17.258 7,733,073 7,063,483
WIA Youth Activities 17.259 7,260,492 6,737,670
WIA Dislocated Workers 17.260 171,420
WIA Dislocated Worker Formula Grants 17.278 6,172,842 4,080,976
ARRA - WIA Dislocated Worker Formula Grants 17.278 13,215
Total United States Department of Labor 21,351,042 17,882,129
Total WIA CLUSTER 21,351,042 17,882,129

*Denotes Major Program -93 -
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CFDA Amount
CLUSTER NAME/Federal Grantor/Program Name/ Or Other Provided to
Pass-Through Entity Identifying # Expenditures Subrecipients
HIGHWAY PLANNING AND CONSTRUCTION CLUSTER
United States Department of Transportation
Highway Planning and Construction 20.205 541,338,630 $ 16,990,137
ARRA - Highway Planning and Construction 20.205 5,290,459
Recreational Trails Program 20.219 793,528 528,550
Total United States Department of Transportation 547,422,617 17,518,687
Total HIGHWAY PLANNING AND CONSTRUCTION CLUSTER 547,422,617 17,518,687
FEDERAL TRANSIT CLUSTER
United States Department of Transportation
Federal Transit_Capital Investment Grants 20.500 1,913,812
Federal Transit_Formula Grants 20.507 953,744
Total United States Department of Transportation 2,867,556
Total FEDERAL TRANSIT CLUSTER 2,867,556
TRANSIT SERVICES PROGRAMS CLUSTER
United States Department of Transportation
Capital Assistance Program for Elderly Persons and Persons
with Disabilities 20.513 1,459,838
Job Access_Reverse Commute 20.516 1,954,061 1,518,424
New Freedom Program 20.521 1,403,640 1,147,787
Total United States Department of Transportation 4,817,539 2,666,211
Total TRANSIT SERVICES PROGRAMS CLUSTER 4,817,539 2,666,211
HIGHWAY SAFETY CLUSTER
United States Department of Transportation
State and Community Highway Safety 20.600 2,587,951 642,521
Alcohol Impaired Driving Countermeasures Incentive Grants | 20.601 1,625,708 476,755
Occupant Protection Incentive Grants 20.602 279,589 63,490
Safety Belt Performance Grants 20.609 2,689,922
State Traffic Safety Information System Improvement Grants 20.610 410,375
Incentive Grant Program to Increase Motorcyclist Safety 20.612 108,496
Total United States Department of Transportation 7,702,041 1,182,766
Total HIGHWAY SAFETY CLUSTER 7,702,041 1,182,766
TITLE 1, PART A CLUSTER
United States Department of Education
Title | Grants to Local Educational Agencies 84.010 155,064,762 153,739,363
ARRA - Title | Grants to Local Educational Agencies 84.389 (29,836) (29,836)
Total United States Department of Education 155,034,926 153,709,527
Total TITLE 1, PART A CLUSTER 155,034,926 153,709,527
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SPECIAL EDUCATION CLUSTER (IDEA) *

United States Department of Education

Special Education_Grants to States 84.027 107,458,802 $ 102,409,119

Special Education_Preschool Grants 84.173 5,254,583 4,984,011
Total United States Department of Education 112,713,385 107,393,130
Total SPECIAL EDUCATION CLUSTER (IDEA) 112,713,385 107,393,130

TRIO CLUSTER

United States Department of Education

TRIO_Student Support Services 84.042 6,678,366

TRIO_Talent Search 84.044 3,437,553

TRIO_Upward Bound 84.047 6,139,406

TRIO_Educational Opportunity Centers 84.066 1,739,014

TRIO_McNair Post-Baccalaureate Achievement 84.217 690,642
Total United States Department of Education 18,684,981
Total TRIO CLUSTER 18,684,981

EDUCATIONAL TECHNOLOGY STATE GRANTS CLUSTER

United States Department of Education

Educational Technology State Grants 84.318 (13,059) (13,149)

ARRA - Education Technology State Grants 84.386 39,141 39,141
Total United States Department of Education 26,082 25,992
Total EDUCATIONAL TECHNOLOGY STATE GRANTS CLUSTER 26,082 25,992

STATEWIDE DATA SYSTEMS CLUSTER

United States Department of Education

ARRA - Statewide Data Systems 84.384 2,814,377 2,056,498
Total United States Department of Education 2,814,377 2,056,498
Total STATEWIDE DATA SYSTEMS CLUSTER 2,814,377 2,056,498

SCHOOL IMPROVEMENT GRANTS CLUSTER

United States Department of Education

School Improvement Grants 84.377 3,949,465 3,949,351

ARRA - School Improvement Grants 84.388 13,916,946 13,436,020
Total United States Department of Education 17,866,411 17,385,371
Total SCHOOL IMPROVEMENT GRANTS CLUSTER 17,866,411 17,385,371

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 4,050,717 3,581,598

Special Programs for the Aging_Title IlI, Part C_Nutrition Services 93.045 5,643,800 5,643,800

Nutrition Services Incentive Program 93.053 2,509,700 2,509,700
Total United States Department of Health and Human Services 12,204,217 11,735,098
Total AGING CLUSTER 12,204,217 11,735,098
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TANF CLUSTER *
United States Department of Health and Human Services
Temporary Assistance for Needy Families 93.558 $ 71,833,317 § 8,317,642
Total United States Department of Health and Human Services 71,833,317 8,317,642
Total TANF CLUSTER 71,833,317 8,317,642
CCDF CLUSTER *
United States Department of Health and Human Services
Child Care and Development Block Grant 93.575 28,007,417
Child Care Mandatory and Matching Funds of the Child Care and
Development Fund 93.596 21,277,455
Total United States Department of Health and Human Services 49,284,872
Total CCDF CLUSTER 49,284,872
MEDICAID CLUSTER *
United States Department of Health and Human Services
ARRA - Survey and Certification Ambulatory Surgical Center Healthcare -
Associated Infection (ASC-HAI) Prevention Initiative 93.720 5,577
State Medicaid Fraud Control Units 93.775 1,723,463
State Survey and Certification of Health Care Providers and Suppliers
(Title XVIII) Medicare 93.777 9,518,758
Medical Assistance Program 93.778 3,097,888,872
Total United States Department of Health and Human Services 3,109,136,670
Total MEDICAID CLUSTER 3,109,136,670
FOSTER GRANDPARENT/SENIOR COMPANION CLUSTER
Corporation for National and Community Service
Foster Grandparent Program 94.011 383,176
Total Corporation for National and Community Service 383,176
Total FOSTER GRANDPARENT/SENIOR COMPANION CLUSTER 383,176
DISABILITY INSURANCE/SSI CLUSTER *
Social Security Administration
Social Security_Disability Insurance 96.001 42,222,932
Supplemental Security Income 96.006 115,602
Total Social Security Administration 42,338,534
Total DISABILITY INSURANCE/SSI CLUSTER 42,338,534
RESEARCH AND DEVELOPMENT CLUSTER *
United States Department of Agriculture
Agricultural Research_Basic and Applied Research 10.001 1,450,133
Plant and Animal Disease, Pest Control, and Animal Care 10.025 113,628
Federal-State Marketing Improvement Program 10.156 23,930
Farmers' Market Promotion Program 10.168 14,074
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RESEARCH AND DEVELOPMENT CLUSTER * (Continued)
United States Department of Agriculture (Continued)
Specialty Crop Block Grant Program - Farm Bill 10.170 99,925
Grants for Agricultural Research, Special Research Grants 10.200 748,149
Pass-Through from University of Florida 10.200 79,890
Pass-Through from University of Georgia 10.200 43,399
Cooperative Forestry Research 10.202 633,344
Payments to Agricultural Experiment Stations Under the Hatch Act 10.203 4,230,914
Payments to 1890 Land-Grant Colleges and Tuskegee University 10.205 2,416,385
Grants for Agricultural Research_Competitive Research Grants 10.206 508,254 50,524
Animal Health and Disease Research 10.207 115,455
Small Business Innovation Research
Pass-Through from BioStrategies, LLC 10.212 10,071
Pass-Through from Applied Food Technologies 10.212 21,516
Sustainable Agriculture Research and Education 10.215 684
Pass-Through from University of Georgia 10.215 63,016 5,599
1890 Institution Capacity Building Grants 10.216 383,924
Pass-Through from Fort Valley State University 10.216 22,458
Higher Education Challenge Grants 10.217 35,828 36,880
Pass-Through from Kansas State University 10.217 10,441
Pass-Through from Texas A&M 10.217 20,345
Biotechnology Risk Assessment Research 10.219 137,982
Secondary and Two-Year Postsecondary Agriculture Education
Challenge Grants 10.226 7,639
Integrated Programs 10.303 301,841 186,311
Pass-Through from Oklahoma State University 10.303 17,080
Organic Agriculture Research and Extension Initiative 10.307 163,118
Specialty Crop Research Initiative 10.309 388,399 135,167
Pass-Through from Brigham Young University 10.309 54,116
Pass-Through from Michigan State University 10.309 44,380
Agriculture and Food Research Initiative (AFRI) 10.310 2,452,327 946,601
Pass-Through from Louisiana State University 10.310 80,329
Pass-Through from Oklahoma State University 10.310 26,623
Pass-Through from Purdue University 10.310 26,916
Pass-Through from University of Connecticut 10.310 5,612
Beginning Farmer and Rancher Development Program 10.311 404,391 121,437
Capacity Building for Non-Land Grant Colleges of Agriculture (NLGCA) 10.326 29,644
Cooperative Extension Service 10.500 33,563 2,846
Pass-Through from Oklahoma State University 10.500 10,671
Child and Adult Care Food Program 10.558 19,826
Forestry Research 10.652 499,131
Forest Health Protection 10.680 100,259
Soil and Water Conservation 10.902 120,242
Soil Survey 10.903 81,742

*Denotes Major Program -97 -



State of Arkansas
Schedule of Expenditures of Federal Awards

For The Year Ended June 30, 2013

CFDA Amount
CLUSTER NAME/Federal Grantor/Program Name/ Or Other Provided to
Pass-Through Entity Identifying # Expenditures Subrecipients
RESEARCH AND DEVELOPMENT CLUSTER * (Continued)
United States Department of Agriculture (Continued)
Environmental Quality Incentives Program 10.912 268,022
Cochran Fellowship Program - International Training - Foreign Participant 10.962 10,454
Other Department of Agriculture Assistance N/A 775,841
Total United States Department of Agriculture 17,105,911 $ 1,485,365
United States Department of Commerce
Economic Development_Technical Assistance 11.303 107,987
Economic Adjustment Assistance 11.307 205,985
Pass-Through from Winrock International Institute for Agri Development 11.307 16,721
Sea Grant Support 11.417 11,769
Fisheries Development and Utilization Research and Development
Grants and Cooperative Agreements Program
Pass-Through from Applied Food Technologies 11.427 8,902
Measurement and Engineering Research and Standards 11.609 88,353
ARRA - Measurement and Engineering Research and Standards
Pass-Through from Johns Hopkins University 11.609 42,842
Total United States Department of Commerce 482,559
United States Department of Defense
Collaborative Research and Development 12.114 3,361
Basic and Applied Scientific Research 12.300 334,635
Pass-Through from Arizona Board of Regents for and on behalf of
Arizona State University 12.300 5,101
Military Medical Research and Development 12.420 2,470,512 141,509
Pass-Through from University of Memphis 12.420 325
Pass-Through from University of Tennessee 12.420 115,755
Basic Scientific Research 12.431 1,431,043 152,833
DOD, NDEP, DOTC-STEM Education Outreach Implementation 12.560 8,978
Basic, Applied, and Advanced Research in Science and Engineering 12.630 203,131
Air Force Defense Research Sciences Program 12.800 324,806
Pass-Through from Purdue University 12.800 33,211
Research and Technology Development 12.910 131,927
Other Department of Defense Assistance N/A 3,346,231 223,770
Total United States Department of Defense 8,409,016 518,112
United States Department of the Interior
Distribution of Receipts to State and Local Governments 15.227 2,797
Fish and Wildlife Management Assistance 15.608 49,344
Cooperative Endangered Species Conservation Fund 15.615 19,204
Asian Elephant Conservation Fund 15.621 23,193 13,059
State Wildlife Grants 15.634 257,100 18,013
Migratory Bird Joint Ventures 15.637 8,123 2,617
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RESEARCH AND DEVELOPMENT CLUSTER * (Continued)
United States Department of the Interior (Continued)
Challenge Cost Share 15.642 15,932
Research Grants (Generic) 15.650 47,279
Assistance to State Water Resources Research Institutes 15.805 101,730
Pass-Through from Oklahoma State University 15.805 35,284
Pass-Through from University of Minnesota 15.805 3,070
U.S. Geological Survey_ Research and Data Collection 15.808 356,542
Cooperative Research Units Program 15.812 45,254
Other Department of the Interior Assistance N/A 166,313
Total United States Department of the Interior 1,131,165 33,689
United States Department of Justice
National Institute of Justice Research, Evaluation, and Development
Project Grants 16.560 41,383 9,338
Other Department of Justice Assistance
Pass-Through from University of Tennessee N/A 14,980
Total United States Department of Justice 56,363 9,338
United States Department of Labor
WIA Adult Program 17.258 81
H-1B Job Training Grants 17.268 385,269
Total United States Department of Labor 385,350
United States Department of Transportation
Highway Planning and Construction 20.205 1,060,334
Pass-Through from Oregon University 20.205 7,875
University Transportation Centers Program 20.701 15,056
Biobased Transportation Research
Pass-Through from Oklahoma State University 20.761 139,873 16,395
Pass-Through from University of Missouri 20.761 20,573
Other Department of Transportation Assistance N/A 11,590
Total United States Department of Transportation 1,255,301 16,395
National Aeronautics and Space Administration
Science 43.001 1,285,833 132,088
Pass-Through from University of Houston 43.001 3,915
Education 43.008 1,340
Other National Aeronautics and Space Administration Assistance N/A 175,707
Total National Aeronautics and Space Administration 1,466,795 132,088
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RESEARCH AND DEVELOPMENT CLUSTER * (Continued)
National Endowment for the Arts and the Humanities
Promotion of the Arts_Partnership Agreements 45.025 756
Promotion of the Humanities Research 45.161 30,247
Promotion of the Humanities_Office of Digital Humanities 45.169 100,526
Total National Endowment for the Arts and the Humanities 131,529
National Science Foundation
Engineering Grants 47.041 2,566,605 24,375
Pass-Through from Virginia Tech University 47.041 17,555
Mathematical and Physical Sciences 47.049 1,330,351 3,953
Pass-Through from University of Minnesota 47.049 15,421
Geosciences 47.050 148,949
Computer and Information Science and Engineering 47.070 801,746
Pass-Through from University of Maryland 47.070 58,658
Pass-Through from University of Texas - Pan American 47.070 21,690
Biological Sciences 47.074 1,751,135 272,083
Pass-Through from University of Nebraska, Lincoln 47.074 31,432
Pass-Through from Cornell University 47.074 197,609
Pass-Through from San Diego State University 47.074 6,205
Pass-Through from University of Delaware 47.074 57,498
Pass-Through from University of Massachusetts 47.074 135,732
Social, Behavioral, and Economic Sciences 47.075 292,222 55,588
Pass-Through from Arizona State University 47.075 5,564
Pass-Through from University of Minnesota 47.075 7,690
Pass-Through from University of North Dakota 47.075 14,200
Education and Human Resources 47.076 1,013,742
Pass-Through from National Center for Science and Civic Engagement 47.076 1,099
International Science and Engineering (OISE) 47.079 41,721
Office of Cyberinfrastructure 47.080 43,796
Pass-Through from University of Illinois 47.080 11,590
Office of Experimental Program to Stimulate Competitive Research 47.081 3,903,585 9,199
ARRA - Trans-NSF Recovery Act Research Support 47.082 1,497,788
Other National Science Foundation Assistance N/A 11,366
Pass-Through from University of Colorado N/A 26,818
Pass-Through from New Mexico State University N/A 43,550
Total National Science Foundation 14,055,317 365,198
Small Business Administration
Other Small Business Administration Assistance N/A 142,767
Total Small Business Administration 142,767
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RESEARCH AND DEVELOPMENT CLUSTER * (Continued)
United States Department of Veterans Affairs
Other Department of Veterans Affairs Assistance N/A (2,115)
Total United States Department of Veterans Affairs (2,115)
Environmental Protection Agency
Region 3 Environmental Priority Projects 66.113 5,685
Nonpoint Source Implementation Grants 66.460 474,713
Regional Wetland Program Development Grants 66.461 102,605 $ 53,742
Environmental Protection_Consolidated Research
Pass-Through from The Health Effects Institute 66.500 81,040
Other Environmental Protection Agency Assistance N/A (684)
Total Environmental Protection Agency 663,359 53,742
United States Department of Energy
Office of Science Financial Assistance Program 81.049 339,522
Renewable Energy Research and Development 81.087 957,418 377,905
Fossil Energy Research and Development 81.089 126,929 14,770
Pass-Through from Houston Advanced Research Center 81.089 3,951
Electricity Delivery and Energy Reliability, Research, Development,
and Analysis 81.122 147,201
ARRA - Advanced Research and Projects Agency Energy Financial
Assistance Program
Pass-Through from Arkansas Power Electronics International, Inc. 81.135 111,217
Other Department of Energy Assistance N/A 41,024
Pass-Through from Houston Advanced Research Center N/A 2,318
Pass-Through from Symbios Technologies, LLC N/A 85,131
Pass-Through from Oak Ridge Associated Universities N/A 62,097
Total United States Department of Energy 1,876,808 392,675
United States Department of Education
Special Education_Grants to States 84.027 474,781
Statewide Data Systems 84.372 49,317
ARRA - Statewide Data Systems 84.384 876,776
Total United States Department of Education 1,400,874
United States Department of Health and Human Services
Food and Drug Administration_Research 93.103 7,000
Environmental Health 93.113 160,145
Centers for Research and Demonstration for Health Promotion and
Disease Prevention 93.135 341,709
Human Genome Research 93.172 173,572
Research Related to Deafness and Communication Disorders 93.173 122,441
Research and Training in Complementary and Alternative Medicine
Pass-Through from BotaniPharm, LLC 93.213 112,907
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RESEARCH AND DEVELOPMENT CLUSTER * (Continued)
United States Department of Health and Human Services (Continued)
Mental Health Research Grants 93.242 943,148 $ 233,334
Pass-Through from Emory University 93.242 69,294
Pass-Through from University of Massachusetts 93.242 89,425
Pass-Through from University of Miami 93.242 2,928
Substance Abuse and Mental Health Services_Projects of Regional and
National Significance 93.243 262,738
Pass-Through from Benton County Drug Court 93.243 35,909
Occupational Safety and Health Program 93.262 721,002
Alcohol Research Programs 93.273 467,631
Pass-Through from Dartmouth College 93.273 886
Pass-Through from RTI International 93.273 231
Drug Abuse and Addiction Research Programs 93.279 3,974,001 1,583,963
Pass-Through from Baylor College of Medicine 93.279 285,632
Pass-Through from Dartmouth College 93.279 29,082
Pass-Through from University of Kentucky Research Foundation 93.279 270,713
Pass-Through from Virginia Tech 93.279 14,788
Mental Health National Research Service Awards for Research Training 93.282 13,571
Discovery and Applied Research for Technological Innovations to Improve
Human Health 93.286 810,498
Minority Health and Health Disparities Research 93.307 1,817,904 164,912
Pass-Through from City College of New York 93.307 1,982
Trans-NIH Research Support 93.310 156,925 108,408
Nursing Research 93.361 303,042 74,017
National Center for Research Resources 93.389 9,567,982 757,187
Pass-Through from Health Partners Research Foundation 93.389 (921)
Cancer Cause and Prevention Research 93.393 299,126
Pass-Through from University of Alabama - Birmingham 93.393 (954)
Pass-Through from University of Utah 93.393 3,448
Cancer Detection and Diagnosis Research 93.394 1,017,688 18,239
Pass-Through from Radiation Monitoring Devices, Inc. 93.394 4,013
Pass-Through from American College of Radiology 93.394 80,580
Cancer Treatment Research 93.395 5,228,945 140,524
Pass-Through from American College of Surgeons Oncology Group 93.395 2,100
Pass-Through from CTSU-CALGB 93.395 11,776
Pass-Through from Duke Clinical Research 93.395 4,309
Pass-Through from Southwest Oncology Group 93.395 18,076
Pass-Through from UCLA 93.395 208,209
Pass-Through from University of Alabama - Birmingham 93.395 60,553
Pass-Through from University of Michigan 93.395 18,227
Pass-Through from University of Oklahoma 93.395 4,012
Pass-Through from Vanderbilt University 93.395 84,574
Cancer Biology Research 93.396 297,608
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RESEARCH AND DEVELOPMENT CLUSTER * (Continued)
United States Department of Health and Human Services (Continued)
Cancer Research Manpower 93.398 248,802
Pass-Through from Cancer Trials Support Unit 93.398 35,304
Cancer Control
Pass-Through from University of Maryland 93.399 47,584
State Planning and Establishment Grants for the Affordable Care Act
(ACA)s Exchanges 93.525 66,052
Temporary Assistance for Needy Families 93.558 201,616
Health Care Innovation Awards (HCIA) 93.610 1,103,437 677,346
Adoption Opportunities 93.652 163,363
ARRA -Trans-NIH Recovery Act Research Support 93.701 500,078 211,401
Pass-Through from InterVexion Therapeutics, LLC 93.701 11,072
Pass-Through from Wright State University 93.701 324
ARRA - National Center for Research Resources, Recovery Act
Construction Support 93.702 874,657
Cardiovascular Diseases Research 93.837 1,606,143 18,015
Pass-Through from Wayne State University 93.837 1,913
Lung Diseases Research 93.838 (1,954)
Blood Diseases and Resources Research 93.839 475,391
Pass-Through from University of lowa 93.839 172,838
Arthritis, Musculoskeletal, and Skin Diseases Research 93.846 1,448,601
Diabetes, Digestive, and Kidney Diseases Extramural Research 93.847 2,662,694 15,099
Pass-Through from Biomedical Research Foundation 93.847 170,564
Pass-Through from Jaeb Center for Health Research 93.847 7,728
Pass-Through from Louisiana State University 93.847 9,628
Pass-Through from University of Vermont 93.847 271,589 7,507
Pass-Through from Wake Forest University 93.847 31,875
Pass-Through from Yale University 93.847 33,871
Digestive Diseases and Nutrition Research 93.848 508,045
Kidney Diseases, Urology, and Hematology Research 93.849 576,747
Extramural Research Programs in the Neurosciences and Neurological
Disorders 93.853 845,619
Pass-Through from Baylor College of Medicine 93.853 17,850
Pass-Through from Emory University 93.853 72,067
Pass-Through from University of Alabama - Birmingham 93.853 36,220
Pass-Through from University of Toledo 93.853 880
Allergy, Immunology, and Transplantation Research 93.855 2,425,070
Pass-Through from Duke Clinical Research 93.855 204,552
Pass-Through from HIV Prevention Trials Network 93.855 31,632
Pass-Through from Indiana University 93.855 129,130
Pass-Through from University of Alabama - Birmingham 93.855 54,978
Pass-Through from University of California at San Diego 93.855 40,850
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RESEARCH AND DEVELOPMENT CLUSTER * (Continued)
United States Department of Health and Human Services (Continued)
Microbiology and Infectious Diseases Research
Pass-Through from University of Alabama - Birmingham 93.856 115,620
Biomedical Research and Research Training 93.859 4,066,668 161,070
Pass-Through from Board of Trustees of the University of lllinois 93.859 61,043
Pass-Through from Johns Hopkins University 93.859 14,227
Pass-Through from University of Pittsburgh 93.859 216,615
ARRA - Biomedical Research and Research Training
Pass-Through from University of Pittsburgh 93.859 9,798
Child Health and Human Development Extramural Research 93.865 350,614
Pass-Through from Duke Clinical Research 93.865 2,500
Aging Research 93.866 4,540,074 139,896
Pass-Through from Invotek 93.866 14,070
Pass-Through from University of Alabama - Birmingham 93.866 33,825
Vision Research 93.867 948,466 60,272
International Research and Research Training 93.989 323,732
Other Department of Health and Human Services Assistance N/A 1,794,565 724,644
Pass-Through from Arkansas Research Alliance N/A 80,108
Pass-Through from University of Tennessee N/A 32,769
Pass-Through from Arkansas Children's Hospital N/A 4,305
Pass-Through from Case Western Reserve University N/A 41,448
Pass-Through from University of California at San Diego N/A 30,548
Pass-Through from Washington/Madison County Adult Drug Court N/A 30,854
Pass-Through from EMMES Corporation N/A 7,529
Pass-Through from Southwest Oncology Group N/A 18,900
Pass-Through from CTSU-CALGB N/A 23,148
Total United States Department of Health and Human Services 55,946,691 5,095,834
United States Department of Homeland Security
Centers for Homeland Security 97.061 351,272 2,000
Pass-Through from University of Maryland 97.061 253,658
Homeland Security, Research, Testing, Evaluation, and Demonstration
of Technologies
Pass-Through from University of Maryland 97.108 228,658 1,000
Total United States Department of Homeland Security 833,588 3,000
United States Agency for International Development
USAID Foreign Assistance for Programs Overseas 98.001 68,765 50,000
Total United States Agency for International Development 68,765 50,000
Total RESEARCH AND DEVELOPMENT CLUSTER 105,410,043 8,155,436
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STUDENT FINANCIAL ASSISTANCE CLUSTER *
United States Department of Education
Federal Supplemental Educational Opportunity Grants 84.007 4,096,133
Federal Work-Study Program 84.033 5,712,483
Federal Perkins Loan Program_Federal Capital Contributions 84.038 34,159,980
Federal Pell Grant Program 84.063 277,977,754
Federal Direct Student Loans 84.268 562,411,383
Teacher Education Assistance for College and Higher Education Grants
(TEACH Grants) 84.379 1,407,347
Postsecondary Education Scholarships for Veteran's Dependents 84.408 5,550
Total United States Department of Education 885,770,630
United States Department of Health and Human Services
Nurse Faculty Loan Program (NFLP) 93.264 4,031
Health Professions Student Loans, Including Primary Care Loans/Loans
for Disadvantaged Students 93.342 4,625,038
Nursing Student Loans 93.364 267,292
Total United States Department of Health and Human Services 4,896,361
Total STUDENT FINANCIAL ASSISTANCE CLUSTER 890,666,991
United States Department of Agriculture
Agricultural Research_Basic and Applied Research 10.001 5,382
Plant and Animal Disease, Pest Control, and Animal Care 10.025 1,119,051
Conservation Reserve Program 10.069 354,793
Market Protection and Promotion 10.163 24,600
Specialty Crop Block Grant Program - Farm Bill 10.170 173,286 $ 51,538
Organic Certification Cost Share Programs 10.171 9,204 8,865
Grants for Agricultural Research, Special Research Grants 10.200 (19,640)
Sustainable Agriculture Research and Education 10.215 153,280
Pass-Through from North Carolina State University 10.215 25,252
Pass-Through from University of Georgia 10.215 34,882
1890 Institution Capacity Building Grants 10.216 285,859 55,046
Higher Education Challenge Grants
Pass-Through from Auburn University 10.217 39,021
Higher Education Multicultural Scholars Program 10.220 (1,800)
Integrated Programs
Pass-Through from Texas AgriLife Extension Service 10.303 5,646
Homeland Security_Agricultural
Pass-Through from University of Florida 10.304 22,196
International Science and Education Grants
Pass-Through from Texas AgriLife Extension Service 10.305 3,143
Organic Agriculture Research and Extension Initiative
Pass-Through from University of Vermont 10.307 16,290
Agriculture and Food Research Initiative (AFRI) 10.310 12,050

*Denotes Major Program - 105 -



State of Arkansas
Schedule of Expenditures of Federal Awards
For The Year Ended June 30, 2013

CFDA Amount
CLUSTER NAME/Federal Grantor/Program Name/ Or Other Provided to
Pass-Through Entity Identifying # Expenditures Subrecipients
United States Department of Agriculture (Continued)
ARRA - Trade Adjustment Assistance for Farmers Training Coordination
Program (TAAF)
Pass-Through from University of Minnesota 10.315 $ 155,679
Rural Rental Housing Loans * 10.415 1,222,582 $ 1,222,582
State Mediation Grants 10.435 65,812
Outreach and Assistance for Socially Disadvantaged Farmers
and Ranchers 10.443 462,388 6,000
Pass-Through from Audubon Arkansas 10.443 735
Community Outreach and Assistance Partnership Program 10.455 23,280
Cooperative Extension Service 10.500 11,992,452 445,707
Pass-Through from Auburn University 10.500 4
Pass-Through from Colorado State University 10.500 5,886
Pass-Through from Kansas State University 10.500 89,055
Pass-Through from University of Florida 10.500 5,685
Pass-Through from University of Georgia 10.500 8,442 1,802
Special Supplemental Nutrition Program for Women, Infants,
and Children * 10.557 69,030,232
Child and Adult Care Food Program * 10.558 58,015,629
State Administrative Expenses for Child Nutrition 10.560 3,600,108
WIC Farmers' Market Nutrition Program (FMNP) 10.572 119,622
Senior Farmers Market Nutrition Program 10.576 111,687 111,687
Child Nutrition Discretionary Grants Limited Availability
Pass-Through from Washington State University 10.579 20,818
Fresh Fruit and Vegetable Program 10.582 2,371,921 2,308,766
Cooperative Forestry Assistance 10.664 2,659,370 191,300
Forest Legacy Program 10.676 4,006,258 4,000,000
Forest Stewardship Program 10.678 2,800
Forest Health Protection 10.680 464,764 273,519
Rural Business Enterprise Grants 10.769 1,216
Rural Business Opportunity Grants 10.773 81,715
Distance Learning and Telemedicine Loans and Grants 10.855 505,568
1890 Land Grant Institutions Rural Entrepreneurial Outreach Program 10.856 27,403
Rural Energy for America Program 10.868 24,407
Delta Health Care Services Grant Program 10.874 147,088
Soil and Water Conservation 10.902 440,437 342,597
Soil Survey 10.903 22,130
Environmental Quality Incentives Program 10.912 167,244 156,278
Technical Agricultural Assistance 10.960 (106)
Other Department of Agriculture Assistance N/A 43,074
Total United States Department of Agriculture 158,157,880 9,175,687
United States Department of Commerce
Economic Development_Support for Planning Organizations 11.302 3,772
Economic Development_Technical Assistance 11.303 124,195
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United States Department of Commerce (Continued)
Special Projects 11.553 243,271
ARRA - Broadband Technology Opportunities Program (BTOP) * 11.557 9,387,259
Pass-Through from Connect Arkansas 11.557 310,124
ARRA - State Broadband Data and Development Grant Program
Pass-Through from Connect Arkansas 11.558 287,409 89,000
Manufacturing Extension Partnership 11.611 771,819 121,445
Total United States Department of Commerce 11,127,849 210,445
United States Department of Defense
Procurement Technical Assistance for Business Firms 12.002 282,144
Law Enforcement Support Office - 1033 Program 12.005 2,922,577
Flood Control Projects 12.106 1,218,816
Planning Assistance to States 12.110 71,653
Payments to States in Lieu of Real Estate Taxes 12.112 1,156,821 1,156,821
Electronic Absentee Systems for Elections 12.217 164,208
Military Construction, National Guard 12.400 17,626,282
National Guard Military Operations and Maintenance (O&M) Projects * 12.401 47,657,197
National Guard ChalleNGe Program 12.404 1,900,000
Basic, Applied, and Advanced Research in Science and Engineering 12.630 14,140
Information Security Grant Program
Pass-Through from National Security Agency 12.902 22,520
Other Department of Defense Assistance N/A 32,797
Total United States Department of Defense 73,069,155 1,156,821
United States Department of Housing and Urban Development
Community Development Block Grants/Technical Assistance Program 14.227 3,300
Emergency Solutions Grant Program 14.231 1,831,934
Shelter Plus Care 14.238 1,599,878
Home Investment Partnerships Program 14.239 10,937,489 9,985,803
Housing Opportunities for Persons with AIDS 14.241 614,974 597,376
ARRA - Homelessness Prevention and Rapid Re-Housing Program 14.257 140,493 118,479
Rural Innovation Fund
Pass-Through from Southern Bancorp Community Partners 14.263 22,500
Fair Housing Assistance Program_State and Local 14.401 261,334
Historically Black Colleges and Universities Program 14.520 263,377 29,257
Capacity Building for Sustainable Communities 14.705 1,773
Total United States Department of Housing and Urban Development 15,677,052 10,730,915
United States Department of the Interior
Indian Education_Higher Education Grant Program 15.114 193,936
Cultural Resource Management 15.224 16,400
Distribution of Receipts to State and Local Governments 15.227 1,906,721 334,513
Regulation of Surface Coal Mining and Surface Effects of Underground
Coal Mining 15.250 120,227
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United States Department of the Interior (Continued)
Abandoned Mine Land Reclamation (AMLR) Program 15.252 2,544,154
Cooperative Endangered Species Conservation Fund 15.615 217,601 63,234
Clean Vessel Act 15.616 947,341 870,136
Sportfishing and Boating Safety Act 15.622 1,128,425 1,128,425
North American Wetlands Conservation Fund 15.623 25,365
Partners for Fish and Wildlife 15.631 9,000
State Wildlife Grants 15.634 337,255 102,597
Federal Junior Duck Stamp Conservation and Design 15.644 3,215
ARRA - Recovery Act Funds - Habitat Enhancement, Restoration,

and Improvement 15.656 33,441
U.S. Geological Survey_ Research and Data Collection 15.808 65,311
National Cooperative Geologic Mapping Program 15.810 65,440
Historic Preservation Fund Grants-In-Aid 15.904 695,991 99,000
Outdoor Recreation_Acquisition, Development and Planning 15.916 340,357 229,500
Preservation of Japanese American Confinement Sites 15.933 27,486

Total United States Department of the Interior 8,677,666 2,827,405

United States Department of Justice
Sexual Assault Services Formula Program 16.017 166,387 166,387
Juvenile Accountability Block Grants 16.523 391,033 391,034
Enhanced Training and Services to End Violence and Abuse of Women

Later in Life 16.528 92,973
Juvenile Justice and Delinquency Prevention_Allocation to States 16.540 179,047 32,045
Part E - Developing, Testing, and Demonstrating Promising

New Programs 16.541 31,948
Missing Children's Assistance 16.543 166,295 42,227
Victims of Child Abuse 16.547 4,068
National Criminal History Improvement Program (NCHIP) 16.554 74,089
Crime Victim Assistance 16.575 4,231,351 4,009,913
Crime Victim Compensation 16.576 1,344,464
Edward Byrne Memorial State and Local Law Enforcement Assistance

Discretionary Grants Program 16.580 6,397
Drug Court Discretionary Grant Program 16.585 48,073
Violence Against Women Formula Grants 16.588 1,711,432 1,353,518
ARRA - Violence Against Women Formula Grants 16.588 177,800 177,800
Residential Substance Abuse Treatment for State Prisoners 16.593 104,450
State Criminal Alien Assistance Program 16.606 355,034
Bulletproof Vest Partnership Program 16.607 17,776
Project Safe Neighborhoods 16.609 38,144 33,144
Public Safety Partnership and Community Policing Grants 16.710 93,475
Juvenile Mentoring Program 16.726 66,965
Enforcing Underage Drinking Laws Program 16.727 286,967 214,923
Statewide Automated Victim Information Notification (SAVIN) Program 16.740 79,236
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United States Department of Justice (Continued)
DNA Backlog Reduction Program 16.741 644,665
Paul Coverdell Forensic Sciences Improvement Grant Program 16.742 164,934
Support for Adam Walsh Act Implementation Grant Program 16.750 62,834
Congressionally Recommended Awards 16.753 132,536 132,536
Harold Rogers Prescription Drug Monitoring Program 16.754 163,109
ARRA - Internet Crimes against Children Task Force Program (ICAC) 16.800 69,614 32,098
ARRA - State Victim Assistance Formula Grant Program 16.801 68,636 68,636
Second Chance Act Prisoner Reentry Initiative 16.812 398,522
John R. Justice Prosecutors and Defenders Incentive Act 16.816 65,217
Other Department of Justice Assistance N/A 1,305,972
Total United States Department of Justice 12,743,443 6,654,261
United States Department of Labor
Labor Force Statistics 17.002 861,777
Compensation and Working Conditions 17.005 94,574
Unemployment Insurance * 17.225 395,949,423
ARRA - Unemployment Insurance * 17.225 140,528,702
Senior Community Service Employment Program 17.235 1,799,490 1,763,993
Trade Adjustment Assistance 17.245 10,171,434
WIA Pilots, Demonstrations, and Research Projects 17.261 79,510
National Farmworker Jobs Program 17.264 200,339
Work Incentive Grants 17.266 282,845
Incentive Grants - WIA Section 503 17.267 99,213
H-1B Job Training Grants 17.268 743,435 152,578
Pass-Through from Arkansas Association of Two Year Colleges 17.268 8,893
Community-Based Job Training Grants 17.269 2,271,661
Work Opportunity Tax Credit Program (WOTC) 17.271 164,788
Temporary Labor Certification for Foreign Workers 17.273 82,127
ARRA - Program of Competitive Grants for Worker Training and
Placement in High Growth and Emerging Industry Sectors 17.275 3,478,907 275,522
Pass-Through from Memphis BioWorks Foundation 17.275 2,491
Workforce Investment Act (WIA) National Emergency Grants 17.277 23,401 22,618
Trade Adjustment Assistance Community College and Career Training
(TAACCCT) Grants 17.282 5,249,514
Pass-Through from Anne Arundel Community College 17.282 553,362
Consultation Agreements 17.504 1,220,566
OSHA Data Initiative 17.505 9,475
Mine Health and Safety Grants 17.600 34,040
Veterans' Employment Program 17.802 271,159 230,934
Other Department of Labor Assistance N/A 79,110
Total United States Department of Labor 564,260,236 2,445,645
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United States Department of State
Investing in People in the Middle East and North Africa 19.021 22,085
Total United States Department of State 22,085
United States Department of Transportation
Airport Improvement Program 20.106 29,872 29,872
National Motor Carrier Safety 20.218 2,344,154
Commercial Driver's License Program Improvement Grant 20.232 677,594
Commercial Vehicle Information Systems and Networks 20.237 51,644
Metropolitan Transportation Planning 20.505 2,036,557 1,936,077
Formula Grants for Other Than Urbanized Areas 20.509 8,925,813 8,121,761
ARRA - Formula Grants for Other Than Urbanized Areas 20.509 948,382 426,850
Alcohol Open Container Requirements 20.607 8,585,928
National Highway Traffic Safety Administration (NHTSA) Discretionary
Safety Grants 20.614 161,318
E-911 Grant Program 20.615 210,097 210,097
Pipeline Safety Program State Base Grant 20.700 301,434
Interagency Hazardous Materials Public Sector Training and
Planning Grants 20.703 233,906 35,000
State Damage Prevention Program Grants 20.720 16,379 16,379
ARRA - Surface Transportation_Discretionary Grants for Capital
Investment 20.932 1,335,559
National Infrastructure Investments 20.933 1,327,668 1,327,668
Other Department of Transportation Assistance N/A 237,758
ARRA - Other Department of Transportation Assistance N/A 41,444
Total United States Department of Transportation 27,465,507 12,103,704
United States Department of Treasury
Low Income Taxpayer Clinics 21.008 90,182
Total United States Department of Treasury 90,182
General Services Administration
Donation of Federal Surplus Personal Property 39.003 6,220,434
Total General Services Administration 6,220,434
Library of Congress
Other Library of Congress Assistance N/A 3,193
Pass-Through from lllinois State University N/A 14,182
Total Library of Congress 17,375
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National Aeronautics and Space Administration
Science 43.001 32,222
Education 43.008 49,393
Pass-Through from Will Technology, Inc. 43.008 5,500
Other National Aeronautics and Space Administration Assistance N/A 17,352
Total National Aeronautics and Space Administration 104,467
National Endowment for the Arts and the Humanities
Promotion of the Arts_Grants to Organizations and Individuals 45.024 30,606
Promotion of the Arts_Partnership Agreements 45.025 721,667 $ 529,936
Promotion of the Humanities_Federal/State Partnership 45.129 63,219
Pass-Through from Arkansas Humanities Council 45.129 18,621
Promotion of the Humanities_Challenge Grants 45.130 401,315
Promotion of the Humanities_Division of Preservation and Access 45.149 4,798
Promotion of the Humanities_Teaching and Learning Resources and
Curriculum Development 45.162 305,917
Promotion of the Humanities_Professional Development 45.163 11,908
Promotion of the Humanities_Office of Digital Humanities 45.169 43,202
Museums for America 45.301 2,323
Museum Grants for African American History and Culture 45.309 29,439
Grants to States 45.310 1,955,662
Total National Endowment for the Arts and the Humanities 3,588,677 529,936
National Science Foundation
Engineering Grants 47.041 86,096
Mathematical and Physical Sciences 47.049 41,722
Geosciences 47.050 31,444
Biological Sciences 47.074 6,089
Education and Human Resources 47.076 2,941,082 27,329
Pass-Through from National Council for Science & Environment 47.076 2,689
International Science and Engineering (OISE) 47.079 1,650
Office of Cyberinfrastructure 47.080 50,460
Office of Experimental Program to Stimulate Competitive Research 47.081 288,926
ARRA - Trans-NSF Recovery Act Research Support 47.082 157,217
Other National Science Foundation Assistance N/A 394,172
Pass-Through from The College Board N/A 1,327
Total National Science Foundation 4,002,874 27,329
Small Business Administration
Small Business Development Centers 59.037 1,430,201
PRIME Technical Assistance 59.050 19,200
Federal and State Technology Partnership Program 59.058 56,118
State Trade and Export Promotion Pilot Grant Program 59.061 414,589
Total Small Business Administration 1,920,108
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United States Department of Veterans Affairs
Veterans State Domiciliary Care 64.014 33,117
Veterans State Nursing Home Care 64.015 3,785,121
Post-9/11 Veterans Educational Assistance 64.027 123,270
ARRA - Post-9/11 Veterans Educational Assistance 64.027 1,092
Vocational Rehabilitation for Disabled Veterans 64.116 8,646
Post-Vietnam Era Veterans' Educational Assistance 64.120 138,370
All-Volunteer Force Educational Assistance 64.124 302,016
State Cemetery Grants 64.203 990,988
Other Department of Veterans Affairs Assistance N/A 75,817
Pass-Through from Central Arkansas Veterans Healthcare System N/A 44,516
Total United States Department of Veterans Affairs 5,502,953
Environmental Protection Agency
Air Pollution Control Program Support 66.001 1,086,849
Surveys, Studies, Research, Investigations, Demonstrations, and
Special Purpose Activities Relating to the Clean Air Act 66.034 255,679
State Clean Diesel Grant Program 66.040 181,688 205,777
Water Pollution Control State, Interstate, and Tribal Program Support 66.419 2,237,117
State Public Water System Supervision 66.432 950,749
State Underground Water Source Protection 66.433 79,228
Capitalization Grants for Clean Water State Revolving Funds * 66.458 15,705,655 15,704,405
ARRA - Capitalization Grants for Clean Water State Revolving Funds * 66.458 1,250 1,250
Nonpoint Source Implementation Grants 66.460 2,749,382 1,793,537
Regional Wetland Program Development Grants 66.461 120,383
Capitalization Grants for Drinking Water State Revolving Funds * 66.468 18,914,048 13,624,690
State Grants to Reimburse Operators of Small Water Systems for
Training and Certification Costs 66.471 154,306
Water Protection Grants to the States 66.474 102,082
Greater Research Opportunities (GRO) Fellowships for Undergraduate
Environmental Study 66.513 10,770
Science To Achieve Results (STAR) Fellowship Program 66.514 13,001
Environmental Information Exchange Network Grant Program and
Related Assistance 66.608 68,319
Consolidated Pesticide Enforcement Cooperative Agreements 66.700 504,764
TSCA Title IV State Lead Grants Certification of Lead-Based Paint
Professionals 66.707 165,569
Pollution Prevention Grants Program 66.708 31,573
Research, Development, Monitoring, Public Education, Training,
Demonstrations, and Studies 66.716 18,267
Hazardous Waste Management State Program Support 66.801 861,193
Superfund State, Political Subdivision, and Indian Tribe Site-Specific
Cooperative Agreements 66.802 256,695
Underground Storage Tank Prevention, Detection and Compliance
Program 66.804 545,611
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Environmental Protection Agency (Continued)
Leaking Underground Storage Tank Trust Fund Corrective Action Program 66.805 $ 766,586
State and Tribal Response Program Grants 66.817 213,792
Other Environmental Protection Agency Assistance N/A 4,802
Pass-Through from Ecoanalyts, Inc. N/A 5,835
Pass-Through from Santee Sioux Nation N/A 7,440
Total Environmental Protection Agency 46,012,633 $ 31,329,659
United States Department of Energy
State Energy Program 81.041 279,869 14,000
ARRA - State Energy Program 81.041 3,631,879
Weatherization Assistance for Low-Income Persons 81.042 1,259,596 1,209,599
ARRA - Weatherization Assistance for Low-Income Persons 81.042 4,970,228 3,411,071
Renewable Energy Research and Development 81.087 137,619
ARRA - Renewable Energy Research and Development 81.087 64,776
Energy Efficiency and Renewable Energy Information Dissemination,
QOutreach, Training, and Technical Analysis/Assistance 81.117 2,551
Electricity Delivery and Energy Reliability, Research, Development
and Analysis
Pass-Through from University of Minnesota 81.122 1,791
ARRA - Electricity Delivery and Energy Reliability, Research,
Development, and Analysis 81.122 341,428 45,000
ARRA - Energy Efficiency and Conservation Block Grant
Program (EECBG) 81.128 623,876 544,689
Total United States Department of Energy 11,313,613 5,224,359
United States Department of Education
Adult Education - Basic Grants to States 84.002 6,148,213 3,580,732
Migrant Education_State Grant Program 84.011 5,576,507 5,302,692
Title | State Agency Program for Neglected and Delinquent Children
and Youth 84.013 371,193 176,430
Higher Education_Institutional Aid 84.031 7,046,633
Federal Family Education Loans * 84.032 408,625,480
Career and Technical Education -- Basic Grants to States 84.048 12,359,744 7,401,758
Fund for the Improvement of Postsecondary Education 84.116 183,983 66,485
Rehabilitation Services - Vocational Rehabilitation Grants to States * 84.126 45,801,906
Rehabilitation Long-Term Training 84.129 638,346
National Institute on Disability and Rehabilitation Research 84.133 94,265
Migrant Education_Coordination Program 84.144 60,000 60,000
Migrant Education_College Assistance Migrant Program 84.149 6,908
Business and International Education Projects 84.153 311
Independent Living_State Grants 84.169 334,963
Rehabilitation Services_Independent Living Services for Older Individuals
Who are Blind 84.177 374,724
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United States Department of Education (Continued)
Special Education-Grants for Infants and Families 84.181 $ 4,968,567
Safe and Drug-Free Schools and Communities_State Grants 84.186 (30,626) $ (30,626)
Supported Employment Services for Individuals with the Most
Significant Disabilities 84.187 438,927
Education for Homeless Children and Youth 84.196 777,092 750,120
Graduate Assistance in Areas of National Need 84.200 88,823
Javits Gifted and Talented Students Education 84.206 94,650
Even Start_State Educational Agencies 84.213 21,887 (3,126)
Fund for the Improvement of Education 84.215 (4,573) (1,258)
Assistive Technology 84.224 369,565
Rehabilitation Training_Continuing Education 84.264 814,997
Pass-Through from George Washington University 84.264 42,397
Rehabilitation Training_State Vocational Rehabilitation Unit In-Service
Training 84.265 525,038
Goals 2000_State and Local Education Systemic Improvement Grants 84.276 (339) (339)
Charter Schools 84.282 736,032 613,091
Twenty-First Century Community Learning Centers 84.287 11,312,889 10,667,268
Special Education - State Personnel Development 84.323 788,027 788,027
Special Education - Personnel Development to Improve Services and
Results for Children with Disabilities 84.325 391,034
Special Education_Technical Assistance and Dissemination to Improve
Services and Results for Children with Disabilities 84.326 105,680
Advanced Placement Program (Advanced Placement Test Fee; Advanced
Placement Incentive Program Grants) 84.330 (1,334) (1,334)
Grants to States for Workplace and Community Transition Training for
Incarcerated Individuals 84.331 30,629
Comprehensive School Reform Demonstration 84.332 (57,304) (57,304)
Gaining Early Awareness and Readiness for Undergraduate Programs 84.334 1,173,078
Child Care Access Means Parents in School 84.335 10,974
Class Size Reduction 84.340 (37,853) (87,853)
Transition to Teaching 84.350 358,693
Reading First State Grants 84.357 (53,485) (53,485)
Rural Education 84.358 3,177,855 3,177,855
English Language Acquisition State Grants 84.365 2,966,359 2,815,332
Mathematics and Science Partnerships 84.366 1,296,249 610,619
Improving Teacher Quality State Grants * 84.367 23,971,941 23,247,148
Pass-Through from Pathway Book Services 84.367 12,049
Pass-Through from National Writing Project 84.367 20,000
Grants for State Assessments and Related Activities 84.369 5,768,849
Striving Readers 84.371 39,655 14,818
College Access Challenge Grant Program 84.378 779,759
Strengthening Minority-Serving Institutions 84.382 1,370,526
ARRA - Special Education Grants to States 84.391 37,461 37,461
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United States Department of Education (Continued)
ARRA - Special Education - Grants for Infants and Families 84.393 (1,999)
ARRA - State Fiscal Stabilization Fund (SFSF) - Education State Grants 84.394 (63,305) $ (63,305)
ARRA - State Fiscal Stabilization Fund (SFSF) - Race-to-the-Top
Incentive Grants
Pass-Through from State of Florida 84.395 97,944
ARRA - State Fiscal Stabilization Fund (SFSF) - Investing in Innovation
(i3) Fund
Pass-Through from Ohio State University 84.396 265,847
ARRA - State Fiscal Stabilization Fund (SFSF) - Government Services 84.397 18,582
ARRA - Education Jobs Fund 84.410 3,686,875 3,686,875
Investing in Innovation (i3) Fund 84.411 45,109
American Printing House for the Blind 84.906 59,156
National Writing Project 83.928 18,100
Pass-Through from Pathway Book Services 84.928 4,191
Pass-Through from National Writing Project 84.928 6,827
Hurricane Education Recovery 84.938 (46,526) (46,526)
Other Department of Education Assistance N/A 157,241
Pass-Through from USDE Contracts and Purchasing N/A 222,217
Total United States Department of Education 554,397,603 62,701,555
Delta Regional Authority
Delta Regional Development 90.200 180,216
Delta Area Economic Development 90.201 159,436
Other Delta Regional Authority Assistance N/A 19,343
Total Delta Regional Authority 358,995
United States Election Assistance Commission
Help America Vote Act Requirements Payments 90.401 1,440,067
Total United States Election Assistance Commission 1,440,067
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 53,695
Special Programs for the Aging_Title VII, Chapter 2_Long Term Care
Ombudsman Services for Older Individuals 93.042 168,244 153,034
Special Programs for the Aging_Title 11, Part D_Disease Prevention
and Health Promotion Services 93.043 205,435 205,435
Special Programs for the Aging_Title IV_and Title II_Discretionary Projects 93.048 486,862 43,574
National Family Caregiver Support, Title Ill, Part E 93.052 1,362,408 1,362,408
Public Health Emergency Preparedness 93.069 1,698,095
Hospital Preparedness Program (HPP) and Public Health Emergency
Preparedness (PHEP) Aligned Cooperative Agreements 93.074 8,775,111 1,464,163
Affordable Care Act (ACA) Personal Responsibility Education Program 93.092 363,905 243,743
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United States Department of Health and Human Services (Continued)
Food and Drug Administration_Research 93.103 $ 42,778
Comprehensive Community Mental Health Services for Children with

Serious Emotional Disturbances (SED) 93.104 354,285

Pass-Through from Mid South Health Systems 93.104 79,060

Area Health Education Centers Point of Service Maintenance and

Enhancement Awards 93.107 579,540
Maternal and Child Health Federal Consolidated Programs 93.110 1,164,403 212,466
Project Grants and Cooperative Agreements for Tuberculosis Control

Programs 93.116 593,210
Nurse Anesthetist Traineeships 93.124 40,021
Emergency Medical Services for Children 93.127 221,717
Cooperative Agreements to States/Territories for the Coordination and

Development of Primary Care Offices 93.130 161,729
Injury Prevention and Control Research and State and Community-

Based Programs 93.136 130,216
AIDS Education and Training Centers 93.145 193,331
Projects for Assistance in Transition from Homelessness (PATH) 93.150 278,414 267,411
Disabilities Prevention 93.184 295,463
Graduate Psychology Education Program and Patient Navigator and

Chronic Disease Prevention Program 93.191 105,000
Urban Indian Health Services 93.193 312,919
Telehealth Programs 93.211 542,740
Family Planning_Services 93.217 5,073,537
Affordable Care Act (ACA) Abstinence Education Program 93.235 553,374 532,711
Grants to States to Support Oral Health Workforce Activities 93.236 163,521 36,500
State Capacity Building 93.240 225,227
State Rural Hospital Flexibility Program 93.241 518,081 39,550
Substance Abuse and Mental Health Services_Projects of Regional and

National Significance 93.243 181,781 31,544
Geriatric Academic Career Awards 93.250 60,189
Universal Newborn Hearing Screening 93.251 197,733
Poison Center Support and Enhancement Grant Program 93.253 171,558
Immunization Cooperative Agreements * 93.268 42,402,802
Adult Viral Hepatitis Prevention and Control 93.270 11,408
Alcohol Research Programs 93.273 29,700
Substance Abuse and Mental Health Services-Access to Recovery 93.275 3,871,884 3,428,541
Drug Abuse and Addiction Research Programs 93.279 300,719
The Affordable Care Act: Centers for Disease Control and Prevention_

Investigations and Technical Assistance 93.283 8,242,728 200,613
Small Rural Hospital Improvement Grant Program 93.301 296,663 277,435
Minority Health and Health Disparities Research 93.307 14,863
Cancer Cause and Prevention Research 93.393 84,290
Cancer Research Manpower 93.398 136,083
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United States Department of Health and Human Services (Continued)
ARRA - State Primary Care Offices 93.414 120,537
Food Safety and Security Monitoring Project 93.448 480,821
Pregnancy Assistance Fund Program 93.500 1,193,901 554,836
Affordable Care Act (ACA) Maternal, Infant, and Early Childhood Home
Visiting Program 93.505 5,014,191 469,480
Pass-Through from Arkansas Children's Hospital 93.505 317,940
PHHF 2012 National Public Health Improvement Initiative 93.507 329,027
Affordable Care Act (ACA) Primary Care Residency Expansion Program 93.510 769,958
Affordable Care Act (ACA) Grants to States for Health Insurance
Premium Review 93.511 1,356,530
Affordable Care Act - Medicare Improvements for Patients and Providers 93.518 156,601 503
Affordable Care Act (ACA) Consumer Assistance Program Grants 93.519 15,326
Centers for Disease Control and Prevention Affordable Care Act (ACA)
Communities Putting Prevention to Work 93.520 1,147,755 943,070
The Affordable Care Act: Building Epidemiology, Laboratory, and Health
Information Systems Capacity in the Epidemiology and Laboratory
Capacity for Infectious Disease (ELC) and Emerging Infections Program
(EIP) Cooperative Agreements; PPHF 93.521 711,854
State Planning and Establishment Grants for the Affordable Care
Act (ACA)s Exchanges 93.525 4,868,778
Affordable Care Act - Teaching Health Center Graduate Medical Education
Payments Program 93.530 257,102
PPHF 2012 - Prevention and Public Health Fund (Affordable Care Act) -
Capacity Building Assistance to Strengthen Public Health Immunization
Infrastructure and Performance financed in part by 2012 Prevention
and Public Health Funds 93.539 1,589,646 524,835
The Patient Protection and Affordable Care Act of 2010 (Affordable Care
Act) authorizes Coordinated Chronic Disease Prevention and Health
Promotion Program 93.544 284,588
PPHF 2012: Nutrition, Physical Activity, and Obesity Program - financed in
part by 2012 Prevention and Public Health Funds (PPHF-2012) 93.548 522,427
Promoting Safe and Stable Families 93.556 3,505,743
Child Support Enforcement 93.563 29,066,927
Refugee and Entrant Assistance_State Administered Programs 93.566 934
Low-Income Home Energy Assistance 93.568 31,741,400 30,899,597
Community Services Block Grant 93.569 9,029,314 8,579,735
State Court Improvement Program 93.586 435,830
Community-Based Child Abuse Prevention Grants 93.590 260,353 203,071
Grants to States for Access and Visitation Programs 93.597 103,648
Chafee Education and Training Vouchers Program (ETV) 93.599 367,765
Head Start 93.600 8,173,460 107,817
Adoption Incentive Payments 93.603 1,042,714
The Affordable Care Act - Medicaid Adult Quality Grants 93.609 4,946
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CFDA Amount
CLUSTER NAME/Federal Grantor/Program Name/ Or Other Provided to
Pass-Through Entity Identifying # Expenditures Subrecipients
United States Department of Health and Human Services (Continued)
Voting Access for Individuals with Disabilities_Grants to States 93.617 $ 5,050 $ 5,050
ACA - State Innovation Models: Funding for Model Design and Model
Testing Assistance 93.624 5,000,000
Developmental Disabilities Basic Support and Advocacy Grants 93.630 470,081
University Centers for Excellence in Developmental Disabilities
Education, Research, and Service 93.632 528,109
Children's Justice Grants to States 93.643 191,771
Stephanie Tubbs Jones Child Welfare Services Program 93.645 2,712,999
Child Welfare Research Training or Demonstration
Pass-Through from University of Missouri 93.648 11,755
Foster Care_Title IV-E * 93.658 36,419,431
Adoption Assistance 93.659 16,413,537
Social Services Block Grant 93.667 15,934,840 7,746,520
Child Abuse and Neglect State Grants 93.669 48,849
Family Violence Prevention and Services/Grants for Battered Women's
Shelters_Grants to States and Indian Tribes 93.671 1,049,648 990,169
Chafee Foster Care Independence Program 93.674 1,029,768
ARRA - Trans-NIH Recovery Act Research Support 93.701 9,060
ARRA - Head Start 93.708 631,753
ARRA - Child Care and Development Block Grant 93.713 483
ARRA - State Grants to Promote Health Information Technology 93.719 3,432,782
ARRA - Prevention and Wellness - State, Territories, and Pacific Islands 93.723 341,536
State Public Health Approaches for Ensuring Quitline Capacity Funded
in part by 2012 Prevention and Public Health Funds (PPHF-2012) 93.735 193,000
PPHF 2012: Breast and Cervical Cancer Screening Opportunities for
States, Tribes and Territories solely financed by 2012 Prevention and
Public Health Funds 93.744 135,066
Children's Health Insurance Program 93.767 95,683,317
Medicaid Infrastructure Grants To Support the Competitive Employment
of People with Disabilities 93.768 66,153 47,842
Centers for Medicare and Medicaid Services (CMS) Research,
Demonstrations and Evaluations 93.779 866,120
Money Follows the Person Rebalancing Demonstration 93.791 5,966,585
Health Careers Opportunity Program 93.822 156,125
Diabetes, Digestive, and Kidney Diseases Extramural Research 93.847 100,498
Pass-Through from Case Western Reserve University 93.847 50,677
Biomedical Research and Research Training 93.859 407,088
Grants for Primary Care Training and Enhancement 93.884 846,681
Specially Selected Health Projects 93.888 26,239
National Bioterrorism Hospital Preparedness Program 93.889 77,566
Rural Health Care Services Outreach, Rural Health Network Development
and Small Health Care Provider Quality Improvement Program
Pass-Through from Mid Delta Community Consortium 93.912 91,133

* .
Denotes Major Program -118 -



State of Arkansas

Schedule of Expenditures of Federal Awards

For The Year Ended June 30, 2013

CFDA Amount
CLUSTER NAME/Federal Grantor/Program Name/ Or Other Provided to
Pass-Through Entity Identifying # Expenditures Subrecipients
United States Department of Health and Human Services (Continued)
Grants to States for Operation of Offices of Rural Health 93.913 193,025
HIV Care Formula Grants 93.917 8,285,885 $ 2,004,180
Cooperative Agreements to Support Comprehensive School Health
Programs to Prevent the Spread of HIV and Other Important
Health Problems 93.938 604,200 121,631
HIV Prevention Activities_Health Department Based 93.940 1,638,378 282,813
Human Immunodeficiency Virus (HIV)/Acquired Immunodeficiency Virus
Syndrome (AIDS) Surveillance 93.944 229,227
Cooperative Agreements to Support State-Based Safe Motherhood and
Infant Health Initiative Programs 93.946 120,559
Block Grants for Community Mental Health Services 93.958 3,679,874 3,671,518
Block Grants for Prevention and Treatment of Substance Abuse 93.959 13,041,558 11,297,839
Pass-Through from AR Collegiate Drug Education Committee 93.959 596
Prevention and Public Health Fund (PPHF) Public Health Traineeships 93.964 13,410
PPHF-2012 Geriatric Education Centers 93.969 378,311 6,370
Preventive Health Services_Sexually Transmitted Diseases
Control Grants 93.977 1,159,765 66,652
Preventive Health and Health Services Block Grant 93.991 375,234
Maternal and Child Health Services Block Grant to the States 93.994 6,060,936 227,293
Other Department of Health and Human Services Assistance N/A 4,984,103
Pass-Through from Arkansas Centers for Youth and Families N/A 123,307
Pass-Through from Houston Academy of Medicine - Texas Medical Center N/A 6,346
Pass-Through from University of Oklahoma Health Science Center N/A 6,470
Total United States Department of Health and Human Services 413,413,622 77,249,949
Corporation for National and Community Service
State Commissions 94.003 149,444
Learn and Serve America_School and Community-Based Programs 94.004 89,492
AmeriCorps 94.006 2,791,571 2,434,882
Program Development and Innovation Grants 94.007 13,544
Training and Technical Assistance 94.009 42,209
Total Corporation for National and Community Service 3,086,260 2,434,882
United States Department of Homeland Security
State and Local Homeland Security National Training Program
Pass-Through from Eastern Kentucky University 97.005 546,411
Homeland Security Preparedness Technical Assistance Program 97.007 2,183
Boating Safety Financial Assistance 97.012 1,467,396
Community Assistance Program State Support Services Element
(CAP-SSSE) 97.023 134,277
Flood Mitigation Assistance 97.029 142,360 111,815
Disaster Grants - Public Assistance (Presidentially Declared Disasters) * 97.036 10,258,179 9,584,949
Hazard Mitigation Grant 97.039 14,211,361 13,180,609
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CFDA Amount

CLUSTER NAME/Federal Grantor/Program Name/ Or Other Provided to
Pass-Through Entity Identifying # Expenditures Subrecipients
United States Department of Homeland Security (Continued)
National Dam Safety Program 97.041 $ 108,996 $ 13,000
Emergency Management Performance Grants 97.042 4,249,487 2,106,649
State Fire Training Systems Grants 97.043 24,124
Cooperating Technical Partners 97.045 108,099
Pre-Disaster Mitigation 97.047 2,183,573 737,272
Presidential Declared Disaster Assistance to Individuals and

Households - Other Needs 97.050 290,463
Emergency Operations Centers 97.052 935,147 935,147
Interoperable Emergency Communications 97.055 93,421 79,934
Scientific Leadership Awards 97.062 187,795
Homeland Security Grant Program 97.067 8,028,338 6,558,112
Buffer Zone Protection Program (BZPP) 97.078 24,905 24,905
Earthquake Consortium 97.082 26,943
Driver's License Security Grant Program 97.089 1,474,219
Repetitive Flood Claims 97.092 311,442 310,108
National Incident Management System (NIMS) 97.107 28,688
Other Department of Homeland Security Assistance N/A 117,589

Total United States Department of Homeland Security 44,955,396 33,642,500

Total Expenditures of Federal Awards $ 8,191,294981 $ 840,729,918
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State of Arkansas
Notes to Schedule of Expenditures of Federal Awards
For The Year Ended June 30,2013

(1) 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 reports of other auditors.

CFDA
State/Educational Agency and Program Name Number(s) Expenditures
Arkansas Development Finance Authority:
CDBG - Entitlement Grants Cluster 14.218 $ 5,202,720
Rural Rental Housing Loans 10.415 1,222,582
Arkansas Department of Workforce Services:
Unemployment Insurance 17.225 395,949,423
ARRA - Unemployment Insurance 17.225 140,528,702
Temporary Assistance for Needy Families 93.558 74,423,148
State of Arkansas Construction Assistance
Revolving Loan Fund:
Capitalization Grants for Clean Water State
Revolving Funds 66.458 15,705,655
ARRA - Capitalization Grants for Clean Water State
Revolving Funds 66.458 1,250
State of Arkansas Drinking Water Revolving
Loan Fund:
Capitalization Grants for Drinking Water State
Revolving Funds 66.468 18,907,102
Arkansas Student Loan Authority:
Federal Family Education Loans 84.032-L 408,625,480
University of Arkansas for Medical Sciences:
ARRA - Broadband Technology Opportunities
Program (BTOP) 11.557 13,440,327
Student Financial Assistance Cluster various 50,545,343
Research and Development Cluster various 55,705,962
Social Security Determination:
Disability Insurance/SSI Cluster 96.001 41,833,853

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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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 that
exceed $24,573,885 in disbursements, expenditures, or distributions. Major and nonmajor
programs are determined using 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, 2013, 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 $34,159,980
93.264 Nurse Faculty Loan Program (NFLP) 4,031
93.342 Health Professions Student Loans, Including Primary

Care Loans/Loans for Disadvantaged Students 4,625,038
93.364 Nursing Student Loans 267,292

Total $39,056,341
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Federally Funded Loan Programs (Continued)

The State participates in the Federal Direct Student Loans (Direct Loan) program, CFDA 84.268.
Proceeds under the Direct Loan program are disbursed by the federal government, rather than a
lending institution, with the State providing various administrative support. As reported in the
Schedule, new loans totaling $562,411,383 were made to students during the year ended June 30,
2013.

Education loans made or purchased by the Arkansas Student Loan Authority (the Authority) are
guaranteed by the Student Loan Guarantee Foundation of Arkansas (SLGFA), United Student Aid
Fund (USAF), or the U.S. Department of Education (USDE). Loans guaranteed by the USDE are
considered non-cash awards and amounted to $405,942,504 at July 1, 2012. The SLGFA, USAF,
and USDE guarantees are contingent upon the loans being serviced within the due diligence
requirements of the guarantors.

Expenditures reflected in CFDA 66.458, Capitalization Grants for State Revolving Funds, include
loans to local governments for developing or constructing water treatment facilities. The funding
sources for these loans include federal grant funds and state funds. 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, 2013, was $423,104,181.
Total disbursements for new loans made during fiscal year 2013 totaled $15,335,250.
Administrative costs associated with the program for the year ended June 30, 2013, totaled
$370,405.

Expenditures reflected in CFDA 66.468, Capitalization Grants for Drinking Water State Revolving
Fund, include loans to counties, municipalities, and other tax-exempt water system organizations
for construction of new water systems, expansion or repair of existing water systems, and/or
consolidation of new or existing water systems. The funding sources for these loans include
federal grant funds and state funds. When received, these funds will be used to make new loans
for program activities. The outstanding loan balance for the year ended June 30, 2013, was
$182,269,212. Total disbursements for new loans made during fiscal year 2013 totaled
$13,624,690. Administrative costs associated with the program for the year ended June 30, 2013,
totaled $3,152,568.

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 $14,135,782
10.558 Child and Adult Care Food Program 172,716
10.565 Commodity Supplemental Food Program 776,765
10.569 Emergency Food Assistance Program (Food Commodities) 5,781,605
12.005 Law Enforcement Support Office - 1033 Program 2,922,577
39.003 Donation of Federal Surplus Personal Property 6,220,434
93.268 Immunization Cooperative Agreements 42,402,802

Total $72,412,681
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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
(Recovery 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
changes in participating households’ income, deductions, and assets. This condition prevents the
United States Department of Agriculture (USDA) from obtaining the regular and Recovery Act
components of SNAP benefits expenditures through normal program reporting processes. As an
alternative, the 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 7.79% of the USDA'’s total expenditures
for SNAP benefits in the federal fiscal year ended September 30, 2013.

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

During fiscal year 2013, the State received cash rebates totaling $27,103,927 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 § 246.16(a) 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 399,624 more
persons than could have been served this fiscal year in the absence of the rebate contract.

Disability Determination for Social Security

Reported expenditures for benefits under the Social Security Disability Insurance program are not
audited by the Arkansas Division of Legislative Audit but by a private firm: S&P Company. lts audit
follows the federal fiscal year ending September 30. The audit report for September 30, 2012, was
issued on June 26, 2013. The audit report for September 30, 2013, has not been issued as of the
date of the State of Arkansas Single Audit report.

Unemployment Insurance

The unemployment compensation system is a unique federal-state partnership, founded upon
federal law but implemented through state law. Expenditures reported for the Unemployment
Insurance Program (CFDA No. 17.225) include unemployment benefits from the State
Unemployment Compensation Fund totaling $318,245,812.

Rural Rental Housing Loans

Expenditures reflected in CFDA 10.415, Rural Rental Housing Loans (Preservation Revolving Loan
Fund), include loans to contractors for development of multifamily housing. The funding source for
these loans is a $2,125,000 promissory note executed between the Arkansas Development
Finance Authority and the USDA Rural Development during fiscal year 2013. When received,
these funds will be used to make new loans for program activities. The outstanding loan balance to
subrecipients for the year ended June 30, 2013, was $1,222,582. Total disbursements for new
loans made to subrecipients during fiscal year 2013 totaled $1,222,582.
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Schedule of Prior Audit Findings
For The Year Ended June 30, 2013

CFDA Number(s) Page
State/Educational Agency Name(s) / Program Title Affected Number(s)

University of Arkansas at Pine Bluff

Student Financial Assistance Cluster 84.038 126 - 140

Student Financial Assistance Cluster 84.268 141
National Park Community College

Student Financial Assistance Cluster 84.063; 84.268 142 - 143
Disability Determination for Social Security Administration

Disability Insurance/SSI Cluster) 96.001 144 - 145
Arkansas Department of Education

Child Nutrition Cluster All 146 - 147

Special Education Cluster All 148 - 153
Arkansas Department of Education; Arkansas Department of Human Services

TANF Cluster 93.558 154 - 155
Arkansas Department of Career Education - Arkansas Rehabilitation Services

Vocational Rehabilitation Cluster 84.126 156 - 157, 162, 167 - 172

Vocational Rehabilitation Cluster All 158 -161, 163-166, 173-174
Arkansas Department of Career Education - Arkansas Rehabilitation Services:
Arkansas Department of Human Services

Vocational Rehabilitation Cluster 84.126 175-176

Vocational Rehabilitation Cluster All 177 -178
Arkansas Department of Human Services

Child Nutrition Cluster All 179 - 180

CCDF Cluster All 181-182

Foster Care_Title IV-E 93.658 183-190

Adoption Assistance 93.659 191 -194

Medicaid Cluster 93.778 195 - 242

Findings Covering Programs Audited by Other External Auditors

University of Arkansas for Medical Sciences

Broadband Technology Opportunities Program (BTOP); Head Start Cluster; 11.557; 93.600;

Research and Development Cluster various 243 - 244

Research and Development Cluster 93.848; various 245 - 246

Student Financial Assistance Cluster 84.268 247 - 248

Research and Development Cluster 93.701; 93.702 249 - 250
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University of Arkansas at Pine Bluff

2012 Prior Year Finding Number: 12-160-01

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): 2012
Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance

Current Status as of June 30, 2013:
Corrective action taken.

Criteria:

In accordance with 34 CFR § 668.16(m)(1)(ii) of the Student Assistance General Provisions and 34 CFR § 674.5 of
the Federal Perkins Loan Program, an institution that begins and continues to participate in any Title 1V, Higher
Education Act (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%. In addition, as stated in 34 CFR §
674.5(a)(1), if an institution’s cohort default rate equals or exceeds 25%, 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 44%. 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 7 of 16 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:
We recommend the University establish procedures to lower its cohort default rate to an acceptable level.

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012:

As previously reported the University is liquidating the Federal Loan Program and has not awarded any new loans to
students. Less than 30 borrowers entered repayment in FY11 so the default rate was based on the average for the
past three years. Sixteen borrowers entered repayment in this three year period with seven defaulting resulting in the
default rate of 43.75%. None of the seven borrowers who first entered repayment in the most recent year (7/1/10-
6/30/11) defaulted.

The University has extended its agreement with an outside agency, Campus Partners, to service the loan portfolio
and ensure timely billing and due diligence is performed through June 30, 2013.

The University is continuing its process of assigning loans to the U. S. Department of Education and efforts will
continue to fully liquidate the program with plans to have completed by June 30, 2013.
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University of Arkansas at Pine Bluff (Continued)

2012 Prior Year Finding Number: 12-160-01 (Continued)

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): 2012
Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance

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

Anticipated Completion Date: June 30, 2013

Contact Person: Mrs. Pauline Thomas
Vice Chancellor for Finance and Administration
University of Arkansas at Pine Bluff
1200 North University Drive, Mail Slot 4922
Pine Bluff, AR 71601
Phone: (870) 575-8873
Email: thomasp@uapb.edu

-127 -


mailto:thomasp@uapb.edu

State of Arkansas
Schedule of Prior Audit Findings
For The Year Ended June 30, 2013

University of Arkansas at Pine Bluff (Continued)

2011 Prior Year Finding Number: 11-160-01

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): 2011

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Control Deficiency

Current Status as of June 30, 2013:
Corrective action taken.

Criteria:

In accordance with 34 CFR § 668.16 of the Student Assistance General Provisions, 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. 34 CFR § 668.16 (m)(1)(iii) indicates 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%. In addition, as stated in 34 CFR § 674.5(a)(1) of the Federal Perkins Loan Program,
if an institution’s cohort default rate equals or exceeds 25%, 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 39%. 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 7 of 18 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:
We recommend the University establish procedures to lower the cohort default rate to an acceptable level.

Views of Responsible Officials and Planned Corrective Action as of June 30, 2011:

The university is liquidating the Federal Perkins Loan Program and is not offering new loans to students. Because
fewer than 30 borrowers entered repayment in the most recent year (7/1/09-6/30/10), the default rate was based on
the average for the past three years. Eighteen borrowers entered repayment in this three year period with seven
defaulting resulting in the default rate of 39%. However, none of the seven borrowers who first entered repayment in
the most recent year (7/1/09-6/30/10) defaulted.

The university will continue to use the services of an outside agency, Campus Partners, to service the loan portfolio
and insure timely billing and due diligence is performed.

Loans will be assigned to the U. S. Department of Education and efforts to fully liquidate the program will continue.
The Agency anticipates the planned corrective action to be completed by June 30, 2011

Current Status as of June 30, 2012:
Corrective action has not been taken. As noted in current year finding, 12-160-01, the University’s cohort default
remains above 25%.

This issue was also addressed in prior audit findings 10-160-01, 09-160-01, 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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University of Arkansas at Pine Bluff (Continued)

2010 Prior Year Finding Number: 10-160-01

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

Current Status as of June 30, 2013:
Corrective action taken.

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.

Views of Responsible Officials and Planned Corrective Action as of June 30, 2010:

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

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

The university utilizes the services of an outside agency, Campus Partners, to service the loan portfolio and insure
timely billing and due diligence for all remaining outstanding borrowers. Efforts continue to fully liquidate the
program.
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University of Arkansas at Pine Bluff (Continued)

2010 Prior Year Finding Number: 10-160-01 (Continued)

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

Current Status as of June 30, 2011:
Corrective action has not been taken. As noted in current year finding, 11-160-01, 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, 02-160-06 and 01-160-05.

Current Status as of June 30, 2012:
Corrective action has not been taken. As noted in current year finding, 12-160-01, the University’s cohort default
remains above 25%.

This issue was also addressed in prior audit findings 11-160-01, 09-160-01, 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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2009 Prior Year Finding Number: 09-160-01

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

Current Status as of June 30, 2013:
Corrective action taken.

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.

Views of Responsible Officials and Planned Corrective Action as of June 30, 2009:
The University does not offer new loans to students through the Perkins Loan Program, is liquidating the program and

did not request nor receive new contributions from the Federal Capital Contribution (FCC) in FY2009. Efforts to
liquidate the program, including the assignment of the loans to the U. S. Department of Education are ongoing and
the program should be liquidated by June 30, 2010.

Until the liquidation is complete collection efforts will continue including:

e Utilization of an outside agency, Campus Partners, to service the loan portfolio and insure
timely billing and due diligence,

e Referral of delinquent accounts to collection agencies,

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

e  Collection efforts by university staff and greater management oversight

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

2009 Prior Year Finding Number: 09-160-01 (Continued)

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

Current Status as of June 30, 2010:
Corrective action has not been taken. 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.

Current Status as of June 30, 2011:
Corrective action has not been taken. As noted in current year finding, 11-160-01, the University’s cohort default
remains above 25%.

This issue was also addressed in prior audit findings 10-160-01, 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.

Current Status as of June 30, 2012:
Corrective action has not been taken. As noted in current year finding, 12-160-01, the University’s cohort default
remains above 25%.

This issue was also addressed in prior audit findings 11-160-01, 10-160-01, 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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University of Arkansas at Pine Bluff (Continued)

2008 Prior Year Finding Number: 08-160-01
CFDA Number(s) and Program Title(s):  84.038 - Federal Perkins Loan Program_Federal
Capital Contributions
(Student Financial Assistance Cluster)
Questioned Costs: None

Current Status as of June 30, 2013:
Corrective action taken.

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 of June 30, 2010:
Corrective action has not been taken. 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.

Current Status as of June 30, 2011:
Corrective action has not been taken. As noted in current year finding, 11-160-01, the University’s cohort default
remains above 25%.

This issue was also addressed in prior audit findings 10-160-01, 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.

Current Status as of June 30, 2012:
Corrective action has not been taken. As noted in current year finding, 12-160-01, the University’s cohort default
remains above 25%.

This issue was also addressed in prior audit findings 11-160-01, 10-160-01, 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.
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University of Arkansas at Pine Bluff (Continued)

2007 Prior Year Finding Number: 07-160-01
CFDA Number(s) and Program Title(s):  84.038 - Federal Perkins Loan Program_Federal
Capital Contributions
(Student Financial Assistance Cluster)
Questioned Costs: None

Current Status as of June 30, 2013:
Corrective action taken.

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 of June 30, 2010:
Corrective action has not been taken. 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.

Current Status as of June 30, 2011:
Corrective action has not been taken. As noted in current year finding, 11-160-01, the University’s cohort default
remains above 25%.

This issue was also addressed in prior audit findings 10-160-01, 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.

Current Status as of June 30, 2012:
Corrective action has not been taken. As noted in current year finding, 12-160-01, the University’s cohort default
remains above 25%.

This issue was also addressed in prior audit findings 11-160-01, 10-160-01, 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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University of Arkansas at Pine Bluff (Continued)

2006 Prior Year Finding Number: 06-160-02
CFDA Number(s) and Program Title(s):  84.038 - Federal Perkins Loan Program_Federal
Capital Contributions
(Student Financial Assistance Cluster)
Questioned Costs: None

Current Status as of June 30, 2013:
Corrective action taken.

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 of June 30, 2010:
Corrective action has not been taken. 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.

Current Status as of June 30, 2011:
Corrective action has not been taken. As noted in current year finding, 11-160-01, the University’s cohort default
remains above 25%.

This issue was also addressed in prior audit findings 10-160-01, 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.

Current Status as of June 30, 2012:
Corrective action has not been taken. As noted in current year finding, 12-160-01, the University’s cohort default
remains above 25%.

This issue was also addressed in prior audit findings 11-160-01, 10-160-01, 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.
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University of Arkansas at Pine Bluff (Continued)

2005 Prior Year Finding Number: 05-160-02
CFDA Number(s) and Program Title(s):  84.038 - Federal Perkins Loan Program_Federal
Capital Contributions
(Student Financial Assistance Cluster)
Questioned Costs: None

Current Status as of June 30, 2013:
Corrective action taken.

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 of June 30, 2010:
Corrective action has not been taken. 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.

Current Status as of June 30, 2011:
Corrective action has not been taken. As noted in current year finding, 11-160-01, the University’s cohort default
remains above 25%.

This issue was also addressed in prior audit findings 10-160-01, 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.

Current Status as of June 30, 2012:
Corrective action has not been taken. As noted in current year finding, 12-160-01, the University’s cohort default
remains above 25%.

This issue was also addressed in prior audit findings 11-160-01, 10-160-01, 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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University of Arkansas at Pine Bluff (Continued)

2004 Prior Year Finding Number: 04-160-01
CFDA Number(s) and Program Title(s):  84.038 - Federal Perkins Loan Program_Federal
Capital Contributions
(Student Financial Assistance Cluster)
Questioned Costs: None

Current Status as of June 30, 2013:
Corrective action taken.

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 of June 30, 2010:
Corrective action has not been taken. 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.

Current Status as of June 30, 2011:
Corrective action has not been taken. As noted in current year finding, 11-160-01, the University’s cohort default
remains above 25%.

This issue was also addressed in prior audit findings 10-160-01, 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.

Current Status as of June 30, 2012:
Corrective action has not been taken. As noted in current year finding, 12-160-01, the University’s cohort default
remains above 25%.

This issue was also addressed in prior audit findings 11-160-01, 10-160-01, 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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University of Arkansas at Pine Bluff (Continued)

2003 Prior Year Finding Number: 03-160-01
CFDA Number(s) and Program Title(s):  84.038 - Federal Perkins Loan Program_Federal
Capital Contributions
(Student Financial Assistance Cluster)
Questioned Costs: None

Current Status as of June 30, 2013:
Corrective action taken.

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 of June 30, 2010:
Corrective action has not been taken. 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.

Current Status as of June 30, 2011:
Corrective action has not been taken. As noted in current year finding, 11-160-01, the University’s cohort default
remains above 25%.

This issue was also addressed in prior audit findings 10-160-01, 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.

Current Status as of June 30, 2012:

Corrective action has not been taken. As noted in current year finding, 12-160-01, the University’s cohort default
remains above 25%.

This issue was also addressed in prior audit findings 11-160-01, 10-160-01, 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.
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University of Arkansas at Pine Bluff (Continued)

2002 Prior Year Finding Number: 02-160-06
CFDA Number(s) and Program Title(s):  84.038 - Federal Perkins Loan Program_Federal
Capital Contributions
(Student Financial Assistance Cluster)
Questioned Costs: None

Current Status as of June 30, 2013:
Corrective action taken.

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 of June 30, 2010:
Corrective action has not been taken. 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.

Current Status as of June 30, 2011:
Corrective action has not been taken. As noted in current year finding, 11-160-01, the University’s cohort default
remains above 25%.

This issue was also addressed in prior audit findings 10-160-01, 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.

Current Status as of June 30, 2012:
Corrective action has not been taken. As noted in current year finding, 12-160-01, the University’s cohort default
remains above 25%.

This issue was also addressed in prior audit findings 11-160-01, 10-160-01, 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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University of Arkansas at Pine Bluff (Continued)

2001 Prior Year Finding Number: 01-160-05
CFDA Number(s) and Program Title(s):  84.038 - Federal Perkins Loan Program_Federal
Capital Contributions
(Student Financial Assistance Cluster)
Questioned Costs: None

Current Status as of June 30, 2013:
Corrective action taken.

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 of June 30, 2010:
Corrective action has not been taken. 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.

Current Status as of June 30, 2011:
Corrective action has not been taken. As noted in current year finding, 11-160-01, the University’s cohort default
remains above 25%.

This issue was also addressed in prior audit findings 10-160-01, 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.

Current Status as of June 30, 2012:
Corrective action has not been taken. As noted in current year finding, 12-160-01, the University’s cohort default
remains above 25%.

This issue was also addressed in prior audit findings 11-160-01, 10-160-01, 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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University of Arkansas at Pine Bluff (Continued)

2012 Prior Year Finding Number: 12-160-02
CFDA Number(s) and Program Title(s):  84.268 — Federal Direct Student Loans
(Student Financial Assistance Cluster)

Federal Award Number(s): P268K121072

Federal Award Year(s): 2012

Compliance Requirement(s) Affected: Special Tests and Provisions

Type of Finding: Noncompliance and Significant Deficiency

Current Status as of June 30, 2013:
Corrective action taken.

Criteria:

In accordance with 34 CFR § 685.303 (b)(4)(i) of the Student Assistance General Provisions, if a student is enrolled
in the first year of an undergraduate program of study and has not previously received a Federal Stafford Loan,
Federal Supplemental Loans for Students, Direct Subsidized Loan, or Direct Unsubsidized Loan, a school may not
disburse the proceeds of a Direct Subsidized or Direct Unsubsidized Loan until 30 days after the first day of the
student’s program of study.

Condition and Context:

The University did not comply with regulations concerning disposition of Direct Loans. During our examination of loan
proceeds for four first-year, first-time borrowers, we noted the University inappropriately disbursed loan proceeds to
one student’s account prior to the 30" day after the first day of class. To determine the prevalence of the errors, we
compiled a list of freshman students who received loan disbursements prior to the 30" day after the first day of class
during the fall 2011 semester. We selected 15 of the 229 freshman students and determined that all 15 students were
first-year, first-time borrowers.

Questioned Costs:
None

Cause:
The University failed to establish adequate internal controls to ensure compliance with loan disposition requirements.

Effect:
Loan disbursements were made to first-year, first-time borrowers prior to the 30" day after the first day of class.

Recommendation:
We recommend the University establish procedures to ensure compliance with loan disposition requirements.

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012:
The University has procedures in place to identify and flag loan disbursement records for students who are first time

undergraduates enrolled in the first year of their program who has not previously received a loan. We have evaluated
internal controls and as a result implemented a new procedure to ensure that the mechanism we have in place is
working properly. We have rules defined in our student financial aid system; the Director of Student Financial
Services will run a test prior to each award period to make sure these rules are working properly. To assure this task
is performed it was immediately added to our check-list of activities that must be performed to process all student
awards.

Anticipated Completion Date: Complete

Contact Person: Mrs. Pauline Thomas
Vice Chancellor for Finance and Administration
University of Arkansas at Pine Bluff
1200 North University Drive, Mail Slot 4922
Pine Bluff, AR 71601
Phone: (870) 575-8873
Email: thomasp@uapb.edu
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National Park Community College

2012 Prior Year Finding Number: 12-175-01

CFDA Number(s) and Program Title(s):  84.063 — Federal Pell Grant Program
84.268 — Federal Direct Student Loans
(Student Financial Assistance Cluster)

Federal Award Number(s): PO63P113508; P268K123508

Federal Award Year(s): 2012

Compliance Requirement(s) Affected: Special Tests and Provisions

Type of Finding: Noncompliance and Significant Deficiency

Current Status as of June 30, 2013:
Corrective action taken.

Criteria:

In accordance with 34 CFR § 668.22 of the Student Assistance General Provisions, when a recipient of Title IV grant
or loan assistance withdraws from an institution during a payment period or period of enrollment in which the recipient
began attendance, the institution must determine the amount of Title IV aid earned by the student as of the student's
withdrawal date. If the amount disbursed to the student is greater than the amount the student earned, the unearned
funds must be returned to the Title IV programs. If the amount disbursed to the student is less than the amount the
student earned and for which the student is otherwise eligible, he or she is eligible to receive a post-withdrawal
disbursement (PWD) of the earned aid that was not received.

Condition and Context:

Initially, five returns were tested for compliance with the above criteria and four exceptions were detected. An
additional 10 returns were selected for examination, and five more exceptions were detected. Due to the number of
exceptions, College personnel recalculated all returns for the year ended June 30, 2012, and provided a listing of the
recalculations for testing. Our testing confirmed the cause of the exceptions and the resulting financial effects.

Questioned Costs:
None

Cause:

The College’s calculations of returns to the Title IV programs were performed based on specific criteria input into the
database. When inputting the total number of calendar days in a payment period or period of enrollment, the College
failed to exclude breaks of at least five consecutive days from the total number of calendar days in a payment period
or period of enroliment and the number of calendar days completed in that period as required by 34 CFR § 668.22

(AC)()()-

Effect:

The College returned institutional costs of $4,590 to the Federal Pell Grant Program and $15,846 to Federal Direct
Student Loans in excess of the amounts required. Additionally, the amount due to students for aid earned but not
received (PWD) increased by a total of $1,348, of which $1,092 related to the Federal Pell Grant Program and $256
to the Federal Direct Student Loans program.

Recommendation:
We recommend the College strengthen procedures to ensure that returns to the Title IV programs are calculated
correctly and contact the U.S. Department of Education for resolution of this matter.

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012:

Incorrect Return to Title IV Calculations

Issue: Upon testing R2T4 calculations, Legislative Audit determined that the denominator in the calculation was not
correctly excluding the holidays of 5 consecutive days in fall or spring terms for the 2011-2012 year. The auditor
brought this to the attention of the Director of Financial Aid, the PeopleSoft consultant was contacted, and it was
determined that the Registrar’s Office is the office responsible for entering the holiday days into the system. With the
new management information system, the holiday schedule was not updated to accurately reflect the correct number
of holidays.
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National Park Community College (Continued)

2012 Prior Year Finding Number: 12-175-01 (Continued)

CFDA Number(s) and Program Title(s):  84.063 — Federal Pell Grant Program
84.268 — Federal Direct Student Loans
(Student Financial Assistance Cluster)

Federal Award Number(s): PO63P113508; P268K123508

Federal Award Year(s): 2012

Compliance Requirement(s) Affected: Special Tests and Provisions

Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012 (Continued):

Immediate Solution Steps Taken

The PeopleSoft consultant contacted the Assistant Registrar and determined the correct dates for start and end of
terms and holidays for year 2011-2012. The dates were entered into the correct tables in PeopleSoft.

The Financial Aid Director and Default Management Coordinator printed R2T4 calculation pages from the Image Now
system to gain the correct information. The original data was recalculated by the PeopleSoft R2T4 System to utilize
the corrected data. These changes resulted in fewer funds needing to be returned on behalf of the school for each
student. A spreadsheet which records the R2T4s performed each year was expanded to include columns for the
correct calculation amounts if funds were due to the student (PWD- post withdrawal disbursements), funds required
to be returned by the school, and any loan funds students owe (but which are still repaid based on the terms of the
MPN, Master Promissory Note, for each student). Columns for those three amounts by student and total were
calculated, showing the difference or change the recalculations made. The PWD amount to pay to students changed
a total of $1,348, ($1,092 related to Pell grants and $256 to Direct Loan program). Funds to be returned by the
school to the USDE were reduced by $20,436 ($4,590 related to the Pell grant program and $15,846 related to the
Direct Loan Program).

Long-term plan (to insure future accuracy)

Instructions on how this should be updated each year have been drafted. The Financial Aid Director, Financial Aid
Counselors, and processors have been given view access to this schedule, and will review this schedule and start
and end dates of the terms as part of the aid year set up process each year.

The College has strengthened procedures to ensure that returns to the Title IV programs are calculated correctly and
has assured the U.S. Department of Education that these discrepancies will not occur again.

We have addressed this finding, and have corrected our records accordingly. The staff members involved
understand the rationale behind this finding and have assured me these discrepancies will not occur again.

Anticipated Completion Date: Complete

Contact Person: Janis Sawyer
Vice President for Financial Affairs
National Park Community College
101 College Drive
Hot Springs, AR 71913
Phone: (501) 760-4215
Email: jsawyer@npcc.edu
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Disability Determination for Social Security Administration

2012 Prior Year Finding Number: 12-311-01
CFDA Number(s) and Program Title(s):  96.001 — Social Security_Disability Insurance
(Disability Insurance/SSI Cluster)

Federal Award Number(s): Unknown

Federal Award Year(s): Unknown

Compliance Requirement(s) Affected: All

Type of Finding: Material Noncompliance and Material Weakness

Current Status as of June 30, 2013:
Corrective action taken.

Criteria:

OMB Circular A-133 § .300(e) states that "the auditee shall ensure that the audits required by this part are properly
performed and submitted when due.” In addition, OMB Circular A-133 § .320(a) defines the time period of completion
to be “within nine months after the end of the audit period.”

Condition and Context:

Single Audits of seven state entities included in the State of Arkansas Single Audit are not performed by Legislative
Audit but are performed by other external auditors. Disability Determination for Social Security Administration is one
of the entities that contracts with other external auditors to perform its Single Audit. The Agency’s Single Audit is
performed on a year-end date of September 30, which is different from the State’s year-end date of June 30.

The Agency's Single Audit for the year ended September 30, 2011, is required to be completed by June 30, 2012. As
of February 5, 2013, the audit had yet to be completed.

Questioned Costs:
None

Cause:
Unknown

Effect:
The audit of a major program with reported expenditures of $42,304,208 as of June 30, 2012, was not performed.

Recommendation:
We recommend the Agency establish procedures to ensure the Single Audit is performed and completed in
accordance with OMB Circular A-133.

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012:

During my tenure as the Director, this Agency has always met the requirements for our annual audit. In 2011, we
were notified the DDS would receive a Federal Audit from the Office of the Inspector General. The initial notification
date for the audit to begin was spring 2012. Due to scheduling issues with the OIG Office in Dallas, the Disability
audit was continually delayed and did not receive its field office visit until September 2012. The OIG audit has been
written and is currently with the 1G’s Office in Washington for final review and rendering of the audit results. Due to
the uncertainty of the timing of the Federal audit field visits, the DDS did not want a second audit underway while in
the process of the Federal audit. The Single Fund audit for FY11 is currently being worked and the auditor is in our
facility doing his fieldwork. We are anticipating completion of the FY11 audit no later than March 15, 2013. Likewise,
we are expecting receipt of our Federal Audit within the next few weeks.

The OMB deadline will now be included in our Professional Services Contracts for our Single Fund audit and will be a
key deadline for agency events. The audit firm of S & P from Little Rock was awarded the PSC and is currently on-
site doing it fieldwork. | regret that both of the audits were scheduled at the same time.
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State of Arkansas
Schedule of Prior Audit Findings
For The Year Ended June 30, 2013

Disability Determination for Social Security Administration (Continued

2012 Prior Year Finding Number: 12-311-01 (Continued)
CFDA Number(s) and Program Title(s):  96.001 — Social Security_Disability Insurance
(Disability Insurance/SSI Cluster)

Federal Award Number(s): Unknown

Federal Award Year(s): Unknown

Compliance Requirement(s) Affected: All

Type of Finding: Material Noncompliance and Material Weakness

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012 (Continued):

Anticipated Completion Date: March 15, 2013

Contact Person: Arthur Boutiette
Director
Disability Determinations Agency
701 S. Pulaski St.
Little Rock, AR 72201
Phone: (501) 682-3049
Email: arthur.boutiette@ssa.gov
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State of Arkansas
Schedule of Prior Audit Findings
For The Year Ended June 30, 2013

Arkansas Department of Education

2012 Prior Year Finding Number: 12-500-01
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)

Federal Award Number(s): 2012IN109946; 2011IN109946; 2011CN109946
Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance

Current Status as of June 30, 2013:
Corrective action taken.

Criteria:

Interim final guidance by the Office of Management and Budget (OMB) published as 2 CFR § 170 requires recipients
of federal financial assistance awards to report first-tier subawards when an obligation of $25,000 or more is made
through an award or amendment to an award. The triggering event for reporting is the obligation of funds under a
subaward or subaward amendment rather than a payment made pursuant to the subaward. Reporting must be
accomplished by the end of the month following the month in which the subaward or subaward amendment occurred.
Reporting is accomplished through the Federal Funding Accountability and Transparency Act (FFATA) Subaward
Reporting System (FSRS) and should be publicly available at USASpending.gov.

Condition and Context:

Review of subaward reporting by the Arkansas Department of Education (ADE) for 25 subrecipients revealed
subaward spending data for state fiscal year (SFY) 2012 was not listed on the USASpending.gov website for the
2011 and 2012 Child Nutrition Cluster grant awards.

Questioned Costs:
None

Cause:

ADE personnel submitted the required subaward information for SFY 2012 utilizing the Arkansas Department of
Information Systems; however, submission dates could not be determined. In addition, the Agency failed to monitor
the submission of information input to FSRS to determine if further follow-up was required.

Effect:
The required FFATA first-tier subaward spending data were not listed at USASpending.gov for the 2011 and 2012
Child Nutrition Cluster grant awards, and the Agency could not provide documentation of submission dates to FSRS.

Recommendation:
We recommend the Agency develop procedures to comply with FFATA submission requirements relating to first-tier
subaward reporting by monitoring the USASpending.gov website for information input to FSRS.
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State of Arkansas
Schedule of Prior Audit Findings
For The Year Ended June 30, 2013

Arkansas Department of Education (Continued)

2012 Prior Year Finding Number: 12-500-01 (Continued)
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)

Federal Award Number(s): 2012IN109946; 2011IN109946; 2011CN109946
Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance

Views of Responsible Officials and Planned Corrective Action:
The ADE worked with DIS in an attempt to comply with the FFATA requirements. However, the FFATA Subaward

Reporting System had technical issues that prevented it from accepting large amounts of data due to the newness of
the system. The transmission would time out before it was received by their system. We failed to obtain
documentation regarding these time-outs and the frequency with which we attempted to transmit the data. Our
understanding is that several states experienced the same problems in their attempts to transmit large amounts of
data.

With future transmission efforts we will check the USASpending.gov website to ensure the data is displayed. In the
event of transmission failures, or the failure of the data to appear on the website, we will document all attempts to
rectify the problems of transmission until either the data appears on the website or FFATA personnel confirms in
writing that their system cannot accept the data.

Anticipated Completion Date: Complete

Contact Person: Ron Byrns
Controller
Department of Education
4 Capitol Mall, Room 204A
Little Rock, AR 72201-1019
Phone: (501) 683-4740
Email: Ron.Byrns@Arkansas.gov
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State of Arkansas
Schedule of Prior Audit Findings
For The Year Ended June 30, 2013

Arkansas Department of Education (Continued)

2012 Prior Year Finding Number: 12-500-02

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)

Federal Award Number(s): H027A090018; H027A100018A; H027A110018; H173A090021;
H173A200021; H173A110021; H391A090018A; H392A090021A

Federal Award Year(s): 2010, 2011 and 2012

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

Type of Finding: Significant Deficiency

Current Status as of June 30, 2013:
Corrective action has not been taken. See current-year finding 13-500-03.

Criteria:

As noted in OMB Circular A-133 § 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
provisions of contracts or grant agreements that could have a material effect on each of its federal programs.

Also, 34 CFR § 300.705 requires the Agency 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 Local Education Agencies
(LEAs) in the State.

Condition and Context:

One employee at the Agency is responsible for the allocation of Special Education funds, but there is no review of the
allocations by another knowledgeable individual. Additionally, information and documentation to support the
allocations and distributions were not readily available for audit purposes.

Questioned Costs:
Unknown

Cause:

The Agency did not establish internal controls to adequately review allocation of Special Education funds and to
ensure that Special Education calculations and allocations were in accordance with program requirements or that
supporting documentation was retained and readily available.

Effect:
Inappropriate allocations could result in an improper payment to an LEA.

Recommendation:

We recommend the Agency establish and implement procedures to ensure that knowledgeable Agency personnel
adequately review, test, and approve allocation worksheets used to distribute federal funding to LEAs and that
documentation supporting the allocation of grant awards be retained and readily available for audit purposes.

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012:

The ADE has assigned a knowledgeable supervisor to review the allocation figures that are prepared by his
employee. We are requiring that supervisor to acknowledge in writing that the review has been performed and that
any errors identified have been corrected. We have also assigned responsibility for appropriate staff to ensure all
information and documentation regarding the allocations and distributions of Special Education funds are readily
available for audit purposes.
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State of Arkansas

Schedule of Prior Audit Findings
For The Year Ended June 30, 2013

Arkansas Department of Education (Continued)

2012 Prior Year Finding Number:
CFDA Number(s) and Program Title(s):

Federal Award Number(s):

Federal Award Year(s):
Compliance Requirement(s) Affected:
Type of Finding:

12-500-02 (Continued)

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)

H027A090018; H027A100018A; H027A110018; H173A090021;
H173A200021; H173A110021; H391A090018A; H392A090021A
2010, 2011 and 2012

Matching, Level of Effort, Earmarking

Significant Deficiency

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012 (Continued):

Anticipated Completion Date: Complete

Contact Person: Ron Byrns
Controller
Department of Education
4 Capitol Mall, Room 204A
Little Rock, AR 72201-1019
Phone: (501) 683-4740
Email: Ron.Byrns@Arkansas.gov
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State of Arkansas
Schedule of Prior Audit Findings
For The Year Ended June 30, 2013

Arkansas Department of Education (Continued)

2011 Prior Year Finding Number: 11-500-01

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): H027A080018A; H027A090018; H027A100018A; H173A080021;
H173A090021; H173A100021; H391A090018A; H392A090021A

Federal Award Year(s): 2009, 2010 and 2011

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

Type of Finding: Noncompliance and Significant Deficiency

Current Status as of June 30, 2013:
Corrective action has not been taken. See current-year finding 13-500-03.

Criteria:

In accordance with 34 CFR § 300.705, the State Education Agency (SEA) is required to allocate Special
Education_Grants to States monies that remain after the SEA has retained the portion needed for administration and
other State-level activities to Local Education Agencies (LEAs) in the State. The SEA must distribute to each eligible
LEA the amount the LEA would have received from the fiscal year 1999 appropriation. The SEA must then distribute
(a) 85% of any remaining funds to the LEAs 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% 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 § 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 was unable to provide supporting documentation of the free and reduced lunch child counts used in the
calculation of the poverty (15%) distribution to LEAs for the Special Education_Grants to States grant award.
Additionally, as mentioned in the prior audit, a Special Education supervisor or other knowledgeable personnel did
not review, test, or approve allocation worksheets used to distribute federal funds for all grant awards within the
Special Education Cluster.

Questioned Costs:
Unknown

Cause:
The Agency did not retain the source documentation used in the determination of poverty distribution amounts for
audit purposes. Also, review of the calculations related to Special Education funds was inadequate.

Effect:
Inappropriate allocation could result in an improper payment to an LEA.

Recommendation:

We recommend the Agency maintain documentation supporting the allocation of grant awards to LEAs. Additionally,
we again recommend that knowledgeable Agency personnel adequately review, test, and approve allocation
worksheets used to distribute federal funding to LEAs.
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State of Arkansas
Schedule of Prior Audit Findings
For The Year Ended June 30, 2013

Arkansas Department of Education (Continued)

2011 Prior Year Finding Number: 11-500-01 (Continued)

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): H027A080018A; H027A090018; H027A100018A; H173A080021;
H173A090021; H173A100021; H391A090018A; H392A090021A

Federal Award Year(s): 2009, 2010 and 2011

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

Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Action as of June 30, 2011:

Corrective Actions Taken by the State:

1. The ADE-SEU has developed specific procedures and internal controls to ensure that the State Education
Agency (SEA) maintains the documentation necessary to support the calculation and allocation of Title VI-B
funds distributed to the LEAs.

a. The ADE-SEU will review the IDEA-Part B grant awards from OSEP that identify the total
award for Arkansas each fiscal year.

b. Allocations for “flow-through” funds to the LEAs will continue to be calculated according to the
IDEA formula for base, population and poverty indices.

c. The State will determine the amount of funding on a yearly basis using the amount the LEA
would have received from the fiscal year 1999 appropriation and distributed as follows:

i. 85% of the funds will be passed through to the LEAs based on population. The
population calculation will be based on the LEA’s December 1 enrollment for the
previous year.

ii. 15% of the funds will be passed through to the LEAs based on poverty. The poverty
calculation will be based on the LEA’s October 1 school age free and reduced count
from the previous year.

iii. Data for determining the poverty index will be obtained from the ADE Data Center,
Cycle 2 Statewide Information Systems Report.

d. Documentation used to support the allocation of IDEA-Part B fund will be maintained and
available for audit purposes.

2. The ADE-SEU has developed a protocol to strengthen the process to review, test, and approve the calculations
used in determining the allocation and distribution of IDEA Title VI-B funds to the LEAs.

a. The Administrator for the Grants and Data Management (G&DM) Section of the ADE-SEU will
oversee the allocation calculations for IDEA Title VI-B funds.

b. The Administrator will review funding information provided by OSEP and gather state data
needed to apply the funding allocation formula to LEAs.

c. Allocations to LEAs will be calculated based on the established procedures outlined in #1.

d. The Grants and Data Management Section will implement a two-step review process to verify
application of the formula and the accuracy of the calculations.

i. One person from G&DM will complete the initial calculations according to the
distribution formula.

ii. A second personin G&DM will review and test the initial calculations.

e. The Administrator will notify LEAs of funds allocated, and approved for use, by electronic
posting.

According to the Agency, the planned corrective action is completed.

Current Status as of June 30, 2012:
Corrective action has not been taken. See current-year finding 12-500-02.
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State of Arkansas
Schedule of Prior Audit Findings
For The Year Ended June 30, 2013

Arkansas Department of Education (Continued)

2010 Prior Year Finding Number: 10-500-01

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

Current Status as of June 30, 2013:
Corrective action has not been taken. Distribution allocations are still not reviewed by another knowledgeable
employee, and documentation is still not readily available for audit purposes. See current-year finding 13-500-03.

Criteria:

In accordance with 34 CFR 300.705, the Agency is required to allocate any funds under this program that the State
Education Agency (SEA) does not retain for administration and other State-level activities to eligible LEAs (Local
Education Agencies) in the State. An SEA must distribute to each eligible LEA the amount the LEA would have
received from the fiscal year 1997 appropriation if the State had distributed 75 percent of its grant for that year to
LEAs. The SEA must then distribute (a) 85 percent of any remaining funds to those agencies on the basis of the
relative numbers of children enrolled in public and private elementary and secondary schools within the Agency’s
jurisdiction and (b) 15 percent of any remaining funds to those agencies in accordance with their relative numbers of
children living in poverty, as determined by the SEA. Also, as noted in OMB Circular A-133 section 300(b), the
auditee shall maintain internal control over federal programs that provides reasonable assurance that the auditee is
managing federal awards in compliance with laws, regulations, and the provisions of contracts or grant agreements
that could have a material effect on each of its federal programs.

Condition and Context:

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

Questioned Costs:
Unknown

Cause:

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

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

Recommendation:

We recommend the Agency strengthen controls to ensure that documentation supporting the components of the
allocation formulas be retained and available for audit purposes and that knowledgeable Agency personnel
adequately review, test and approve allocation worksheets used to distribute federal funding to LEAs.
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State of Arkansas
Schedule of Prior Audit Findings
For The Year Ended June 30, 2013

Arkansas Department of Education (Continued)

2010 Prior Year Finding Number: 10-500-01 (Continued)

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

Views of Responsible Officials and Planned Corrective Action as of June 30, 2010:

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

Current Status as of June 30, 2011:
Corrective action partially taken

Based on review of the U.S. Department of Education’s (USDE) program determination letter for fiscal year ending
June 30, 2010, the Assistant Secretary sustains this audit finding, in part. Based on the USDE'’s determination, the
portion of the audit finding related to the incorrect allocation of funds to LEAs is considered resolved.

However, auditor noted that there was still no review, testing or approval by a Special Education supervisor or other
knowledgeable personnel of allocation worksheets used to distribute federal funds. Auditor also noted that
documentation supporting the components of the allocation formula were not available for audit purposes. See
current year finding 11-500-01.

Current Status as of June 30, 2012:
Corrective action has not been taken. See current-year finding 12-500-02.

- 153 -



State of Arkansas
Schedule of Prior Audit Findings
For The Year Ended June 30, 2013

Arkansas Department of Education;
Arkansas Department of Human Services

2012 Prior Year Finding Number: 12-500/710-01
CFDA Number(s) and Program Title(s): 93.558 — Temporary Assistance for Needy Families
(TANF Cluster)

Federal Award Number(s): G-1102ARTANF

Federal Award Year(s): 2011

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

Type of Finding: Noncompliance and Significant Deficiency

Current Status as of June 30, 2013:
Corrective action taken by both Agencies.

Criteria:

45 CFR § 92.26(b) requires state governments that provide federal awards to a subgrantee expending $500,000 or
more in federal awards in a fiscal year to determine whether the subgrantee has met the audit requirements of OMB
Circular A-133. In addition, 45 CFR § 92.20 requires fiscal control and accounting procedures sufficient to permit the
tracing of funds to a level of expenditures adequate to establish that such funds have not been used in violation of the
restrictions and prohibitions of applicable statutes. 45 CFR § 92.20 also requires grantees and subgrantees to
maintain records that adequately identify the source and application of funds provided for financially-assisted
activities. These records must contain information pertaining to grant and subgrant awards and expenditures, among
other things.

Condition and Context:

Of the $11,299,357 reported last year as subrecipient payments made by the Arkansas Department of Education
(ADE) for the Temporary Assistance for Needy Families (TANF) Cluster grant money to subrecipients receiving in
excess of $500,000, only $6,255 was reported as expenditures by those subrecipients, as evidenced by a review of
the audits submitted in the current fiscal year to the Federal Audit Clearinghouse. This indicates that grant award
information is not being communicated to those subrecipients, and audits of those subrecipients are not being
monitored by the pass-through agency as required by OMB Circular A-133 §__.400(d).

Questioned Costs:
None

Cause:

Internal control deficiencies at ADE and the Department of Human Services — Division of Early Childhood Education
did not permit the identification of specific TANF federal expenditures. The $11,500,000 (FY2011) and $7,500,000
(FY2012) transfers of TANF funds made from the Department of Workforce Services to ADE lost their federal identity
prior to their distribution to the subgrantees of the Arkansas Better Chance program. In addition, the amounts
reported as TANF subrecipient expenditures by ADE were not communicated to the subrecipient.

Effect:

If federal awards are not properly identified to the subrecipient, the subrecipient could erroneously omit them from its
Schedule of Expenditures of Federal Awards (SEFA). Such an omission could cause those expenditures to escape
testing under an OMB Circular A-133 Audit. The FY2011 audits submitted to the Federal Audit Clearinghouse in
FY2012 for the Little Rock School District and Pulaski County Special School District did not appropriately reflect
TANF expenditures on their SEFA. As a result, TANF expenditures were not considered in the major program
determination of these entities.

Recommendation:

We recommend the Agencies establish and implement policies and procedures to properly identify TANF Cluster
expenditures. In addition, the Agencies should establish an internal control structure to foster the appropriate
recording, communication, and monitoring of TANF Cluster transfers to subrecipients.
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State of Arkansas
Schedule of Prior Audit Findings
For The Year Ended June 30, 2013

Arkansas Department of Education;
Arkansas Department of Human Services (Continued)

2012 Prior Year Finding Number: 12-500/710-01 (Continued)
CFDA Number(s) and Program Title(s): 93.558 — Temporary Assistance for Needy Families
(TANF Cluster)

Federal Award Number(s): G-1102ARTANF

Federal Award Year(s): 2011

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

Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012:

Arkansas Department of Education:

Act 282 of 2012, Section 24 states “Each fiscal year, the Department of Workforce Services shall transfer the sum of
seven million five hundred thousand dollars ($7,500,000) from the state's federal Temporary Assistance for Needy
Families block grant to the Department of Education, Public School Fund to be used solely for the Arkansas Better
Chance Program.”

The Public School Fund is a general revenue fund and the Federal funds lose their identity at the point of transfer into
the Public School Fund. These combined State/Federal Better Chance funds are disbursed by ADE to providers at
the direction and approval of the DHS Division of Child Care and Early Childhood Education (DHS-DCCECE). (DHS-
DCCECE administers the Better Chance Program, but the ADE serves as their disbursing agent.) DHS-DCCECE
subsequently monitors the Better Chance Program providers to ensure the funds are properly utilized.

DHS-DCCECE has advised that they will communicate this grant award information to the subrecipients of Better
Chance program funding. They will also provide ADE with documentation to have on hand for audit review regarding
how the TANF funds are allocated to the various subrecipients.

Anticipated Completion Date: Complete
Contact Person: Ron Byrns
Controller

Department of Education

4 Capitol Mall, Room 204A

Little Rock, AR 72201-1019
Phone: (501) 683-4740

Email: Ron.Byrns@Arkansas.gov

Arkansas Department of Human Services:
The Division of Child Care and Early Childhood Education (DCCECE) has reviewed the finding by Legislative Audit

detailed above and is in agreement with the finding. DCCECE will work in conjunction with the Arkansas Department
of Education (ADE) to appropriately identify and provide reporting guidance, including information pertaining to grant
and subgrant awards and the related expenditures of federal funding. In addition DCCECE, in cooperation with ADE,
will also ensure that audits of those sub recipients are properly monitored by the agencies as required by OMB
Circular A-133.

Anticipated Completion Date: Ongoing

Contact Person: Mark Story
Assistant Director / Chief Fiscal Officer
Division of Child Care and Early Childhood Education
P.O. Box 1437, Slot S140
Little Rock, AR 72203-1437
Phone: (501) 683-0989
Email: mark.story@arkansas.gov
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State of Arkansas
Schedule of Prior Audit Findings
For The Year Ended June 30, 2013

Arkansas Department of Career Education —
Arkansas Rehabilitation Services

2012 Prior Year Finding Number: 12-520-01

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

Federal Award Number(s): H126A110003; H126A120003

Federal Award Year(s): 2011 and 2012

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

Type of Finding: Noncompliance and Significant Deficiency

Current Status as of June 30, 2013:

Corrective action has been taken regarding Matching, Level of Effort, and Earmarking. However, corrective action
has not been taken regarding Reporting, and as a result, the Agency is not considered to be in compliance with the
requirement. See current-year finding 13-520-08.

Criteria:

The U.S. Department of Education - Rehabilitation Services Administration (USDOE - RSA) issued Policy Directive
11-02 with instructions for completing the Quarterly Financial Reports (SF-425), which includes reporting the
recipient's share of expenditures (i.e., matching). 34 CFR § 361.60 establishes the federal share of expenditures for
the program at 78.7%, and 34 CFR § 361.62 reduces the amount otherwise payable to a state for a fiscal year by the
amount by which the total expenditures from non-federal sources for the previous fiscal year were less than the total
of those expenditures for the fiscal year two years prior to the previous fiscal year.

In addition, 34 CFR § 80.20(a) requires that the Agency’s financial management systems be sufficient to permit
preparing required reports and tracing funds to a level of expenditures adequate to establish that such funds have not
been used in violation of restrictions, prohibitions, and statutes.

2 CFR § 215.21 requires the Agency to submit accurate and complete financial data to the federal awarding agency.
Also, as stated in OMB Circular A-133 § 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
provisions of contracts or grant agreements that could have a material effect on each of its federal programs.

Condition and Context:

The Agency incorrectly reported its state match expenditures on its March 2011 SF-425 report. RSA notified the
Agency in July 2012 that it was not in compliance with maintenance of effort (MOE) requirements for federal fiscal
year 2011; thus, the State’s federal fiscal year 2012 allotment would be reduced by that shortfall in accordance with
federal law and RSA policy. The Agency was also notified at that time that it had until August 3, 2012, to submit a
revised SF-425 that might change the shortfall amount and, if approved, could result in restoration of all or part of the
amount reduced from the federal fiscal year 2012 allotment.

The Agency submitted a revised report in November 2012, which showed that it would have met the MOE
requirement if the report had been submitted accurately. Per review of communication between the Agency and
David Steele, the Fiscal Unit Chief for RSA, the $2,922,884 was restored through a reallotment process for the fiscal
year 2012 grant.

Questioned Costs:
Unknown

Cause:

Agency employees responsible for preparing the reports were not adequately trained on the reporting requirements;
the Agency did not have procedures in place to ensure that reports were properly reviewed for accuracy and
completeness; and the Agency did not have a financial management system in place that permits tracing funds to
state or federal expenditures.
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Arkansas Department of Career Education —
Arkansas Rehabilitation Services (Continued)

2012 Prior Year Finding Number: 12-520-01 (Continued)

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

Federal Award Number(s): H126A110003; H126A120003

Federal Award Year(s): 2011 and 2012

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

Type of Finding: Noncompliance and Significant Deficiency

Effect:

The under-reporting of state match expenditures and the Agency's inability to submit accurate SF-425 reports caused
the Agency's 2012 grant award to be reduced by the $2,922,884 MOE shortfall.

Recommendation:
We recommend the Agency strengthen controls and procedures to ensure that state match expenditures are properly
reported in accordance with program requirements.

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012:

ARS Discussion

After the retirement of the CFO and other key Finance personnel, a new employee unfamiliar with the RSA/MIS
reporting system submitted the agency’s SF-425 report which included calculation errors. Extensive training was
given in November, 2012, and the affected reports were corrected. The corrected reports confirmed that the
Maintenance of Effort requirements for FFY2011 were indeed met during the fiscal year of record.

Although the amount of the grant was initially reduced, $8M in additional funding was received during the re-allotment
process on August 21, 2012 in effect restoring the $3M reduction in the FY2012 grant award. This process was
discussed and confirmed with David Steele of RSA via a phone conference that included the ARS Commissioner and
CFO.

ARS Action Taken

The finance employee responsible for the SF-425 report has been relieved of this duty. SF-425 report training is
being conducted for the replacement supervisor and will be complete prior to producing the next required report.
Additional technical assistance and training is being provided by DHS, Division of the Services for the Blind, senior
fiscal staff members trained in RSA reporting requirements. The CFO will continue to monitor the training and data
collection requirements throughout the reporting period. The CFO will verify and approve the accuracy of the report
prior to submission and ensure timeliness of report submission.

Anticipated Completion Date: July 1, 2013

Contact Person: Joseph Baxter
Chief Fiscal Officer
Arkansas Rehabilitation Services
525 W. Capital Ave
Little Rock, AR 72201
Phone: (501) 296-1614
Email: joseph.baxter@arkansas.gov
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Arkansas Department of Career Education —
Arkansas Rehabilitation Services (Continued)

2012 Prior Year Finding Number: 12-520-02
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): H390A090003; H126A110003; H126A120003
Federal Award Year(s): 2009, 2011, and 2012
Compliance Requirement(s) Affected: Activities Allowed or Unallowed;
Allowable Costs/Cost Principles
Type of Finding: Noncompliance and Significant Deficiency

Current Status as of June 30, 2013:
Corrective action has not been taken. See current-year finding 13-520-01.

Criteria:

34 CFR § 80.20(a) requires that the Agency’s financial management systems be sufficient to permit preparing
required reports and tracing funds to a level of expenditures adequate to establish that such funds have not been
used in violation of restrictions, prohibitions, and statutes.

Condition and Context:

The Agency was unable to provide a reconciliation to ensure all expenditures were captured for testing. The value of
the population of Vocational Rehabilitation (VR) Cluster client payments provided to the auditors from System 7, the
Agency'’s client management software, was $18,286,533. This amount was $1,041,187 less than the $19,327,720 in
payments disbursed for assistance, grants, and aid reported as VR Cluster expenditures in the Arkansas
Administrative Statewide Information System (AASIS), the State’s accounting system. As such, auditors were not
able to test this $1,041,187 variance and could not determine whether the expenditures were in compliance with
OMB A-133 requirements.

Questioned Costs:
Unknown

Cause:
The Agency did not have procedures in place to ensure that appropriate reconciliations were performed between
AASIS and System 7.

Effect:
Failure to reconcile, by grant award, expenditures in AASIS to client expenditures in System 7 could result in costs of
other programs using System 7 to be inappropriately expended from VR Cluster funds.

Recommendation:
We recommend the Agency strengthen controls and procedures to ensure that monthly reconciliations between
AASIS and System 7 are performed.
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Arkansas Department of Career Education —
Arkansas Rehabilitation Services (Continued)

2012 Prior Year Finding Number: 12-520-02 (Continued)
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): H390A090003; H126A110003; H126A120003
Federal Award Year(s): 2009, 2011, and 2012
Compliance Requirement(s) Affected: Activities Allowed or Unallowed;
Allowable Costs/Cost Principles
Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012:

ARS Discussion

The agency purchased the Libera system in the summer of 2010 and began its use in the October of 2010. Because
the CFO who designed the account setup had retired, key Finance personnel were unaware of certain setup
decisions that were made which resulted in a conflict between the cost center and internal order numbers (CC/IO).
This conflict was discovered only when the software company provided a list of all 3500 service types. SF-425's are
prepared from AASIS data using the internal order number, therefore VR and other grant expenditures are stated
correctly. Libera, however, displays only cost center information in its reports which resulted in the agency being
unaware of the CC/IO conflict. Once we identified the service types which were in conflict, we were able to reconcile
the two systems to within $30,000 of each other. The remaining difference appears to be due to another software
issue that was repaired in 2012 where warrants voided in AASIS continue to show as outstanding in Libera.
Documents supporting this reconciliation were provided to audit personnel.

At no time was there a loss of agency grant funds or an adverse impact on the vocational rehabilitation program.

ARS Action Taken
Libera to AASIS reconciliation procedures are defined and implemented. Continuous review to identify any future
potential conflicts in reporting will be conducted with ARS personnel and Libera software technicians.

Anticipated Completion Date: July 1, 2013

Contact Person: Joseph Baxter
Chief Fiscal Officer
Arkansas Rehabilitation Services
525 W. Capital Ave
Little Rock, AR 72201
Phone: (501) 296-1614
Email: joseph.baxter@arkansas.gov
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Arkansas Department of Career Education —
Arkansas Rehabilitation Services (Continued)

2012 Prior Year Finding Number: 12-520-03
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): H390A090003; H126A110003; H126A120003
Federal Award Year(s): 2009, 2011, and 2012

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

Type of Finding: Noncompliance and Significant Deficiency

Current Status as of June 30, 2013:
Corrective action taken.

Although the Agency has addressed the specific instances of noncompliance noted in this finding, other client
expenditure deficiencies were noted regarding Allowable Costs/Cost Principles. See current-year finding 13-520-05
for those deficiencies.

Criteria:

34 CFR § 80.20(a) requires that the Agency’s financial management systems be sufficient to permit preparing
required reports and tracing funds to a level of expenditures adequate to establish that use of such funds does not
violate restrictions, prohibitions, and statutes. In addition, 2 CFR § 225, Appendix A, paragraph C(1)(j), requires
costs to be adequately documented.

Also, as stated in OMB Circular A-133 § 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
provisions of contracts or grant agreements that could have a material effect on each of its federal programs.

In addition, specific guidance is also provided relative to improper payments as outlined in the Improper Payments
Information Act of 2002, as amended by Pub. L. No. 111-204, the Improper Payments Elimination and Recovery Act,
Executive Order 13520 on reducing improper payments, and the June 18, 2010, Presidential memorandum to
enhance payment accuracy. The term improper payment refers to the following:

e Any payment that should not have been made or that was made in an incorrect amount under
statutory, contractual, administrative, or other legally applicable requirements

e Incorrect amounts, which include overpayments or underpayments made to eligible recipients
(including inappropriate denials of payment or service, any payment that does not account for
credit for applicable discounts, payments that are for the incorrect amount, and duplicate
payments)

e Any payment made to an ineligible recipient or for an ineligible good or service or payments for
goods or services not received (except for such payments where authorized by law)

e Any payment that an agency cannot determine was appropriate because of insufficient or lack
of documentation

Condition and Context:
Of the 132 expenditures totaling $303,513 paid on behalf of clients reviewed at Arkansas Rehabilitation Services,
three items totaling $22,453 were not supported by adequate documentation within System 7, the Agency’s electronic
case management system:

e A payment totaling $17,400 to a hospital without details of services provided

e A payment totaling $3,972 reimbursed to a client for tool and wood purchases

e A payment totaling $1,081 reimbursed to a client for tuition
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Arkansas Department of Career Education —
Arkansas Rehabilitation Services (Continued)

2012 Prior Year Finding Number: 12-520-03 (Continued)
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): H390A090003; H126A110003; H126A120003
Federal Award Year(s): 2009, 2011, and 2012

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

Type of Finding: Noncompliance and Significant Deficiency

Condition and Context (Continued):

Subsequent to audit fieldwork, the Agency provided additional supporting documentation for the deficiencies noted
above. However, this documentation was not being maintained in System 7. During our initial review, the Agency
stated that beginning in October 2010, all supporting documentation for reimbursements is maintained in System 7.
Agency personnel review the supporting documentation in the system and approve or deny reimbursements. Our
review included testing the Agency’s controls to ensure the system contained adequate supporting documentation for
the reimbursements approved.

Questioned Costs:
None

Cause:
Agency counselors and administrative staff were not adequately trained, and disbursements were not adequately
reviewed to ensure that proper documentation was maintained in the case files prior to payment approval.

Effect:
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 strengthen procedures and controls to ensure all supporting documentation for
reimbursements are maintained in System 7.

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012:

ARS Discussion

In some situations the agency may accept hand-written invoices as adequate documentation to authorize payment for
services. We do understand that this may not fall under a best practice, but this action is not prohibited in 34 CFR §
80.20, Section C.1.j. of 2 CFR § 225 Appendix A or in agency policy. The agency is requesting reconsideration on
Finding 3 based on no violation of 34 CFR § 80.20, Section C.1.j. of 2 CFR § 225 Appendix A or in agency policy.

ARS Action Taken
The agency will monitor hand-written invoices on a case by case basis.

Anticipated Completion Date: July 1, 2013

Contact Person: Joseph Baxter
Chief Fiscal Officer
Arkansas Rehabilitation Services
525 W. Capital Ave
Little Rock, AR 72201

Phone: (501) 296-1614
Email: joseph.baxter@arkansas.gov
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Arkansas Department of Career Education —
Arkansas Rehabilitation Services (Continued)

2012 Prior Year Finding Number: 12-520-04

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

Federal Award Number(s): H126A110003; H126A120003

Federal Award Year(s): 2011 and 2012

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

Type of Finding: Noncompliance and Significant Deficiency

Current Status as of June 30, 2013:
Corrective action has not been taken. See current-year finding 13-520-03.

Criteria:

2 CFR § 225, Appendix B, 8.h(4) and 8.h(5) requires that the distribution of salaries or wages of employees who work
on multiple activities or cost objectives be supported by personnel activity reports or equivalent documentation that
reflects an after-the-fact distribution of each employee’s actual activity.

Condition and Context:

Of the 496 positions paid with Vocational Rehabilitation (VR) Cluster funds, 13 positions were also paid from other
federal grant programs or cost objectives. The Agency could not provide activity reports to support the time charged
to the VR Cluster. For most of these 13 positions, the Agency appeared to charge a flat 80% of the position's salary
to the VR Cluster.

Questioned Costs:
Unknown

Cause:
The Agency did not have procedures in place to properly record personnel activity after-the-fact for multiple grants or
cost objectives.

Effect:
Paying positions based on a flat rate and not actual activity could result in VR Cluster funds being used to support
non-VR activities. Noncompliance with program requirements could jeopardize future awards.

Recommendation:
We recommend the Agency establish procedures to accurately distribute the costs of employees who work on
multiple activities or cost objectives.

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012:

ARS Discussion
In November 2012, ARS received technical assistance in training on personal activity reports (PAR) to actual time
charged procedures.

ARS Action Taken
The PAR form has been adopted. The form will be distributed, and tracking of actual time in AASIS will be completed
by June 30, 2013.

Anticipated Completion Date: July 1, 2013

Contact Person: Joseph Baxter
Chief Fiscal Officer
Arkansas Rehabilitation Services
525 W. Capital Ave
Little Rock, AR 72201
Phone: (501) 296-1614
Email: joseph.baxter@arkansas.gov
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Arkansas Department of Career Education —
Arkansas Rehabilitation Services (Continued)

2012 Prior Year Finding Number: 12-520-05
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): H390A090003; H126A110003; H126A120003
Federal Award Year(s): 2009, 2011, and 2012

Compliance Requirement(s) Affected: Cash Management

Type of Finding: Noncompliance and Significant Deficiency

Current Status as of June 30, 2013:
Corrective action has not been taken. See current-year finding 13-520-06.

Criteria:

31 CFR § 205.33 requires that the timing and amount of funds transfers must be as close as administratively possible
to a state's actual cash outlay for direct program costs and the proportionate share of any allowable indirect costs. In
addition, 34 CFR § 76.731 requires states to keep records to show their compliance with program requirements.

Condition and Context:

While the Agency did not appear to have a balance of federal funds on hand at the end of the fiscal year, several
inaccuracies existed between individual cash draw amounts tested and the Agency’s documentation supporting those
cash draws.

Questioned Costs:
None

Cause:

Agency employees responsible for making cash draws against grants were not adequately trained regarding cash
management requirements, and the Agency did not have procedures in place to ensure that cash draws were
adequately supported.

Effect:
If cash draws are not made based on accurate calculations, the Agency could potentially draw federal funds to which
it is not yet entitled.

Recommendation:
We recommend the Agency strengthen controls and procedures to ensure that the amounts drawn on its grants are
supported by direct program costs and the proportionate share of allowable indirect costs.

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012:

ARS Discussion

Cash draws were supported by AASIS reports detailing VR expenditures. Calculations were performed showing FFY
expenditures to date, Federal funds drawn to date, and the amount of the prior FFY carryover, confirming that the
agency was consistently under-drawn.

Due to the Federal requirement of matching the entire amount of a VR grant in the first year, the agency has elected
for several years to use state revenue first, then draw federal funds only when necessary, thus producing the grant
receivable. The draws are for expenditures anticipated during the next few days, thus the even amounts of
$1,000,000 and $1,200,000, etc., were commonly drawn rather than specific dollar amounts to reimburse past
expenses. Quarterly spreadsheets were maintained to ensure that the carryover continued to exist.

At no time was there a loss of agency grant funds or an adverse impact on the vocational rehabilitation program.
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Arkansas Department of Career Education —
Arkansas Rehabilitation Services (Continued)

2012 Prior Year Finding Number: 12-520-05 (Continued)
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): H390A090003; H126A110003; H126A120003
Federal Award Year(s): 2009, 2011, and 2012

Compliance Requirement(s) Affected: Cash Management

Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012 (Continued):

ARS Action Taken

The finance employee responsible for draw calculations has been relieved of this duty. Cash draw calculations and
processing training is being conducted for the replacement supervisor and will be completed prior to conducting the
next federal draw. The CFO will continue to monitor the training and draw calculations process. The CFO will verify
and approve the accuracy of the draw prior to submission.

Anticipated Completion Date: July 1, 2013

Contact Person: Joseph Baxter
Chief Fiscal Officer
Arkansas Rehabilitation Services
525 W. Capital Ave
Little Rock, AR 72201
Phone: (501) 296-1614
Email: joseph.baxter@arkansas.gov
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Arkansas Department of Career Education —
Arkansas Rehabilitation Services (Continued)

2012 Prior Year Finding Number: 12-520-06
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): H390A090003; H126A110003; H126A120003
Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency

Current Status as of June 30, 2013:
Corrective action taken.

Criteria:
The Arkansas Rehabilitation Services (ARS) Policy and Procedure Manual establishes the Agency's procedures for
administration of its vocational rehabilitation services, generally regulated by 34 CFR §§ 361.1 — 361.57.

Condition and Context:
Client case files support vocational rehabilitation services and aid provided by the Agency. We reviewed 68 client
case files to test compliance with the above criteria and noted the following deficiencies:

e Six client files were not supported by verification of client income, as required by Section V of
the ARS Policy and Procedures Manual. Of the 68 files reviewed, this attribute applied to 45
cases.

e Seven clients did not have the RS-16 Financial Resources form re-assessed annually, as
required by Section V of the ARS Policy and Procedures Manual. Of the 68 files reviewed, this
attribute applied to 39 cases.

e Three client files were noted in which equipment was purchased for clients without an
appropriate title agreement, as required by Section VI of the ARS Policy and Procedures
Manual. Of the 68 files reviewed, this attribute only applied to these 3 cases.

e Four client files did not include adequate closure documentation, as required by 34 CFR
§ 361.56. Of the 68 files reviewed, this attribute applied to 26 cases.

Subsequent to audit fieldwork, the Agency provided additional supporting documentation for many of the deficiencies
noted above, except for the title agreements. However, this documentation was not being maintained in System 7,
the Agency’s electronic case management system. During our initial review, the Agency stated that beginning in
October 2010, all documentation is maintained in System 7. Of the deficiencies noted above, all were for dates after
October 2010.

Questioned Costs:
Unknown

Cause:
Agency employees responsible for determining eligibility and maintaining client files were not properly trained to
maintain appropriate client documentation required by the ARS Policy and Procedures Manual.

Effect:

Failure to maintain supporting documentation in client files could lead to funds being misappropriated, clients
receiving services for which they are not eligible, and client status data being inaccurately reported.
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Arkansas Department of Career Education —
Arkansas Rehabilitation Services (Continued)

2012 Prior Year Finding Number: 12-520-06 (Continued)
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): H390A090003; H126A110003; H126A120003
Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency

Recommendation:

We recommend the Agency establish controls and procedures to ensure that client case files are adequately
maintained in System 7 to document adherence to the ARS Policy and Procedures Manual and 34 CFR §§ 361.1 —
361.57.

Views of Responsible Officials and Planned Corrective Action: as of June 30, 2012

ARS Discussion

The agency found a lack of income verification with one case only. The information for this case is being researched
through the actual paper case file, because the file is located in a local storage facility. The agency is requesting
reconsideration of the other 9 files sited, based upon documentation found in the manual file. The agency
acknowledges the lack of RS-16 and/or updated RS-16; the reason for the lack of the RS-16 was that the clients
could not be located for signature, and therefore the cases were closed or moved to a service interrupted status.
Following the same response from Finding 3, the agency may accept hand-written invoices as adequate
documentation to authorize payment for services. We do understand that this may not fall under a best practice, but
this action is not prohibited in 34 CFR § 361, or agency policy. The agency is requesting reconsideration on hand-
written invoices, based on no violation of CFR 361. The agency acknowledges that there were four clients without
Title Agreement forms. The agency is requesting reconsideration on closure documentation based on no violation of
CFR § 361.56

ARS Action Taken

The agency will continue to research the case that is located at the local storage facility. The agency has addressed
the lack of RS-16 and /or updates. In some cases, the client files were previously closed or updated with status 24
(Services Interrupted). The agency is providing ongoing training in reference to the Title Agreement documentation.
In addition, the agency is contacting clients for signature and will provide documentation once this has been
completed.

Anticipated Completion Date: July 1, 2013

Contact Person: Joseph Baxter
Chief Fiscal Officer
Arkansas Rehabilitation Services
525 W. Capital Ave
Little Rock, AR 72201
Phone: (501) 296-1614
Email: joseph.baxter@arkansas.gov
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Arkansas Department of Career Education —
Arkansas Rehabilitation Services (Continued)

2012 Prior Year Finding Number: 12-520-07

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

Federal Award Number(s): H126A110003; H126A120003

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Program Income

Type of Finding: Noncompliance and Significant Deficiency

Current Status as of June 30, 2013:
Corrective action taken.

Criteria:

The U.S. Department of Education - Rehabilitation Services Administration (USDOE - RSA) issued Policy Directive
11-02 with instructions for completing quarterly financial reports (SF-425). 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.

2 CFR § 215.21 requires the Agency to submit accurate and complete financial data to the federal awarding agency.
Also, as stated in OMB Circular A-133 § 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
provisions of contracts or grant agreements that could have a material effect on each of its federal programs.

Condition and Context:

The program income could not be verified due to lack of adequate supporting documentation. Calculation errors in
the supporting documentation that was provided resulted in reporting $488,880 in program income at September 30,
2012, when the Agency’s calculations reflect $802,084, a difference of $313,204.

Questioned Costs:
Unknown

Cause:

Agency employees responsible for preparing the reports were not adequately trained regarding reporting
requirements, and the Agency did not have procedures in place 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 Agency strengthen controls and procedures to ensure that amounts received as program income
are properly reported and disbursed in accordance with program requirements.

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012:

ARS Discussion

During ARS’ quality control review and training, the division discovered two columns had not been correctly added on
the referenced report thus leading to a calculation error. ARS petitioned and received permission to reopen its report
in RSA MIS for the purpose of correcting the error.

At no time was there a loss of agency grant funds or an adverse impact on the vocational rehabilitation program.
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Arkansas Department of Career Education —
Arkansas Rehabilitation Services (Continued)

2012 Prior Year Finding Number: 12-520-07 (Continued)

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

Federal Award Number(s): H126A110003; H126A120003

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Program Income

Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012 (Continued):

ARS Action Taken

The finance employee responsible for this report has been relieved of this duty. Corrected SF-425 reports
documenting program income will be submitted NLT May 15, 2013. SF-425 report training is being conducted for the
replacement supervisor and will be completed prior to producing the next required report. Additional technical
assistance and training is being provided by DHS, Division of the Services for the Blind, senior fiscal staff members
trained in RSA reporting requirements. The CFO will continue to monitor the training and data collection
requirements throughout the reporting period. The CFO will verify and approve the accuracy of the report prior to
submission and ensure timeliness of report submission.

Anticipated Completion Date: July 1, 2013

Contact Person: Joseph Baxter
Chief Fiscal Officer
Arkansas Rehabilitation Services
525 W. Capital Ave
Little Rock, AR 72201
Phone: (501) 296-1614
Email: joseph.baxter@arkansas.gov
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Arkansas Department of Career Education —
Arkansas Rehabilitation Services (Continued)

2012 Prior Year Finding Number: 12-520-08

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

Federal Award Number(s): H126A110003; H126A120003

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Significant Deficiency

Current Status as of June 30, 2013:
Corrective action has not been taken. See current-year finding 13-520-08.

Criteria:
2 CFR § 215.21 requires the Agency to submit accurate and complete financial data to the awarding federal agency.

Condition and Context:

The Agency did not have controls in place to allow for accurate submissions of the required financial reports.
SF-425s for the following grants were submitted timely; however, they were later reopened and materially changed in
November 2012:

e the 2011 grant for March 31, 2011
e the 2011 grant for September 30, 2011
e the 2011 grant for March 31, 2012
e the 2012 grant for March 31, 2012

Questioned Costs:
None

Cause:

Agency employees responsible for preparing the reports were not adequately trained regarding reporting
requirements, and the Agency did not have procedures in place to ensure that reports were properly reviewed for
accuracy and completeness.

Effect:
Failure to submit required reports timely and accurately could jeopardize future awards.

Recommendation:
We recommend the Agency strengthen controls and procedures to ensure that SF-425 financial reports are submitted
accurately.

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012:

ARS Discussion

ARS discovered an input reporting error on the March 31, 2012, SF-425 report for the 2011 VR grant and received
permission from RSA to correct the reporting error to ensure the accuracy of the report. The other three referenced
reports were reopened for corrections identified during training provided in November, 2012.

At no time was there was a loss of funds or an adverse financial impact on the vocational rehabilitation program.

ARS Action Taken

The finance employee responsible for this report has been relieved of this duty. SF-425 report training is being
conducted for the replacement supervisor and will be complete prior to producing the next required report. Additional
technical assistance and training is being provided by DHS, Division of the Services for the Blind, senior fiscal staff
members trained in RSA reporting requirements. The CFO will continue to monitor the training and data collection
requirements throughout the reporting period. The CFO will verify and approve the accuracy of the report prior to
submission and ensure timeliness of report submission.
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Arkansas Department of Career Education —
Arkansas Rehabilitation Services (Continued)

2012 Prior Year Finding Number: 12-520-08 (Continued)

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

Federal Award Number(s): H126A110003; H126A120003

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012 (Continued):

Anticipated Completion Date: July 1, 2013

Contact Person: Joseph Baxter
Chief Fiscal Officer
Arkansas Rehabilitation Services
525 W. Capital Ave
Little Rock, AR 72201
Phone: (501) 296-1614
Email: joseph.baxter@arkansas.gov
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Arkansas Department of Career Education —
Arkansas Rehabilitation Services (Continued)

2012 Prior Year Finding Number: 12-520-09

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

Federal Award Number(s): H126A100003; H126A110003

Federal Award Year(s): 2010 and 2011

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Significant Deficiency

Current Status as of June 30, 2013:
Corrective action has not been taken. See current-year finding 13-520-09.

Criteria:

RSA Policy Directive RSA-PD-09-04 and 34 CFR § 361.40 require the Agency to submit Annual Vocational
Rehabilitation Program/Cost Reports (RSA-2 reports) to the U.S. Department of Education - Rehabilitation Services
Administration (USDOE - RSA). Requirements for the RSA-2 include submission of yearly reports no later than
December 31 for the federal fiscal year ended September 30.

2 CFR § 215.21 requires the Agency to submit accurate and complete financial data to the federal awarding agency.
Also, as stated in OMB Circular A-133 § 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
provisions of contracts or grant agreements that could have a material effect on each of its federal programs.

Condition and Context:

The RSA-2 for the year ended September 30, 2011, due on December 31, 2011, was not submitted by the Agency
until May 31, 2012, 152 days late. The Agency did not have controls in place to accurately prepare the report and
could not provide adequate documentation to support the report eventually submitted.

Questioned Costs:
Unknown

Cause:

Agency employees responsible for preparing reports were not adequately trained regarding the Agency’s reporting
requirements, and the Agency did not have procedures in place to ensure that reports were properly reviewed for
accuracy, completeness, and timely submission in accordance with federal requirements.

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

Recommendation:
We recommend the Agency strengthen controls and procedures to ensure that reports are submitted timely and
accurately.

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012:

ARS Discussion

The RSA-2 report is available through the agency’s case management software system, Libera. Due to Libera
reporting limitations at that time, however, an accurate RSA-2 report was not available after September 30, 2011.
After lengthy consultation with DFA Internal Audit, the agency elected to file the report on a cash basis as reported in
AASIS. A 24 page document detailing the calculations and amounts in the RSA-2 that was filed May 31, 2012, was
provided to Legislative Audit in November, 2012. Eleven Excel spreadsheets that were referenced in this document
were available upon request. Controls are now in place to assure that the Libera software data at the end of the
federal fiscal year is transferred to an external hard drive and shipped to the agency. In addition, the agency has
controls which will ensure that a hard copy of the RSA-2 data out of Libera at the end of the federal fiscal year is
printed and stored until needed for report preparation.
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Arkansas Department of Career Education —
Arkansas Rehabilitation Services (Continued)

2012 Prior Year Finding Number: 12-520-09 (Continued)

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

Federal Award Number(s): H126A100003; H126A110003

Federal Award Year(s): 2010 and 2011

Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012 (Continued):

ARS Action Taken

The finance employee responsible for this report has been relieved of this duty. RSA-2 report training is being
conducted for the replacement supervisor and will be completed prior to producing the next required report.
Additional technical assistance and training is being provided by DHS, Division of the Services for the Blind, senior
fiscal staff members trained in RSA reporting requirements. The CFO will continue to monitor the training and data
collection requirements throughout the reporting period. The CFO will verify and approve the accuracy of the report
prior to submission and ensure timeliness of report submission.

Anticipated Completion Date: July 1, 2013

Contact Person: Joseph Baxter
Chief Fiscal Officer
Arkansas Rehabilitation Services
525 W. Capital Ave
Little Rock, AR 72201
Phone: (501) 296-1614
Email: joseph.baxter@arkansas.gov

-172 -


mailto:joseph.baxter@arkansas.gov

State of Arkansas
Schedule of Prior Audit Findings
For The Year Ended June 30, 2013

Arkansas Department of Career Education —
Arkansas Rehabilitation Services (Continued)

2011 Prior Year Finding Number: 11-520-02
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; H126A110003

Federal Award Year(s): 2010 and 2011

Compliance Requirement(s) Affected: Program Income

Type of Finding: Noncompliance and Significant Deficiency

Current Status as of June 30, 2013:
Corrective action taken.

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 (SF-425). 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) did not accurately report program income earned as of the end of each
reporting period. ARS received program income for the fiscal year ending June 30, 2011, totaling $928,123. The
program income amount reported by the Agency was $1,868,317, resulting in a difference of $940,194. Program
income calculations reported could not be verified due to lack of supporting documentation.

Additionally, the Agency reported unexpended program income totaling $896,126 for the period ended September 30,
2010. This income should have been expended prior to requesting any additional cash payments from that grant.

Questioned Costs:
Unknown

Cause:
ARS employees responsible for preparing the reports were not adequately trained on the reporting requirements and
the Agency 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 Agency strengthen controls and procedures to ensure that amounts received as program income
are properly reported and disbursed in accordance with program requirements.

Views of Responsible Officials and Planned Corrective Action as of June 30, 2011:

The Agency has instituted procedures to transfer program income to the Treasury as soon as it becomes available.
The CFO has provided training to ARS staff regarding the proper recording of program income in the Agency’s
accounting system. Because the error arose during the RSA-mandated switch from the SF-269 to the SF-425, the
CFO has provided extensive training on the SF-425 to ARS staff, as well as requiring extensive supporting
documentation for each report filed.

According to the Agency, the planned corrective action is completed.
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Arkansas Department of Career Education —
Arkansas Rehabilitation Services (Continued)

2011 Prior Year Finding Number: 11-520-02
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; H126A110003

Federal Award Year(s): 2010 and 2011

Compliance Requirement(s) Affected: Program Income

Type of Finding: Noncompliance and Significant Deficiency

Current Status as of June 30, 2012:
Corrective action has not been taken. The SF-425 reports on which program income is generally reported were not
submitted in 2012. See current-year finding 12-520-07.
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Arkansas Department of Career Education —
Arkansas Rehabilitation Services;

Arkansas Department of Human Services

2010 Prior Year Finding Number: 10-520/710-02

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

Current Status as of June 30, 2013:
Corrective action taken.

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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Arkansas Department of Career Education —
Arkansas Rehabilitation Services;

Arkansas Department of Human Services (Continued)

2010 Prior Year Finding Number: 10-520/710-02 (Continued)

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

Federal Award Number(s): H126A090003; H126A100003; H126A090004; H126A100004

Federal Award Year(s): 2009 and 2010

Compliance Requirement(s) Affected: Program Income

Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Action as of June 30, 2010:

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

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

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

(3) The Arkansas Career Training Institute is transferring funds from the Hot Springs bank account
on a more frequent basis (weekly) to expend the funds as rapidly as possible to comply with
the provisions of 34 CFR 80.21(f)(2).
(4) The ARS Finance Department executed expense error corrections to charge program income
for costs previously charged to the operational paying account.
DHS Response: Analysis of reports submitted indicated staff misunderstanding of proper completion of new SF 425
report regarding program income versus historical SF 269 report. Staff at both the division and department level have
reviewed instructions and demonstrated knowledge of proper reporting. Follow up will be done by DSB Director to
ensure compliance quarterly and annually.

Current Status as of June 30, 2011:
Partial corrective action taken. As noted in current-year finding 11-520-02, inaccurate reporting continues to
contribute to the Agency’s inability to be in compliance with the requirement of reporting program income at ARS.

However, corrective action was taken at DHS.
Current Status as of June 30, 2012:

Partial corrective action taken. As noted in a current-year finding 12-520-07, in accurate reporting continues to
contribute to the Agency’s in ability to be in compliance with the requirement of reporting program income at ARS.
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Arkansas Department of Career Education —
Arkansas Rehabilitation Services;

Arkansas Department of Human Services (Continued)

2010 Prior Year Finding Number: 10-520/710-03
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

Current Status as of June 30, 2013:
Corrective action has been partially taken. As noted in current-year finding 13-520-08, ARS once again did not
submit reports within the required time period.

Corrective action was taken by the Arkansas Department of Human Services as of June 30, 2012.

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 1st, 2nd, and 3rd quarters and 60 days after the end of the 4th 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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Arkansas Department of Career Education —
Arkansas Rehabilitation Services;

Arkansas Department of Human Services (Continued)

2010 Prior Year Finding Number: 10-520/710-03 (Continued)
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

Views of Responsible Officials and Planned Corrective Action as of June 30, 2010:

ARS Response: ARS has experienced ongoing problems with the accuracy of data in required case management
reports from  the Arkansas Rehabilitation Integrated Management Information System (ARIMIS). The problems
resulted in delays in certain federal case management reports. The delays were the result of the time necessary to
make corrections of errors and anomalies required in order to submit the reports. In order to alleviate these
problems, the Rehabilitation Services Administration was informed in advance in both cases when the reports were
late. There were no funding or programmatic consequences due to the reports being late.

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

Current Status as of June 30, 2011:
Corrective action not taken. As noted in current-year findings 11-520-01 and 11-710-01, ARS and DHS once again
did not submit required reports within the required time period.

Current Status as of June 30, 2012:
Corrective action taken at DHS.

However, as noted in current-year findings 12-520-01 and 12-520-09, ARS once again did not submit required
reports timely.
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Arkansas Department of Human Services

2012 Prior Year Finding Number: 12-710-01
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)

Federal Award Number(s): 2012IN109946

Federal Award Year(s): 2012

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

Type of Finding: Noncompliance and Significant Deficiency

Current Status as of June 30, 2013:

The Agency appears to have instituted corrective action in the Special Nutrition Program (SNP) Claims System to
determine the administrative rate for Summer Food Service Program (SFSP) sponsors at the site level. During
recalculation testing of SFSP sponsors’ reimbursement claims, no exceptions were noted.

However, it appears the Agency did not recover the administrative cost overpayment of $926 from the SFSP sponsor.
After contacting program management at least twice, DLA could not determine if the Agency performed a review or
analysis of other SFSP claims that may have been over or under funded by the sponsor or other recipients due to this
issue.

Criteria:

Section 13(b)(3) of the National School Lunch Act, codified as 42 USC § 1761 (b)(3), allows sponsors of Child
Nutrition Programs to receive administrative cost reimbursement at established rates. Rates are higher for sponsors
of sites located in rural areas and for “self-prep” sponsors that prepare their own meals at the SFSP site or a central
facility, as opposed to purchasing meals from vendors.

Condition and Context:

The recalculation of 10 SFSP sponsors revealed the Arkansas Department of Human Services (DHS) overpaid
administrative reimbursements of $926 to one sponsor for June 2012. The error was due to the SNP Claims System
utilizing the reimbursement rates for the SFSP Type for rural or self-prep rather than the SFSP Site Information
Document.

Questioned Costs:
$926

Cause:

Historically, a sponsor has been paid administrative reimbursement based on the overall sponsor designation,
regardless of actual site designation. Separate sponsor sites were not evaluated individually; thus, DHS has never
determined the administrative rate for SFSP claims at the site level. As noted in the 2012 Management Evaluation
performed by the U.S. Department of Agriculture, administrative reimbursements should be determined by site.

Effect:
A difference in a sponsor’s actual site designation compared to the sponsor’s overall designation would affect the
amount of administrative reimbursement, thus creating the potential for an over or under-payment.

Recommendations:

We recommend the Agency recover the administrative cost overpayment of $926 identified in the June 2012
reimbursement claims. Additionally, we recommend DHS perform analysis to identify other sponsors that were over
or under reimbursed and take appropriate action. We also recommend DHS develop procedures or edit checks
within the SNP Claims System to determine the administrative rate at the site level and to calculate sponsor
reimbursement rates based on site.
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Arkansas Department of Human Services (Continued)

2012 Prior Year Finding Number: 12-710-01 (Continued)
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)

Federal Award Number(s): 2012IN109946

Federal Award Year(s): 2012

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

Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012:
The Division of Child Care and Early Childhood Education (DCCECE) has reviewed the finding by Legislative Audit

detailing possible payment errors and is in agreement with that finding. DCCECE had identified the error prior to the
Legislative Audit review and it has been corrected in the SNP Claims System. The system now appropriately verifies
that the proper reimbursement rate is utilized for rural and urban sites, rather than through analysis of the sponsor
location. DCCECE will analyze the sponsor payments in question and take appropriate action with regard to recovery
of any funding discrepancies.

Anticipated Completion Date: September 30, 2013

Contact Person: Mark Story
Assistant Director / Chief Fiscal Officer
Division of Child Care and Early Childhood Education
P.O. Box 1437, Slot S140
Little Rock, AR 72203-1437
Phone: (501) 683-0989
Email: mark.story@arkansas.gov
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Arkansas Department of Human Services (Continued)

2012 Prior Year Finding Number: 12-710-02

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)

Federal Award Number(s): G-1001ARCCDF; G-1101ARCCDF; G-1201RCCDF
Federal Award Year(s): 2010, 2011, and 2012

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

Type of Finding: Noncompliance

Current Status as of June 30, 2013:
Corrective action taken.

Although the Agency has addressed these specific issues of noncompliance and this finding was determined to be
corrected, the Agency’s controls continue to identify additional cases of possible overpayments. In accordance with
OMB A-133 § 510(a)(3) and (6), the overpayments identified by the Agency each year are required to be reported.
As a result, see current-year finding 13-710-04.

In addition, the federal awarding agency has contacted DHS regarding the repayment of the questioned costs.

Criteria:

The Arkansas Department of Human Services (DHS) is responsible for administering the State's Child Care and
Development Fund (CCDF) "child care" program. The Agency's responsibility includes determining eligibility for each
applicant and documenting that eligibility criteria were met. The Agency outlines eligibility for the program in its State
Plan.

Condition and Context:

Between October 1, 2011 and September 30, 2012, the Division of Child Care and Early Childhood Education
identified 82 cases of client and provider overpayments totaling $44,244. The Agency also identified 47 additional
cases of possible overpayments totaling $73,003 that are currently under investigation.

In addition to the above, we selected 95 clients for audit testing from the data-base of child care billings, including the
48 clients receiving the highest benefits ranging from $18,500 to $84,611. The highest of these was for a client who
also worked at the child care facility. As a result of this testing, we referred six clients to the Agency for further
analysis due to questions regarding eligibility and appropriateness of payments.

Questioned Cost:
Unknown

Cause:

Factors contributing to these issues included case heads and/or clients failing to report changes in client eligibility
criteria that affected their eligibility status, clients willfully misrepresenting their eligibility data, and providers billing for
services not provided.

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

Recommendation:

We recommend the Agency continue to provide training for employees, implement policy changes, and increase
monitoring to reduce overpayments to clients and providers.
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Arkansas Department of Human Services (Continued)

2012 Prior Year Finding Number: 12-710-02 (Continued)

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)

Federal Award Number(s): G-1001ARCCDF; G-1101ARCCDF; G-1201RCCDF
Federal Award Year(s): 2010, 2011, and 2012

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

Type of Finding: Noncompliance

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012:

The Division of Child Care and Early Childhood Education (DCCECE) has reviewed the finding by Legislative Audit
detailing the possible client overpayments and fraud referenced above. Possible provider overpayments or fraud
continue to drop in comparison to prior years, a representation of the continuing efforts of DCCECE to control and or
reduce such occurrences. In addition, historically, after completion of the investigations noted above the actual
proven overpayments or fraud will be further moderated from this preliminary amount.

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

DCCECE is reviewing the cases referred by Legislative Audit and will take appropriate action after completion of
those individual reviews.

Anticipated Completion Date: Ongoing

Contact Person: Mark Story
Assistant Director / Chief Fiscal Officer
Division of Child Care and Early Childhood Education
P.O. Box 1437, Slot S140
Little Rock, AR 72203-1437
Phone: (501) 683-0989
Email: mark.story@arkansas.gov
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2012 Prior Year Finding Number: 12-710-03

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

Federal Award Number(s): 1201AR1401; 1101AR1401

Federal Award Year(s): 2011 and 2012

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

Type of Finding: Noncompliance and Significant Deficiency

Current Status as of June 30, 2013:
Corrective action has not been taken. See current-year finding 13-710-05.

In addition, the federal awarding agency disallowed and required the Agency to remit the $13,674 Federal Financial
Participation (FFP). The Agency adjusted the June 30, 2013, quarterly financial report for the total questioned costs
identified in this finding.

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 child care payments on behalf of 60 foster children. Each child’s eligibility status was verified using the
Agency’s Children’s Reporting and Information System (CHRIS). Our review revealed the following:

e Fourteen children were determined by the State to be eligible but not claimable due to
placement. 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 for these instances totaled $10,003.

e Eight children were determined by the State to be eligible but not claimable due to factors
other than those stated above, which may include the child receiving Supplemental Security
Income (SSI) benefits, the court order did not contain adequate documentation supporting
whether reasonable efforts were made to keep the child in the home, and the State no longer
had care/placement responsibility. Questioned costs for these instances totaled $3,500.

e Five children were determined by the State to be ineligible to receive Title IV-E child care
benefits. These children had exited care at the time of the payment. Questioned costs for
these instances totaled $171.

Similar instances were also reported in the 2009, 2010, and 2011 State of Arkansas Single Audit reports.

Questioned Costs:
$13,674

Cause:

Payments for child care for non-claimable and ineligible foster children continue to be processed because the Agency
has not developed or implemented a new system, as stated in the Agency’s planned corrective action from the 2011
Single Audit report. In November 2012, the Division of Children and Family Service’s CFO stated the system would
be modified, not redeveloped. However, no modifications have been made. As a result, incompatibility continues
between the CHRIS and KidCare Systems.

Effect:

Payments for child care continue to be made for non-claimable and ineligible foster children. Failure by the Agency
to address incompatibility between the CHRIS and KidCare systems continues to place assets at risk and may
jeopardize the Agency’s ability to provide program funding to claimable and eligible foster children.

Recommendation:

We continue to recommend the Agency establish and implement effective procedures to ensure child care payments
are made on behalf of claimable and eligible foster children.
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Arkansas Department of Human Services (Continued)

2012 Prior Year Finding Number: 12-710-03 (Continued)

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

Federal Award Number(s): 1201AR1401; 1101AR1401

Federal Award Year(s): 2011 and 2012

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

Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012:
The Division of Children and Family Services (DCFS) agrees with the above finding. DCFS is currently working with

the Division of Child Care and Early Childhood Education to develop the needed programming between the CHRIS
and KidCare systems to resolve this issue. The two divisions are forming a workgroup that will identify the code, in
both systems, requiring revision.

Anticipated Completion Date: December 31, 2013

Contact Person: Greg Crawford
Assistant Director/Chief Fiscal Officer
Division of Children and Family Services
P.O. Box 1437 / Slot S-561
Little Rock, AR 72203-1437
Phone: (501) 682-6248
Fax: (501) 683-5422
Email: Greg.Crawford@arkansas.gov
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2011 Prior Year Finding Number: 11-710-05
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): 1001AR1401; 1101AR1401; 1001AR1402;
1101AR1402

Federal Award Year(s): 2010 and 2011

Compliance Requirement(s) Affected: Activities Allowed or Unallowed;

Allowable Costs/Cost Principles

Type of Finding: Noncompliance and Significant Deficiency

Current Status as of June 30, 2013:
Corrective action has not been taken. See current-year finding 13-710-05.

In addition, the federal awarding agency disallowed and required the Agency to remit the $20,013 Federal Financial
Participation (FFP). The Agency adjusted the December 31, 2012, quarterly financial report for the total questioned
costs identified in this finding.

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 25 children were determined by the State to be eligible, but not claimable due to placement.
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 include $12,588 paid from the regular grant and $661 paid from the
ARRA grant. This issue was also noted in prior audits.

e 7 children were determined by the State to be eligible, but not claimable due to factors other
than those stated above which may include: (a) the child’s receipt of SSI, and (b) reasonable
efforts were not made. Questioned costs include $5,777 paid from the regular grant and $323
paid from the ARRA grant. This issue was also noted in prior audits.

e 1 child was determined by the State to be ineligible. Questioned costs include $226 paid from
the regular grant and $10 paid from the ARRA grant.

e 4 children were determined by the State to be ineligible to receive Title IV-E child care benefits.
These children had exited care and were not in care at the time of the payment. Questioned
costs include $405 paid from the regular grant and $23 paid from the ARRA grant. This issue
was also noted in prior audits.

Questioned Costs:
$18,996 — Foster Care_Title IV-E

$1,017 — ARRA - Foster Care _Title IV-E

Cause:

The lack of training for staff, untimely entering of eligibility information in CHRIS (Children’s Reporting and Information
System), system incompatibility between the CHRIS and the KidCare System, and inadequate review by supervisory
staff resulted in program funds being used for unallowable purposes.

Effect:

The failure to properly review child care payments has placed assets at risk and could jeopardize the Agency’s ability
to provide program funding.
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2011 Prior Year Finding Number: 11-710-05 (Continued)
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): 1001AR1401; 1101AR1401; 1001AR1402;
1101AR1402

Federal Award Year(s): 2010 and 2011

Compliance Requirement(s) Affected: Activities Allowed or Unallowed;

Allowable Costs/Cost Principles

Type of Finding: Noncompliance and Significant Deficiency

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

Views of Responsible Officials and Planned Corrective Action as of June 30, 2011:

The Division of Children and Family Services concurs with this finding. Programming logic issues between the
CHRIS system and KIDCARE system resulted in improper Title IV-E daycare benefits for thirty-two of the children
listed above. When a voucher was initiated in the CHRIS system, the program looked to see if the child was Title IV-
E eligible; however, it should have been looking to see if the child was Title IV-E claimable. The programming to fix
this is in development and will be implemented by July 2012. Additionally, the inability to determine Title IV-E claim
ability by date of service and to adjust the daily voucher approvals in the KIDCARE system resulted in unallowable
payments. A system solution for the date of service issue requires substantial programming and is one reason a new
KIDCARE system is being developed. Implementation of the new system is anticipated to be two years away. The
remaining condition highlighted by this finding is payments after the child leaves care. To address this condition, an
email reminder about the importance of timely data entry has been sent to Area Management.

The Agency anticipates the planned corrective action to be completed by July 31, 2012.

Current Status as of June 30, 2012:

Corrective action has not been taken. The Agency is not in the process of developing and implementing a new
system. In November 2012, the DCFS CFO stated the system would be modified not redeveloped. However, no
modifications have been made. See current-year finding 12-710-03.
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2010 Prior Year Finding Number: 10-710-13
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

Current Status as of June 30, 2013:
Corrective action has not been taken. See current-year finding 13-710-05.

In addition, the federal awarding agency disallowed and required the Agency to remit the $23,781 Federal Financial
Participation (FFP). The Agency adjusted the September 30, 2011, quarterly financial report for the total questioned
costs identified in this finding.

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 V-
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.

e Two children were determined ineligible to receive child care benefits because they had exited

care and were not in care at the time of payment. Questioned costs include $138 paid from
the regular grant and $12 paid from the ARRA grant. This issue was also noted in prior audits.

Questioned Costs:
$21,919 - Foster Care_Title IV-E

$1,862 - Foster Care_Title IV-E, Recovery Act

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

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

Recommendation:

We again recommend the Agency establish and implement internal control procedures to ensure child care
payments are made on behalf of eligible foster children.
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2010 Prior Year Finding Number: 10-710-13 (Continued)
CFDA Number(s) and Program Title(s):  93.658 - Foster Care_Title IV-E
93.658 - ARRA - Foster Care_Title IV-E

Federal Award Number(s): 0901AR1401; 0901AR1402; 1001AR1401; 1001AR1402
Federal Award Year(s): 2010
Compliance Requirement(s) Affected: Activities Allowed or Unallowed;
Allowable Costs/Cost Principles
Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Action as of June 30, 2010:
The Division of Children and Family Services agrees with this finding. There are two issues that cause the problems.

The two instances of children receiving benefits after leaving care were due to a glitch in the automated notification
from CHRIS to the Division of Child Care and Early Childhood Education’s KIDCARE system. This glitch allowed
billings against vouchers that should have been closed. This was discovered in the prior year audit and has been
corrected; however it was corrected after these two instances occurred.

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

Current Status as of June 30, 2011:
As noted in current-year finding, 11-710-05, child care payments continue to be made for foster children determined
to be ineligible or non-claimable.

Current Status as of June 30, 2012:

Corrective action has not been taken. The Agency is not in the process of developing and implementing a new
system. In November 2012, the DCFS CFO stated the system would be modified not redeveloped. However, no
modifications have been made. See current-year finding 12-710-03.
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2009 Prior Year Finding Number: 09-710-09
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

Current Status as of June 30, 2013:
Corrective action has not been taken. See current-year finding 13-710-05.

In addition, the federal awarding agency disallowed and required the Agency to remit the $6,708 Federal Financial
Participation (FFP). The Agency adjusted the September 30, 2010, quarterly financial report for the total questioned
costs identified in this finding.

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

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

Our review revealed the following:

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

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

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

$ 411 - Foster Care_Title IV-E, Recovery Act

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

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

Recommendation:

We recommend the Agency establish and implement internal control procedures to ensure child care payments are
made on behalf of eligible foster children.
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Arkansas Department of Human Services (Continued)

2009 Prior Year Finding Number: 09-710-09 (Continued)
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

Views of Responsible Officials and Planned Corrective Action as of June 30, 2009:
The Division of Children and Family Services (DCFS) agrees with the finding regarding the six children deemed

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

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

Current Status as of June 30, 2010:
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.

Current Status as of June 30, 2011:
As noted in current-year finding, 11-710-05, child care payments continue to be made for foster children determined
to be ineligible or non-claimable.

Current Status as of June 30, 2012:

Corrective action has not been taken. The Agency is not in the process of developing and implementing a new
system. In November 2012, the DCFS CFO stated the system would be modified not redeveloped. However, no
modifications have been made. See current-year finding 12-710-03.

-190 -



State of Arkansas
Schedule of Prior Audit Findings
For The Year Ended June 30, 2013

Arkansas Department of Human Services (Continued)

2012 Prior Year Finding Number: 12-710-04

CFDA Number(s) and Program Title(s):  93.659 — Adoption Assistance

Federal Award Number(s): 1101AR1407; 1201AR1407

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency

Current Status as of June 30, 2013:

Corrective action has not been taken. Agency staff members are able to identify the overpayments caused by the
untimely submission of subsidy end dates into CHRIS. However, the Agency continues to fail to implement the
portion of its planned corrective action regarding notifying the Accounts Receivable (A/R) unit of those overpayments.
DLA’s follow-up procedures to determine if the Agency was in compliance with its corrective action plan revealed
$5,593 in additional overpayments for fiscal year 2013 that had not been forwarded to A/R. DCFS provided the 2013
overpayments listing to A/R subsequent to DLA’s follow-up inquiry. DCFS is not actively notifying A/R of
overpayments.

Criteria:

In accordance with 42 USC § 673 (a)(4)(A) and (B), a payment may not be made to parents with respect to a child if
the State determines that the parents are no longer legally responsible for the support of the child or if the State
determines that the child is no longer receiving any support from the parents. Parents who have been receiving
adoption assistance payments shall keep the state administering the program informed of circumstances that would
make them ineligible for the payments.

Condition and Context:

During reconciliation of payments issued as recorded in the Agency’s Children’s Reporting and Information System
(CHRIS) to warrants issued in the Arkansas Administrative Statewide Information System (AASIS), it was discovered
that subsidy payments were made to parents past the date the subsidy had ended. The overpayments were made to
11 adoptive parents representing 14 children.

Questioned Costs:
$10,063

Cause:

Agency staff did not enter subsidy end dates into CHRIS timely because notification was not received from the
parents or relatives of the adopted child and because appropriate staff were not notified timely when the adoptive
parents’ parental rights had been terminated. Subsidies end due to circumstances that may include death of the
adoptive parent or the adopted child or the adoptive parent’s inability to maintain responsibility for the adopted child.

Effect:

Overpayments were made to 11 adoptive parents. As a result, the Agency could be required to reimburse the federal
awarding agency the amount of questioned costs noted above. In addition, it was discovered that the Division of
Children and Family Services did not have a process in place to notify the Agency’s accounts receivable department
that an overpayment had occurred.

Recommendation:

We again recommend the Agency establish a process for identifying instances in which subsidy end dates entered by
staff result in an overpayment to an adoptive parent. In addition, we again strongly recommend the Agency develop
procedures to notify the accounts receivable department when overpayments occur. This issue was addressed with
the Agency in the Single Audit report for the year ended June 30, 2011. In the 2011 report, the Agency responded
that it concurred with the finding and would put policies and manual procedures in place to notify the accounts
receivable department of overpayments and that the manual process was complete. However, as of the end of
fieldwork for this report (2012), the Agency had not implemented policies or a manual process.
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2012 Prior Year Finding Number: 12-710-04 (Continued)

CFDA Number(s) and Program Title(s):  93.659 — Adoption Assistance

Federal Award Number(s): 1101AR1407; 1201AR1407

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012:

The Division of Children and Family Services (DCFS) agrees with the above finding. DCFS has a computer
generated report that identifies subsidy recipients six months prior to the adoptees 18th birthday. One staff member
failed to monitor this report on a timely basis, thus causing overpayments; the staff member in question is no longer
employed with DCFS. DCFS has retrained the staff to review this report and update the CHRIS system with subsidy
end dates. Additionally, DCFS has implemented manager review, on a test basis, to verify end dates have been
entered in the CHRIS system. DCFS has also implemented a process whereby any identified overpayment is
reported to the section manager, and the section manager, in turn, is required to notify Accounts Receivable of the
adoption subsidy overpayment. DCFS has notified Accounts Receivable of the cases identified in this finding.

Anticipated Completion Date: Ongoing

Contact Person: Greg Crawford
Assistant Director/Chief Fiscal Officer
Division of Children and Family Services
P.O. Box 1437 / Slot S-561
Little Rock, AR 72203-1437
Phone: (501) 682-6248
Fax: (501) 683-5422
Email: Greg.Crawford@arkansas.gov
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2011 Prior Year Finding Number: 11-710-09
CFDA Number(s) and Program Title(s): 93.659 — Adoption Assistance
93.659 — ARRA - Adoption Assistance

Federal Award Number(s): 1001AR1403; 1101AR1403;
1001AR1407; 1101AR1407;
Federal Award Year(s): 2010 and 2011
Compliance Requirement(s) Affected: Eligibility
Type of Finding: Noncompliance and Significant Deficiency

Current Status as of June 30, 2013:

Corrective action has not been taken. Agency staff members are able to identify the overpayments caused by the
untimely submission of subsidy end dates into CHRIS. However, the Agency continues to fail to implement the
portion of its planned corrective action regarding notifying the Accounts Receivable (A/R) unit of those overpayments.
DLA’s follow-up procedures to determine if the Agency was in compliance with its corrective action plan revealed
$5,593 in additional overpayments for fiscal year 2013 that had not been forwarded to A/R. DCFS provided the 2013
overpayments listing to A/R subsequent to DLA’s follow-up inquiry. DCFS is not actively notifying A/R of
overpayments.

Criteria:

In accordance with 42 USC § 673 (a)(4)(A) and (B), a payment may not be made to parents with respect to a child if
the State determines that the parents are no longer legally responsible for the support of the child or if the State
determines that the child is no longer receiving any support from the parents. Parents who have been receiving
adoption assistance payments shall keep the State administering the program informed of circumstances which
would make them ineligible for the payments.

Condition and Context:

During our reconciliation of payments issued as recorded in the Agency’s Children’s Reporting and Information
System (CHRIS) to the warrants issued in the Arkansas Administrative Statewide Information System (AASIS), it was
discovered that subsidy payments were made to parents past the date the subsidy had ended.

Questioned Costs:
$8,662 — Adoption Assistance
$ 450 — ARRA - Adoption Assistance

Cause:

Agency staff did not enter subsidy end dates into CHRIS in a timely manner because notification was not received
from the parents or relatives of the adopted child and because appropriate staff were not notified in a timely manner
when the adoptive parents’ parental rights had been terminated. Subsidies end due to circumstances which may
include death of the adoptive parent or the adopted child or the adoptive parent becoming no longer responsible for
the adopted child.

Effect:

An overpayment was made to adoptive parents. In addition, it was discovered that the Agency did not have a
process in place to notify the accounts receivable department that an overpayment had occurred. Federal Adoption
Assistance funds were paid to parents after the subsidy had ended. 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 establish a process for identifying instances when the end dates are not entered timely in
order for appropriate staff to be notified that an overpayment has occurred. We also recommend the Agency
establish a process for notifying the accounts receivable department when overpayments occur.

-193 -



State of Arkansas
Schedule of Prior Audit Findings
For The Year Ended June 30, 2013

Arkansas Department of Human Services (Continued)

2011 Prior Year Finding Number: 11-710-09 (Continued)
CFDA Number(s) and Program Title(s):  93.659 — Adoption Assistance
93.659 — ARRA - Adoption Assistance

Federal Award Number(s): 1001AR1403; 1101AR1403;
1001AR1407; 1101AR1407;
Federal Award Year(s): 2010 and 2011
Compliance Requirement(s) Affected: Eligibility
Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Action as of June 30, 2011:

The Division of Children and Family Services concurs with this finding. An automated system exists for division
overpayments; however, adoption overpayments were not covered under that automated system. The adoption unit
will put policies and manual procedures in place to notify DHS Accounts Receivable of any adoption over payments
until the automated process can be reprogrammed.

According to the Agency, the manual process for planned corrective action is completed.

Current Status as of June 30, 2012:
Corrective action has not been taken. The Agency did not put policies in place and the manual process is not
completed as stated above. See current-year finding 12-710-04.
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2012 Prior Year Finding Number: 12-710-05

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

Federal Award Number(s): 05-1105AR5MAP; 05-1205AR5MAP; 05-1105ARARRA;
05-1105AREXTN

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Activities Allowed or Unallowed

Type of Finding: Material Noncompliance and Material Weakness

Current Status as of June 30, 2013:
Corrective action has not been taken. See current-year finding 13-710-11.

Criteria:

A state may obtain a waiver of statutory requirements to provide an array of home and community-based services
that may permit an individual to avoid institutionalization (42 CFR §§ 441.300 — 441.310). The U.S. Department of
Health and Human Services (HHS) Office of Inspector General (OIG) 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 online from the HHS OIG home page in the Special Fraud Alerts section.

Currently, Arkansas has five Section 1915(c) Home and Community-Based Services waivers for Medicaid:

1. Division of Developmental Disabilities Alternative Community Services Waiver (ACS)
2. ElderChoices

3. Alternatives for Adults with Physical Disabilities Waiver (APD). (The manual for APD
Attendant Care providers 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,
guardian, or anyone acting as a guardian.)

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

5. Living Choices Assisted Living
For our review, we selected three programs operated under the Home and Community-Based Service waivers: 1)

the Assisted Living Services program, which is covered by the ACS waiver; 2) the ElderChoices program; and 3) the
Independent Choices program, which is covered under the Respite Care waiver.

In addition, we selected the Personal Care Services program, which does not operate under a waiver but is defined
and regulated by 42 CFR § 440.167.

We also considered qualitative factors such as management oversight and the Medicaid Program’s high profile and
public interest, which could have a significant impact on the integrity of the program.

Arkansas Provider Manuals for the various Home and Community-Based Services waivers and the Personal Care
Services program dictate the information that must be documented and maintained in provider files to support the
services billed.
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2012 Prior Year Finding Number: 12-710-05 (Continued)

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

Federal Award Number(s): 05-1105AR5MAP; 05-1205AR5MAP; 05-1105ARARRA;
05-1105AREXTN

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Activities Allowed or Unallowed

Type of Finding: Material Noncompliance and Material Weakness

Condition and Context:

We selected 90 provider files for review to determine if required documentation was being maintained. Fifteen were
selected from the Assisted Living Services program, and 25 were selected from the ElderChoices, Independent
Choices, and Personal Care Services programs.

The documentation required for the Assisted Living Services program is covered under the Division of Developmental
Disabilities Alternative Community Services (ACS) Wavier § 202.100, which states that the provider must maintain
sufficient written documentation in the beneficiary’s case file supporting billing for services rendered. At minimum,
this includes the following:

e A copy of the beneficiary’s person-centered service plan.

e The specific services rendered.

e The date and actual time the services were rendered.

e The name and title of the individual who provided the service.

o Updates describing the beneficiary’s progress or lack thereof. Updates should be maintained
on a daily basis or at each contact with or on behalf of the beneficiary. Progress notes must
be signed and dated by the provider of the service.

Our review of this program revealed all 15 case files lacked some form of documentation to support the services
billed. Related questioned costs totaled $906,192.

The documentation required for the ElderChoices program is covered by the ElderChoices Home and Community-
Based 2176 Waiver § 214.000, which states that ElderChoices providers must maintain sufficient documentation to
support each service for which billing is made. At minimum, this includes the following:

a) A copy of the participant’s plan of care
) A brief description of the specific service(s) provided
) The signature and title of the individual rendering the service(s)
) The date and actual time the service(s) was rendered

o O T

In addition, the section states that “if more than one category of service is provided on the same date of service...the
documentation must delineate items ‘a’ through ‘d’ above for each service billed. For audit purposes, the auditor
must readily be able to discern which service was billed in a particular time period based upon supporting
documentation for that particular billing.”

Our review of this program revealed that 16 case files lacked some form of documentation to support the services
billed. Related questioned costs totaled $246,568.

Our review of the Independent Choices program revealed no errors.
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2012 Prior Year Finding Number: 12-710-05 (Continued)

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

Federal Award Number(s): 05-1105AR5MAP; 05-1205AR5MAP; 05-1105ARARRA;
05-1105AREXTN

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Activities Allowed or Unallowed

Type of Finding: Material Noncompliance and Material Weakness

Condition and Context (Continued):
The documentation required for the Personal Care Services program is covered by the Personal Care Manual
§ 220.110 (D), which states that for each service date, for each beneficiary, the personal care aide must record the
following:

e The time of day the aide begins the beneficiary's services

e The time of day the aide ends a beneficiary's services (i.e., the time of day the aide concludes
the service delivery, not necessarily the time the aide leaves the beneficiary's service delivery
location)

o Notes regarding the beneficiary's condition as instructed by the service supervisor
e Task performance difficulties

e Justification for any emergency unscheduled tasks and documentation of prior-approval or
post-approval of the unscheduled tasks

e Justification for not performing any scheduled tasks required by the service plan
e Any other observations the aide believes are of note or should be reported to the supervisor

Our review of this program revealed 24 case files lacked some form of documentation to support the services billed.
Related questioned costs totaled $183,057.

Questioned Costs:
$1,335,817

Cause:
The Agency failed to ensure that all required documentation was maintained.

Effect:

Inadequate documentation for services provided could jeopardize beneficiary care and Agency payments made for
the care.

Recommendation:

We recommend the Agency establish and implement procedures to ensure all required documentation is maintained
in beneficiary case files.
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2012 Prior Year Finding Number: 12-710-05 (Continued)

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

Federal Award Number(s): 05-1105AR5MAP; 05-1205AR5MAP; 05-1105ARARRA;
05-1105AREXTN

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Activities Allowed or Unallowed

Type of Finding: Material Noncompliance and Material Weakness

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012:

Assisted Living Services (covered by ACS Waiver)

The Developmental Disability Services Alternative Community Services (ACS) Waiver is a state and federally funded
program for individuals with intellectual and developmental disabilities with an age of onset before age 22. The
waiver is an alternative to institutionalization, and individuals served through the ACS Waiver live as independently as
possible in the community with waiver services and other supports instead of living in an institution.

All individuals served through the ACS Waiver must be eligible for the level of care required by an Intermediate Care
Facility for individuals with Intellectual or Developmental Disabilities (ICF/IDD). To qualify, there must be substantial
limitations in 3 or more of 6 areas of major life activity (self care, language, learning, mobility, self direction or
independent living) and these needs can be met through the waiver instead of through living in an institution
(ICF/IDD) or nursing home. The waiver provides individually tailored services and supports that assist individuals in
acquiring, retaining and improving targeted skills necessary to reside in the community. The ACS Waiver program is
administered through the Division of Developmental Disabilities Services (DDS), with authority and responsibility for
the waiver through the Division of Medical Services (DMS).

The Division of Legislative Audit (DLA) reviewed 15 case files of individuals served and concluded that there were
documentation discrepancies resulting in 15 (100%) for a total of $906,192 in questioned costs.

The breakdowns of findings are as follows:
15 recipients—Lack of documentation.

DDS/DMS response to each category identified:

15 recipients—Lack of documentation.

DDS/DMS disagrees with this finding. The most common finding was daily updates of beneficiaries’ progress notes,
signed and dated by provider. DDS/DMS’ review of provider documentation established that services were delivered
per care plans. Accordingly, payments were not improper. Furthermore, the Medicaid Fairness Act limits
recoupments based on missing dates and signatures.

In response to the audit findings, DDS assigned ACS Waiver staff to conduct follow-up audits of the 15 beneficiary
case files reviewed by DLA. DDS/DMS believes there was sufficient documentation to support the billing submitted
by the providers.

DDS suggests that in order to obtain a more accurate view of the ACS Waiver program, an in-depth knowledge of
operations and administration at the provider level is required of both an auditor and the representative of the waiver
provider assisting with DLA inquiries. The follow up survey by DDS staff revealed instances where DLA auditors
made requests to provider staff who are not knowledgeable in the areas being reviewed, e.g. an individual
responsible for human resource functions in a provider organization’s headquarter office.
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2012 Prior Year Finding Number: 12-710-05 (Continued)

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

Federal Award Number(s): 05-1105AR5MAP; 05-1205AR5MAP; 05-1105ARARRA;
05-1105AREXTN

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Activities Allowed or Unallowed

Type of Finding: Material Noncompliance and Material Weakness

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012 (Continued):
DDS/DMS Planned Actions:
As a result of DLA’s review and recommendations, DDS/DMS will undertake the following actions:

e DDS/DMS management will review all current documentation requirements to ensure that they
are related to and in furtherance of state and federal statutory and regulatory requirements for
providing services through the ACS Waiver program, and to clarify interpretation differences
noted between DLA and DDS/DMS.

e DDS staff will increase monitoring visits to home and community based service providers to
ensure compliance with all program requirements.

e Training will be provided to home and community based service providers at the corporate
level to make sure billing is adequately supported by underlying documentation.

ElderChoices

The ElderChoices (EC) waiver is a Medicaid home and community based services program (HCBS) designed for the
elderly population. EC was approved effective August 1, 1991, and is designed for persons who due to physical,
cognitive or medical reasons, require a level of assistance that would have to be provided in a nursing facility, if it
were not for the services offered through this program. The major goal of this program is to provide services that
assist eligible persons to remain in their homes or live with family in order to prevent or delay institutionalization. The
services offered through this program include: Homemaker, Adult Companion, Respite, Chore, Adult Day Care, Adult
Day Health Care, Home Delivered Meals, Personal Emergency Response Systems, and Adult Family Homes. The
EC waiver program is administered through the Division of Aging and Adult Services (DAAS), with authority and
responsibility for the waiver through the Division of Medical Services (DMS).

The Division of Legislative Audit reviewed 25 recipients of EC and concluded 16 cases (64%) “lacked some form of
documentation to support the services billed” during the year. Questioned costs of the review for EC was $246,568.

The breakdowns of findings are as follows:
15 recipients—Lack of documentation.

1 recipient—Unable to locate.
9 recipients—No errors or questioned costs.

DAAS/DMS Response to each category identified:
15 recipients—Lack of documentation.

DAAS/DMS disagrees with this finding. The most common finding was a provider’s recording of arrival and departure
time at participant’s home with a summary of time spent performing each authorized service. DLA’s interpretation of
policy is provider should have an “actual” start and stop time for each service performed during the day. DAAS/DMS’
review of provider documentation does not indicate that providers were incorrectly paid according to the participant’s
authorized plan of care.
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2012 Prior Year Finding Number: 12-710-05 (Continued)

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

Federal Award Number(s): 05-1105AR5MAP; 05-1205AR5MAP; 05-1105ARARRA;
05-1105AREXTN

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Activities Allowed or Unallowed

Type of Finding: Material Noncompliance and Material Weakness

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012 (Continued):
DAAS/DMS Response to each category identified (Continued):

1 recipient—Unable to locate.

DAAS contacted provider after audit and obtained records for the time period in question. Based on the records
obtained, no issues were identified. DAAS/DMS disagrees that auditor’'s failure to locate a provider during a
retrospective audit indicates any program error or deficiency. Neither DAAS nor DMS was notified at time of auditor’s
fieldwork that locating the provider was an issue.

DAAS/DMS Planned Actions:
As a result of DLA’s review and recommendations, DAAS/DMS will undertake the following actions:

e Review all written waiver documents and Medicaid Provider Manual for clarity, consistency,
and enhancement, and clarify interpretation differences noted between DLA and DAAS/DMS.

e Provider Information Memorandum (PIM) will be issued to all EC providers. PIM will clarify
documentation requirements as outlined in Medicaid Provider Manual.

e Beginning May 2013, DAAS will conduct desk reviews of 3 provider agencies each month.
Review will include 3 recipients from the DMS Quality Assurance review and one month of
billing for the recipient. Reviews will determine if on-site monitoring visit or further action is
necessary.

Provider training is provided twice a year. Billing and documentation is reviewed. Training will continue to include
review of documentation requirements.

Personal Care Services

Personal Care Services are primarily based on the assessed physical dependency need for "hands-on” services with
the following activities of daily living (ADL): eating, bathing, dressing, personal hygiene, toileting and ambulating.
Hands-on assistance in at least one of these areas is required. This type of assistance is provided by a personal
care aide based on a beneficiary's physical dependency needs (as opposed to purely housekeeping services). A
plan of care is developed through the assessment process and is based on a beneficiary’s dependency in at least
one of the above-listed activities of daily living. While not a part of the eligibility criteria, the need for assistance with
other tasks and IADLs (Instrumental Activities of Daily Living) are considered in the assessment. Both types of
assistance are considered when determining the amount of overall personal care assistance authorized. Routines or
IADLs include meal preparation, incidental housekeeping, laundry, medication assistance, etc.

The DLA reviewed 25 recipients served by 2 providers for Personal Care Services (Arkansas Department of Health
and Central Arkansas AAA) and concluded that there were discrepancies in 24 of the 25 recipients (96%) and 2 of
the 2 providers (100%); however 100% of claims did not have discrepancies. Total questioned costs were $183,057.
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2012 Prior Year Finding Number: 12-710-05 (Continued)

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

Federal Award Number(s): 05-1105AR5MAP; 05-1205AR5MAP; 05-1105ARARRA;
05-1105AREXTN

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Activities Allowed or Unallowed

Type of Finding: Material Noncompliance and Material Weakness

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012 (Continued):

The breakdowns of findings are as follows:
24 recipients—Lack of documentation.

1 recipient—No errors or questioned costs.

DMS response to each category identified:
24 recipients—Lack of documentation.

DMS disagrees with these findings because they are based on conjecture rather than fact. For example, the
workpapers state: “An aide that provided care during this week could have been in a fiduciary relationship to the
beneficiary as there is no documentation to the contrary. No relationship forms were noted.” (Emphasis added).
However, the Medicaid Provider Manual does not require a “relationship form” be in the beneficiary’s file disproving
relationship. DMS’ review of these cases identified no: 1) prohibited relationships; 2) provider failure to deliver
services in accordance with plans of care; or 3) provider bills for services that were not provided.

DMS Planned Actions:
As a result of DLA’s review and recommendations, the following actions will be taken by DMS:

e Review all documentation and Medicaid Provider Manual for clarity, consistency and
enhancement, and clarify interpretation differences noted between DLA and DMS.

e DMS program staff will increase monitoring visits to providers to ensure compliance with all
program requirements.

e Training will be provided to Personal Care providers at the corporate level as well as at the
direct care level to make sure billing is adequately supported by underlying documentation
required by Medicaid Provider Manual.

Anticipated Completion Date: Promulgated changes will be effective after legislative approval.
Training and monitoring will continue on an ongoing basis.

Contact Person: Thomas Carlisle
Assistant Director/Chief Fiscal Officer
Division of Medical Services
P.O. Box 1437, Mail Slot S-416
Little Rock, AR 72203-1437
Phone: (501) 682-0422
Email: Thomas.Carlisle@arkansas.gov
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2012 Prior Year Finding Number: 12-710-06

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

Federal Award Number(s): 05-1105AR5MAP; 05-1205AR5MAP; 05-1105ARARRA;
05-1105AREXTN

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Special Tests and Provisions

Type of Finding: Noncompliance and Material Weakness

Current Status as of June 30, 2013:
Corrective action taken.

Subsequent to the issuance of this finding, the General Assembly passed Act 1504 of 2013, which prohibits a
registered sex offender from providing Medicaid services.

It should also be noted that between November 30, 2012 and December 19, 2013, claims totaling $154,894 were
paid to the provider. Of that amount, $5,980 was paid to the provider subsequent to August 16, 2013, the effective
date of Act 1504 of 2013.

Criteria:
Arkansas Medicaid Provider Manual section 142.100 requires each provider to immediately notify the Medicaid
Provider Enrolliment Unit in writing regarding any changes to its application or contract, including conviction of crime.

In addition, DHS Policy 1088, also known as the “DHS Participant Exclusion Rule,” outlines very specific causes for
exclusion. The policy purpose states, “DHS shall conduct business only with responsible participants. Participants
will be excluded from participation in DHS programs not as penalty, but rather to protect public funds, the integrity of
publicly funded programs, and public confidence in those programs.” The policy further states that “participant
exclusion is a serious action that shall be used only in the State’s best interests and for the protection of the public
and DHS.”

Additional language in Policy 1088 provides various causes for participant exclusion. The policy states that DHS
shall automatically exclude a participant if the participant is the subject of final determination that the participant has
wrongfully acted or failed to act with respect to, or has been found guilty, or pled guilty to any crime related to any
offense indicating “moral turpitude.” Merriam-Webster Dictionary defines moral turpitude as an act or behavior that
gravely violates the moral sentiment or accepted moral standards of the community.

We also considered qualitative factors such as management oversight and the Medicaid Program’s high profile and
public interest, which could have a significant impact on the integrity of the program.

Condition and Context:

To determine if disclosures were required for Medicaid providers, an offender listing was obtained from the Arkansas
Crime Information Center and compared to a provider listing obtained from the Agency’s Medicaid Management
Information System (MMIS) database. One match was discovered.

Our inquiry regarding the provider discovered in the match revealed that the provider had been convicted of
possessing child pornography in violation of 18 USC § 2252(a)(4)(B) (1994 & Supp. IV 1998) and was sentenced to
37 months imprisonment. The provider was released from prison in January 2005.

The provider, a Primary Care Physician (PCP), was re-enrolled as a Medicaid provider on August 1, 2006. The
Agency was unable to provide documentation supporting the disclosure required of the provider in accordance with
the provider manual section referenced in the criteria above. In addition, the Agency failed to automatically exclude
this provider, in accordance with Policy 1088.

It should be noted that the duties of a PCP could include the treatment of Medicaid-eligible children, which could also
include foster children.
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2012 Prior Year Finding Number: 12-710-06 (Continued)

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

Federal Award Number(s): 05-1105AR5MAP; 05-1205AR5MAP; 05-1105ARARRA;
05-1105AREXTN

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Special Tests and Provisions

Type of Finding: Noncompliance and Material Weakness

Question Costs:

$460,317 has been paid directly to the provider since re-enroliment through November 29, 2012. It is possible that
other costs could have been paid for services performed by this provider if the services were submitted under an
approved Group Practice Organization. Group Practice Organizations would typically include entities like hospitals
and medical clinics. Potential costs for these types of organizations have not been identified.

Cause:
Management failed to ensure established policies were followed.

Effect:
Failure to ensure compliance with regulations could result in sanctions against the Medicaid Program and could also
weaken the integrity of the program.

Recommendation:
We recommend the Agency strengthen controls to ensure compliance with existing policies. In addition, we
recommend the Agency address the specific disclosure and exclusion issue for this provider.

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012:
Nothing in the provider’s history suggests any impropriety related to the practice of medicine or the delivery of care to

Medicaid patients. Nevertheless, the report recommends that DHS require the provider to report a conviction that is
already known and exclude the provider from delivering Medicaid services. In determining whether to impose a
sanction or terminate the provider's Medicaid provider agreement, DMS considered the following:

e Because DMS has knowledge of the provider's conviction, no purpose would be served by
requiring disclosure now; For non-reporting that does not involve a Medicaid overpayment or
any patient care issues, DMS would not terminate or suspend a provider, but rather, would
require a corrective action plan. Because the provider’s conviction is not a repetitious event, a
corrective action plan doesn’t make sense.

e Having knowledge of Dr. L.P.’s conviction, the State Medical Board chose not to take action
under Ark. Code Ann. § 17-95-409(a)(2)(A)(i), which authorizes the Board to revoke the
medical license of any physician who is convicted of “any crime involving moral turpitude or ...
a felony.” The State Medical Board, not DMS, determines whether a person is qualified and fit
to practice medicine. DMS will not substitute its judgment for the Board’s by prohibiting the
provider from delivering health care services to Medicaid recipients.

e DMS sanctions providers for rule violations in order to mitigate any harm resulting from the
violation, and to deter similar conduct in the provider pool at large. Imposition of sanctions in
this case would advance neither of those goals. Furthermore, the report does not suggest any
violation of federal laws or rules, so no Medicaid funds are at risk. We are, therefore, unable to
discern any reason for the report to state how much the provider was paid over the years.

Anticipated Completion Date: No further action needed.

Contact Person: Breck Hopkins
Director/DHS Chief Counsel
Office of Policy and Legal Services
P.O. Box 1437 Mail Slot S-260
Little Rock, AR 72203
Phone: (501) 682-8598
Email: breck.hopkins@arkansas.gov
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2012 Prior Year Finding Number: 12-710-07

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

Federal Award Number(s): 05-1105AR5MAP; 05-1205AR5MAP; 05-1105ARARRA;
05-1105AREXTN

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Special Tests and Provisions — Utilization Control and
Program Integrity

Type of Finding: Noncompliance and Material Weakness

Current Status as of June 30, 2013:
Corrective action taken.

Subsequent to the issuance of this finding, the General Assembly passed Act 1499 of 2013, which created the Office
of Medicaid Inspector General. The Office was established within the Office of the Governor and is independent from
DHS.

Criteria:

42 CFR §§ 455, 456, and 1002 outline requirements for Utilization Control and Program Integrity. These sections
require the State Medicaid Agency to develop methods to identify and investigate suspected fraud cases and to
develop procedures for referring these cases to law enforcement officials. The Agency’s Program Integrity (PI) Unit
serves this function.

Also, as stated in OMB Circular A-133 § 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
provisions of contracts or grant agreements that could have a material effect on each of its federal programs.

In addition, specific guidance is provided relative to improper payments as outlined in the Improper Payments
Information Act of 2002, as amended by Pub. L. No. 111-204, the Improper Payments Elimination and Recovery Act,
Executive Order 13520 on reducing improper payments, and the June 18, 2010, Presidential memorandum to
enhance payment accuracy. The term improper payment refers to the following:

e Any payment that should not have been made or that was made in an incorrect amount under
statutory, contractual, administrative, or other legally applicable requirements

e Incorrect amounts, which include overpayments or underpayments made to eligible recipients
(including inappropriate denials of payment or service, any payment that does not account for
credit for applicable discounts, payments that are for the incorrect amount, and duplicate
payments)

e Any payment made to an ineligible recipient or for an ineligible good or service or payments for
goods or services not received (except for such payments where authorized by law)

e Any payment that an agency cannot determine was appropriate because of insufficient or lack
of documentation.

We also considered qualitative factors such as management oversight and the Medicaid Program’s high profile and
public interest, which could have a significant impact on the integrity of the program.

Condition and Context:

Our review of the Agency’s Pl Unit revealed that six reports written by the Agency’s Pl Unit regarding Home and
Community-Based Services providers with improper payments totaling $79,921 were not issued at the request of
management.

The PI Unit is currently organized directly under Program and Provider Management of the Division of Medical
Services (DMS). To ensure the Pl Unit's effectiveness, the Pl Unit should be organized directly under the DMS
Director or the Department of Human Services Director.

Questioned Costs:
$79,921
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2012 Prior Year Finding Number: 12-710-07 (Continued)

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

Federal Award Number(s): 05-1105AR5MAP; 05-1205AR5MAP; 05-1105ARARRA;
05-1105AREXTN

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Special Tests and Provisions — Utilization Control and
Program Integrity

Type of Finding: Noncompliance and Material Weakness

Cause:

The current organizational structure of the PI Unit allowed management override and the failure to immediately report
improper payments of $79,921.

Effect:
Management override of Pl Unit reports renders the Unit ineffective and jeopardizes the overall integrity of the
Agency.

Recommendation:

We recommend the Agency establish and implement adequate internal controls to ensure the independence,
effectiveness, and integrity of the PI Unit, which may include organizing the Pl Unit outside Program and Provider
Management. In addition, we recommend the Agency establish and implement procedures and controls to ensure all
Agency reports are issued immediately.

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012:

In conjunction with this finding, DLA has offered comments on the reporting structure of DHS’s Medicaid Program
Integrity Unit (Pl). However, the comments on the Pl Unit’s reporting structure do not follow directly from the audit’s
subject matter and findings, nor do they follow from the regulatory citations referenced by DLA in its audit findings.
DLA’s summary describes the effect of their findings as including potential non-compliance with federal and state
regulations, but there is no reference to any violation or suspected violation of federal or state regulations. We are
left to speculate that DLA might be alluding to one of two possible sources for violations or suspected violations of
state or federal regulations: (1) the Pl Unit’s organizational placement within DHS and (2) the disposition of the PI
Unit’s investigations. We address these two possibilities in order.

Federal requirements regarding the Medicaid Pl Unit’s organizational structure:
One might infer from DLA’s findings that the reporting relationship between the Pl Unit and agency leadership is

somehow at odds with state or federal regulation. That is not the case. DLA cites no state rules in its findings, but
does refer to 42 C.F.R. Part 455. These federal regulations describe state and federal Medicaid program integrity
efforts, but include no reference whatsoever to the potential organizational placement or reporting relationships for
Medicaid agency staff assigned the responsibility of investigating waste, fraud and abuse in the Medicaid program.
Indeed, there is no mention of a so-called “Program Integrity” (PI) Unit at all in the regulation. Rather, the federal
regulations establish requirements for a state Medicaid agency’s functional capacity in the area of program integrity.
Specifically, 42 C.F.R. § 455.12 through 455.17 describe “methods for identification, investigation, and referral,”
“preliminary investigations,” “full investigations,” “resolution of full investigations,” and “reporting requirements.” In
none of these sections is there an indication of the required—nor even preferred—size, placement, nor reporting
relationship of the resources a state Medicaid agency chooses to devote to fraud detection and investigation
program.
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2012 Prior Year Finding Number: 12-710-07 (Continued)

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

Federal Award Number(s): 05-1105AR5MAP; 05-1205AR5MAP; 05-1105ARARRA;
05-1105AREXTN

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Special Tests and Provisions — Utilization Control and
Program Integrity

Type of Finding: Noncompliance and Material Weakness

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012 (Continued):

The only inference that may be drawn directly from the federal regulation that DLA references is that “The Medicaid
agency must have methods ... for identifying ... [and] investigating” suspected cases of fraud.” DMS’s Pl Unit
satisfies that requirement, and compliance with federal regulations could actually be put at risk by DLA’s
recommendations, especially in light of separate federal limits on delegation of the single state agency’s duties.
According to the foundational guidance for States’ administration of the Medicaid program, “In order for an agency to
qualify as the Medicaid agency —

1. The agency must not delegate to other than its own officials, authority to —
(i) Exercise administrative discretion in the administration or supervision of the plan, or
(ii) Issue policies, rules, and regulations on program matters.

2.  The authority of the agency must not be impaired if any of its rules, regulations, or decisions
are subject to review, clearance, or similar action by other offices or agencies of the state.

3. If other State or local agencies or offices perform services for the Medicaid agency, they must
not have the authority to change or disapprove any administrative decision of that agency, or
otherwise substitute their judgment for that of the Medicaid agency with respect to the
application of policies, rules, and regulations issued by the Medicaid agency.”

42 C.F.R. § 431.10(e) Authority of the single State agency.

DLA’s alternative recommendation to locate the Pl Unit outside of DHS altogether would eliminate the Arkansas
Medicaid agency’s capacity to identify and investigate potential cases of fraud, and would impede the Arkansas
Medicaid agency’s ability to apply reasonable judgment in the interpretation of policies and rules that the Pl Unit is
intended to enforce, thereby creating potential violations of both 42 C.F.R. § 455.13 and 42 C.F.R. § 431.10(e).
Critically, 42 C.F.R. § 431.10(e) explicitly prohibits state Medicaid agencies from delegating to anyone but its own
officials the “authority to exercise administrative discretion in the administration or supervision of the plan,” as well as
authority to “issue policies, rules, and regulations on program matters.” Taken together, we interpret these federal
regulations to both prohibit the removal of investigative authority from DHS—the state Medicaid agency— and to
require DHS to assign to its own officials the administrative requirements associated with program integrity. As to
Medicaid program integrity functions that are not part of Medicaid program administration as described above (for
example, criminal law enforcement), the Attorney General's Medicaid Fraud Control Unit is an existing Program
Integrity Unit that is external to Medicaid. So also is the audit capacity of DLA and various federal oversight
agencies, all of which supplement or duplicate the Pl Unit’s role, but cannot serve in place of it.
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2012 Prior Year Finding Number: 12-710-07 (Continued)

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

Federal Award Number(s): 05-1105AR5MAP; 05-1205AR5MAP; 05-1105ARARRA;
05-1105AREXTN

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Special Tests and Provisions — Utilization Control and
Program Integrity

Type of Finding: Noncompliance and Material Weakness

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012 (Continued):

Disposition of the Medicaid Pl Unit’s investigations:
We speculate that DLA’s reference in this finding to potential violations of state and federal regulations may be an

allusion to DMS’s actions in completing audits and taking appropriate actions with providers found to be in violation of
Medicaid policies. In the course of the single state audit process, DHS provided clear documentation of the
disposition of the Medicaid Pl Unit’s investigations over the last three years. In SFYs 10, 11, and 12, the Pl Unit
completed and issued 410 reports. In those 410 reports, Program Integrity initially identified over $16 million dollars
in questioned costs. Those amounts were reduced in the course of reviews, reconsiderations, and appeals. For
reports issued in fiscal years 2010 and 2011, the amount collected to date totals over $3.8 million, nearly the same as
the amount which was requested after administrative reconsideration and appeal. According to DLA work papers,
over that same timeframe, the number of reports that were completed but not issued due to management review
impacted only six (6) provider numbers. The total original questioned cost before any reconsideration or appeal for
the six (6) provider numbers was $79,921.36. Upon review, it was determined that no clear violation could be shown
as to four (4) of the six (6) providers. Since the date of the DLA request, those four (4) cases have been closed with
no request for refunded payments from providers, and two (2) reports were issued to two (2) provider numbers: One
(1) report for $486.00 and one for $3,803.52 in questioned costs prior to reconsideration or appeal. Thus, nearly all of
the “questioned costs” in DLA’s findings represent preliminary findings that were eventually dismissed for lack of
merit.

Three (3) of the cases were related to individual attendant care providers, and the field work was conducted in SFY10
and SFY11. One of these reports had been referred to the Medicaid Fraud Control Unit (MFCU) at the Office of the
Attorney General. That report has been returned from the MFCU and will be issued to the provider for $486.00 in
questioned costs. In SFY12, the other two reports had not been issued and were placed on hold pending resolution
of a pending policy interpretation and subsequent clarification. Because DHS ultimately concluded that its own
policies were unclear, a decision was made in the spring of 2012 to issue a policy clarification. The specific policy
issue was also addressed in DLA’'s SFY11 single state audit, and the matter was discussed in the Joint Audit
Committee on April 13, 2012.  In that discussion, DHS leadership expressed to the Committee members the
difficulties and trade-offs associated with the reporting requirements at the heart of these two (2) (and other)
investigations. At that time, DHS stated its belief that DHS policies were too vague to enforce, and that DHS
intended to amend the policies to clarify attendant care provider reporting requirements. The new DHS policy was
effective 1-1-13, and the two (2) investigations closed on 1-14-13.

The other three (3) cases cited by DLA were not directly related to the policy issue discussed above. However, those
three (3) reports are related to one another and were part of the same Program Integrity review. One (1) of those
reports totals $3,803.52 in questioned costs and was issued on 1/14/13. The remaining two (2) cases were closed
because the provider serves as the fiscal intermediary for the beneficiary, acted in good faith, and paid the fees as
directed by the beneficiary.
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2012 Prior Year Finding Number: 12-710-07 (Continued)

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

Federal Award Number(s): 05-1105AR5MAP; 05-1205AR5MAP; 05-1105ARARRA;
05-1105AREXTN

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Special Tests and Provisions — Utilization Control and
Program Integrity

Type of Finding: Noncompliance and Material Weakness

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012(Continued):

Based upon the above explanations, among Medicaid PI Unit’s 416 investigations over the past three (3) years, DLA
identified just two (2) cases of a delayed finding. Investigations and reports can take time to resolve, and DHS
acknowledges delay in issuing the $486.00 and $3,803.52 findings. As described above, the other four (4)
investigations cited in this audit finding were delayed for reasons directly material to provider obligations under the
Medicaid program, and were resolved with no finding against the provider. Therefore, DLA cannot support its claim
that in as many as six (6) cases “Management override resulted in the withholding of reports that noted improper
payments based upon approved policies at the time services were rendered.” To the contrary, DHS has not
overridden any reports with noted “improper” payments. DHS believes that it is entirely appropriate to hold
participating providers accountable to clear policies. The organizational placement of the Medicaid PI Unit alongside
programmatic Units helped to ensure that providers were not held accountable for actions and policies that were
beyond their control, including cases where agency policies could reasonably be misunderstood by providers. The
specific facts and circumstances of the investigations highlighted in DLA’s audit finding (E20.2.504) draw helpful
attention to the Department’s efforts to comply with 42 C.F.R. § 455.13(b), which requires that “The Medicaid agency
must have methods for investigating these cases (of suspected fraud) that do not infringe on the legal rights of
persons involved; and afford due process of law.” (emphasis added)

In summary, DLA’s recommendation that the Pl Unit should move to a different organizational location has no basis
in federal regulation, nor is it justified by past performance of the Pl Unit, nor did DLA establish any basis in fact to
question the effectiveness and oversight of the Medicaid Pl Unit in its existing organizational structure. To the
contrary, DLA’s recommendations could potentially create violations of federal regulations in this area by removing
DHS’ investigative capacity, and by making it more difficult to properly interpret and administer state Medicaid policy
and take into account provider rights and due process.

Anticipated Completion Date: No further action needed.

Contact Person: Andy Allison
Medicaid Director
Division of Medical Services
P.O. Box 1437, Mail Slot S-401
Little Rock, AR 72203
Phone: (501) 682-8740
Email: Andy.allison@arkansas.gov
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2012 Prior Year Finding Number: 12-710-08

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

Federal Award Number(s): 05-1105AR5MAP; 05-1205AR5MAP; 05-1105ARARRA;
05-1105AREXTN

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Activities Allowed or Unallowed

Type of Finding: Material Weakness

Current Status as of June 30, 2013:
Corrective action taken.

Criteria:

45 CFR § 95 Subpart F requires government agencies to implement and maintain a security program and conduct
biennial system security reviews of installations that administer U.S. Department of Health and Human Services
(HHS) programs, such as Medicaid. The State Medicaid Agency stores all protected health information in the
Medicaid Management Information System (MMIS). Access to this system is controlled by the Division of Medical
Services (DMS). All users must be state employees or contract employees with appropriate business and
confidentiality agreements on file.

Also, as noted in OMB Circular A-133 § 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
provisions of contracts or grant agreements that could have a material effect on each of its federal programs.

We also considered qualitative factors such as management oversight and the Medicaid Program’s high profile and
public interest, which could have a significant impact on the integrity of the program.

Condition and Context:

During our review, it was discovered that an employee of the Southeast Arkansas Education Service Cooperative,
Arkansas Medicaid in the Schools Unit, had unlimited access to the MMIS system as well as other Department of
Human Services (DHS) systems. This individual indicated on an Agency access form that she was an employee of
the education cooperative. However, despite this declaration, DMS believed the individual to be a state employee
and, as a result, did not request or confirm that a business or confidentiality agreement was on file. This individual
regularly accessed and transferred information in MMIS to other non-state agencies. DMS noted this violation in a
DHS Office of Chief Counsel memorandum on September 25, 2012.

In addition to the deficiency noted above, the HHS Office of Inspector General issued a report in February 2012. The
report, Information Technology Control Weaknesses Found at the Arkansas Department of Human Services, cited
several access vulnerabilities.

Questions Costs:
None

Cause:
The Agency did not have effective procedures in place to ensure access to MMIS and other Agency systems was
restricted to state and contract employees with appropriate business and confidentiality agreements on file.

Effect:
Access to program information was obtained without proper credentials and agreements, which jeopardized all data
stored in MMIS.

Recommendation:
We recommend the Agency establish and implement stronger policies and procedures to ensure that only authorized
personnel are granted access to MMIS and other DHS systems.
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Arkansas Department of Human Services (Continued)

2012 Prior Year Finding Number: 12-710-08 (Continued)

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

Federal Award Number(s): 05-1105AR5MAP; 05-1205AR5MAP; 05-1105ARARRA;
05-1105AREXTN

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Activities Allowed or Unallowed

Type of Finding: Material Weakness

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012:
As the finding states, the Division of Medical Services (DMS) mistakenly believed that E.F. was a Department of

Education (DOE) employee. DMS’ belief was based upon, among other things, E.F.’s completed security form
indicating that E.F. was a state employee and E.F.’s state email address. After E.F. accessed the Medicaid
Management Information System (MMIS) it was learned that she was an employee of Medicaid in the Schools
(MITS). Some background information is necessary to explain these facts.

Local school districts provide Medicaid services, for example, speech therapy, to Medicaid-eligible students. DOE
pays the Medicaid matching funds for these services, and uses MITS to help calculate the correct Medicaid match
payments. The Health Insurance Portability and Accountability Act (HIPAA) authorizes Medicaid and Medicaid
providers to share information for purposes of providing and paying for health care. 45 C.F.R. § 164.502.
Accordingly, Medicaid’s disclosure of protected health information (PHI) to the DOE and the school districts is a
permissible disclosure of PHI. DMS has taken appropriate actions to ensure that it discloses PHI only to the DOE,
and that the re-disclosures by DOE to MITS comply with applicable laws. To that end, DMS is assuring that all
necessary business associate-type agreements are put in place.

HIPAA requires covered entities such as Medicaid to designate privacy officers and assign them the duty of
investigating and making determinations regarding erroneous PHI disclosures. 45 C.F.R. § 164.530(a). HIPAA also
provides that mistaken disclosures are breaches only if the incident poses a significant risk of financial, reputational,
or other harm to the affected individuals. 42 C.F.R. § 164.402. Upon learning of the disclosures to MITS, the privacy
officer investigated and determined that no breach occurred as that term is defined by HIPAA because the incident
did not pose a significant risk of financial, reputational, or other harm to the affected individuals.

After discovering the mistake, the Division of Medical Services (DMS):
1. Provided written authorization giving the DOE permission to re-disclose PHI to MITS for
payment calculation purposes as required by the current contract and permitted by law;

2. Limited the amount of PHI disclosed to MITS to the minimum necessary required to
accomplish DMS’s purposes;

3. Implemented quarterly data security audits to validate state employment and appropriate
access to DMS systems;

4. Ensured all PHI disclosures made by DOE were made pursuant to an appropriate business
associate-type agreement;

5. Obtained confidentiality agreements from all contractors who have access to DMS systems;
and

6. Initiated a process for new audit procedures for contractors who have access to DMS systems
which includes DMS’s determination of appropriate access controls.

In conclusion, Medicaid has taken all appropriate steps to ensure that MMIS access is limited to persons to whom
access is permitted under HIPAA and has mitigated this incident through enhanced auditing procedures.
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2012 Prior Year Finding Number: 12-710-08 (Continued)

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

Federal Award Number(s): 05-1105AR5MAP; 05-1205AR5MAP; 05-1105ARARRA;
05-1105AREXTN

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Activities Allowed or Unallowed

Type of Finding: Material Weakness

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012 (Continued):

Anticipated Completion Date: DHS will continue to follow state and federal regulations to ensure compliance.
No further action needed.

Contact Person: Breck Hopkins
Director/DHS Chief Counsel
Office of Policy and Legal Services
P.O. Box 1437 Mail Slot S-260
Little Rock, AR 72203
Phone: (501) 682-8598
Email: breck.hopkins@arkansas.gov
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Arkansas Department of Human Services (Continued)

2012 Prior Year Finding Number: 12-710-09

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

Federal Award Number(s): 05-1105AR5MAP; 05-1205AR5MAP; 05-1105ARARRA;
05-1105AREXTN

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Activities Allowed or Unallowed

Type of Finding: Noncompliance and Significant Deficiency

Current Status as of June 30, 2013:
Corrective action has not been taken. See current-year finding 13-710-13.

Criteria:

In accordance with Arkansas Medicaid Provider Manual Section Il - DDS Alternative Community Services (ACS)
Wavier § 202.100, the provider must maintain sufficient written documentation in the beneficiary’s case file supporting
billing for services rendered. At minimum, this includes the following:

e A copy of the beneficiary’s person-centered service plan.

e The specific services rendered.

e The date and actual time the services were rendered.

e The name and title of the individual who provided the services.

e Updates describing the beneficiary’s progress or lack thereof. Updates should be maintained
on a daily basis or at each contact with or on behalf of the beneficiary. Progress notes must
be signed and dated by the provider of the service.

ACS Waiver §220.200 limits the maximum reimbursement to $117.70 per month and $1,412.40 annually per person.

Also, ACS Waiver § 220.000 provides specific examples of required case management services. Some examples
include monitoring beneficiary services and quality of care, assuring integrity of billing and service delivery, and
providing required documentation to the beneficiary.

In addition, case management services are available at three levels of support as defined by ACS Waiver
§§ 230.211 — 230.213:

e  Pervasive — Minimum of one face-to-face visit AND one other contact with the beneficiary or
legal representative each month. At least one visit must be made annually at the beneficiary’s
place of residence.

o Extensive — Minimum of one face-to-face visit with the beneficiary or legal representative each
month. At least one visit must be made annually at the beneficiary’s place of residence.

e Limited — Minimum of one face-to-face visit with the beneficiary or legal representative each
quarter and a minimum of one contact monthly for the months when a face-to-face visit is not
made. At least one visit must be made annually at the beneficiary’s place of residence.
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2012 Prior Year Finding Number: 12-710-09 (Continued)

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

Federal Award Number(s): 05-1105AR5MAP; 05-1205AR5MAP; 05-1105ARARRA;
05-1105AREXTN

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Activities Allowed or Unallowed

Type of Finding: Noncompliance and Significant Deficiency

Condition and Context:
We selected 30 beneficiary files for review to determine if the provider (case manager) maintained documentation as
required by the specific sections of the ACS Waivers stated above. Our review revealed the following:

e 24 beneficiary files did not contain adequate supporting documentation for services billed, as
required by ACS Waiver § 202.100

e One beneficiary file did not contain adequate supporting documentation to determine case
management services had been provided, as required by ACS Waiver § 220.000

o Eight beneficiary files did not contain adequate supporting documentation to determine if the
level of support had been met by case managers, as required by ACS Waiver
§§ 230.211 — 230.213.

Questioned Costs:
$32,838

Cause:
The Agency failed to ensure all required ACS Waiver documentation was maintained.

Effect:
Inadequate documentation for services provided could jeopardize beneficiary care and Agency payments made for
the care.

Recommendation:
We recommend the Agency establish and implement procedures to ensure all required ACS Waiver documentation is
maintained in the beneficiary files.

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012:

Case Management Services (CMS) in the Developmental Disability Services Alternative Community Services (ACS)
Waiver assist beneficiaries in gaining access to needed waiver services and other Arkansas Medicaid State Plan
services, as well as medical, social, educational and other generic services, regardless of the funding source to which
access is available. CMS include responsibility for guidance and support in all life activities. The intent of CMS is to
enable waiver beneficiaries to receive a full range of appropriate services in a planned, coordinated, efficient and
effective manner.

The Division of Legislative Audit (DLA) reviewed 30 case files of individuals served and concluded that there were
documentation discrepancies resulting in a total of $32,838 in questioned costs.

The breakdowns of findings are as follows:
25 recipients—Lack of documentation.

5 recipients—No errors or questioned costs.
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Arkansas Department of Human Services (Continued)

2012 Prior Year Finding Number: 12-710-09 (Continued)

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

Federal Award Number(s): 05-1105AR5MAP; 05-1205AR5MAP; 05-1105ARARRA;
05-1105AREXTN

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Activities Allowed or Unallowed

Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012 (Continued):

25 recipients—Lack of documentation.

DDS/DMS disagrees with this finding. The most common finding alleges that providers failed to record specific
service delivery times. There is, however, no reason to collect such information because payments hinge on the
delivery of services in accordance with care plans. It makes no difference whether a particular service was delivered
at 2:00 p.m. or 3:00 p.m. DDS/DMS’ review did not identify any case in which the provider was incorrectly paid
according to the beneficiary’s authorized plan of care.

In response to the audit findings, DDS assigned ACS Waiver staff to conduct follow-up audits of the 30 beneficiary
case files reviewed by DLA. DDS/DMS believes there was sufficient documentation to support the billing submitted
by the providers.

DDS suggests that in order to obtain a more accurate view of the ACS Waiver program, an in-depth knowledge of
operations and administration at the provider level is required of both an auditor and the representative of the waiver
provider assisting with DLA inquiries. The follow up survey by DDS staff revealed instances where DLA auditors
made requests to provider staff who are not knowledgeable in the areas being reviewed, e.g. an individual
responsible for human resource functions in a provider organization’s headquarter office.

DDS/DMS Planned Actions:
As a result of DLA’s review and recommendations, DDS/DMS will undertake the following actions:

e DDS/DMS management will review all current documentation requirements to ensure that they
are related to and in furtherance of state and federal statutory and regulatory requirements for
CMS for the ACS Waiver program, and to clarify interpretation differences noted between DLA
and DDS/DMS.

e DDS staff will increase monitoring visits to home and community based service providers to
ensure compliance with all program requirements.

e Training will be provided to home and community based service providers at the corporate
level to make sure billing is adequately supported by underlying documentation.

Anticipated Completion Date: Promulgated changes will be effective after legislative approval.
Training and monitoring will continue on an ongoing basis.

Contact Person: Thomas Carlisle
Assistant Director/Chief Fiscal Officer
Division of Medical Services
P.O. Box 1437, Mail Slot S-416
Little Rock, AR 72203-1437
Phone: (501) 682-0422
Email: Thomas.Carlisle@arkansas.gov
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2012 Prior Year Finding Number: 12-710-10

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

Federal Award Number(s): 05-1105AR5MAP; 05-1205AR5MAP; 05-1105ARARRA;
05-1105AREXTN

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency

Current Status as of June 30, 2013:

Corrective action has not been taken. Although the Agency has addressed the specific instances of noncompliance
noted in this finding, inadequate controls continue to contribute to the Agency’s inability to appropriately determine
recipient eligibility, provide adequate monitoring, and retain appropriate documentation, as noted in current-year
finding 13-710-16.

This issue was also addressed in prior audit findings 11-710-11, 10-710-19, and 09-710-18.

Criteria:

It is the State’s responsibility to determine that Medicaid applicants meet the eligibility criteria specified in the
approved State Plan. Eligibility requirements for the Medicaid Program are outlined in the Arkansas Medical Services
(MS) manual. 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 apply to the specific Medicaid category.
However, these manuals are considered reference manuals for the MS manual, not Medicaid manuals. 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, “The Agency must include in each application record facts to support
the Agency’s decision on his application.”

Condition and Context:
We reviewed 149 Medicaid recipient files to ensure adequate documentation was provided to support the Agency’s
determination of eligibility. Our review revealed the following:

¢ Inone recipient file representing paid claims for State Aid category 47 (Disabled Spend Down),
documentation was inadequate to prove the recipient’s cooperation with the Office of Child
Support Enforcement (OCSE). As a result of the Agency’s failure to follow program
requirements for cooperation with OCSE, known questioned costs were determined to be
$36,653.

e In one recipient file representing paid claims for State Aid category 47 (Disabled Spend Down),
documentation was inadequate to show the recipient’s assignment of rights attribute was
satisfied. As a result of the Agency’s failure to follow program requirements for assignment of
rights, known questioned costs were determined to be $4,168. As a result of current year
testing, additional known questioned costs paid in fiscal year 2011 for this recipient were
determined to be $2,054.

e In two recipient files, one representing paid claims for State Aid category 27 (AFDC Spend
Down) and the other representing claims paid for State Aid category 47 (Disabled Spend
Down), it was revealed that the recipients were not categorically eligible for at least part of the
fiscal year. Because of the Agency’s failure to follow program requirements for categorical
eligibility, known questioned costs were determined to be $19,242. As a result of current year
testing, additional known questioned costs paid in fiscal year 2011 for one recipient was
determined to be $390.
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2012 Prior Year Finding Number: 12-710-10 (Continued)

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

Federal Award Number(s): 05-1105AR5MAP; 05-1205AR5MAP; 05-1105ARARRA;
05-1105AREXTN

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency

Condition and Context (Continued):
¢ Inone recipient file representing paid claims for State Aid category 47 (Disabled Spend Down),
documentation revealed that the recipient did not meet the eligibility requirements for aliens as
defined in MS 6780. The emergency services provided did not qualify for the emergency
medical condition as defined in 42 CFR § 440.255(c) and MS 6780. Because of the Agency’s
failure to comply with the policies previously stated, known questioned costs were determined
to be $17,438.

e In seven recipient files, one file representing paid claims for State Aid category 27 (AFDC
Spend Down), one file representing paid claims for State Aid category 77 (Unemployed Parent
Spend Down), and five files representing paid claims for State Aid category 47 (AFDC Spend
Down), documentation revealed the approved resource limits were either exceeded or not
verified. As a result of the Agency’s failure to follow program requirements for resource
limitations or verification, known questioned costs were determined to be $201,885.

¢ In six recipient files representing paid claims for State Aid category 47 (Disabled Spend Down),
documentation revealed that medical bills were inadequate to spend the recipients’ income
down to the point of eligibility or the medical bills used were not verified to ensure that amounts
were still outstanding, were applicable to the recipient in question, and were not being
addressed through a payment plan. The Agency’s failure to follow program requirements
related to the use of medical bills to spend down income resulted in known questioned costs of
$49,685. Current year testing determined that additional known questioned costs of $29,958
were paid for one recipient in 2011.

e In three recipient files representing paid claims for State Aid category 47 (Disabled Spend
Down), documentation revealed that the approved resource limits were either exceeded or not
verified and that medical bills were inadequate to spend the recipients’ income down to the
point of eligibility or the medical bills used were not verified to ensure that amounts were still
outstanding, were applicable to the recipient in question, and were not being addressed
through a payment plan. As a result of the Agency'’s failure to follow program requirements in
regard to both resource limitations or verification and medical bills used to spend down
income, known questioned costs were determined to be $59,936. Current year testing
determined that additional known questioned costs of $4,616 were paid for one recipient in
2011.

In addition to the 21 compliance and internal control deficiencies summarized above, an additional 43 internal control
deficiencies were noted. Deficiencies included re-evaluations that were not performed within the required 12-month
period, eligibility determinations that were not officially documented in the narratives, and various eligibility attributes,
including those related to social security enumeration, assignment of rights, categorical relatedness, cooperation with
the Office of Child Support Enforcement, and resources, that were either not initially considered or adequately
documented when eligibility was determined. Additionally, there were cases of missing spend down computations
that documented a recipient’s unmet liability as well as medical bills used to spend down the recipient’s income,
improper spend down computations themselves, an error in the registration of the spend down coverage dates and
inadequate support for the medical bills used to spend down the income. However, the Agency was able to address
these specific deficiencies, and the recipients’ eligibility was not affected.
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2012 Prior Year Finding Number: 12-710-10 (Continued)

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

Federal Award Number(s): 05-1105AR5MAP; 05-1205AR5MAP; 05-1105ARARRA;
05-1105AREXTN

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency

Condition and Context (Continued):

A separate internal control test was also conducted based on an Agency assertion related to a finding from the Single
Audit report for the year ended June 30, 2009. During 2009, we reviewed 155 cases to determine if eligibility criteria
were met. We found exceptions in 19 of the cases, with related questioned costs totaling $667,671. To address this
issue, the Agency stated the following in its corrective action plan: “In March 2010, the Division of County Operations
(DCO) Quality Assurance Unit will begin a review of all Medicaid claims paid that exceed $50,000.”

To allow a complete cycle of Agency reviews, we delayed testing until 2012. To test the Agency’s assertion, we used
the 149 files reviewed during 2012 and determined that 55 of these cases had claims paid that exceeded $50,000.
Our review of the 55 cases revealed that 42, or 76%, had not been reviewed by DCO’s Quality Assurance Unit.
(Questioned costs of $101,593 are associated with 4 of the 42 cases as a result of the eligibility testing performed for
2012 and are included in the bullet points on the previous two pages of this report.)

Questioned Costs:
$389,007 (2012)

$37,018 (2011)

Cause:

Although the Agency has designed internal control procedures to review recipient files to ensure adequate
documentation is provided to support the Agency’s determination of eligibility, certain areas still require continued
communication to and training of the appropriate Agency personnel.

Effect:
Payments to providers were made on behalf of ineligible recipients.

Recommendation:

We recommend the Agency continue providing adequate communication and training to appropriate personnel to
ensure compliance with all program requirements as defined in the MS manual. In addition, we recommend the
Agency review existing policies and procedures to ensure they adequately address the issues stated above.

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012:

Case Reviews:

Although several Medicaid categories were sampled, all of the eligibility errors identified by DLA in SFY 2012 were
from a single Medicaid category — the Spend Down group. There were only 1,054 Spend Down cases in Arkansas as
of June 2012.

DLA identified several causes for the errors. Most significant was an area of policy that was being misinterpreted by
the field. This policy will be clarified and the staff re-trained.

DCO disagrees with questioned costs for four cases. Total reduction in questioned costs is $60,822.62.
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2012 Prior Year Finding Number: 12-710-10 (Continued)

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

Federal Award Number(s): 05-1105AR5MAP; 05-1205AR5MAP; 05-1105ARARRA;
05-1105AREXTN

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012 (Continued):

Bullet 1: A child support referral is not necessary for individuals without children. Questioned Costs should be
reduced by $36,653.

Bullet 4:  The client was eligible for Medicaid coverage on the
should be reduced by $186.77.

Bullet5: In one of the AFDC Spend Down cases the client is resource eligible — documentation available.
Questioned Costs should be reduced by $3,146.81.

Bullet 7:  In one of the Disabled Spend Down cases the client is resource eligible — documentation available.
Questioned Costs should be reduced by $20,836.04.

DCO will continue its ongoing staff training, supervisory monitoring and IT modernization opportunities.

1% day of emergency services. Questioned Costs

QA Reviews:

The Agency advised DLA that DCO has never conducted a 100% review of all cases with $50,000 or more in
Medicaid claims nor was it ever our intent to conduct anything other than a sample. The sampling methodology was
referenced in the 2010 and 2011 audit responses and updates. All of these high dollar cases are subject to random
review selection. Other categories or services targeted for review by counties or areas may have specific review
requirements as part of local corrective action plans. Because the State and DLA both work from samples and
targeted groupings, it is highly unlikely in a population as large as the Medicaid caseload that DLA will randomly
select the same cases as those identified for review by Medicaid Eligibility Quality Control (MEQC) or the county
offices. It should be noted that DCO increased our supervisory reviews by 54% in 2012.

The Agency will continue to use supervisors to monitor cases. This review will continue using the 2012 random
sampling methodology.

Anticipated Completion Date: Ongoing

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

2012 Prior Year Finding Number: 12-710-11

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

Federal Award Number(s): 05-1105AR5MAP; 05-1205AR5MAP; 05-1105ARARRA;
05-1105AREXTN

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency

Current Status as of June 30, 2013:

Corrective action has not been taken. Although the Agency has addressed the specific instance of noncompliance
noted in this finding, ineffective controls continue to contribute to the Agency’s failure to submit overpayment
information to the Overpayment Unit timely, as noted in current-year finding 13-710-18.

Criteria:

The Agency must operate a Medicaid Eligibility Quality Control (MEQC) program in accordance with 42 CFR
§§ 431.810 — 431.822. The Agency’s MEQC developed the Medicaid Miller Income Trust and Spouse Allowance
(MIT-SA) pilot project for federal fiscal year 2012. The pilot project would include Long Term Care (LTC) reviews with
a focus on cases involving Miller Income Trusts and Community Spouse Monthly Income Allowance (CSMIA).

In addition to the pilot project, MEQC developed an in-house project that involved reviewing cases with claims
exceeding $50,000 and determined to be in a high-risk category.

All errors found by MEQC would be presented at a weekly error committee meeting, and the committee would notify
the county offices of the errors. County offices would then have 10 days to appeal error decisions. If no appeal was
submitted, the county offices would be responsible for correcting the errors and would submit an error response form,
DCO-29, to MEQC within 30 days. If an error resulted in an overpayment, overpayment form DHS-199 would be
submitted to the Overpayment Unit within 30 days. If fraud was suspected, the case would be referred to the Fraud
Unit within 30 days.

Condition and Context:

We performed a test to determine compliance with project procedures. We selected six MIT-SA cases, four with
errors and two without errors, and seven in-house project cases, five with errors and two without errors. MEQC had
determined the error/non-error status of the cases.

Our review revealed that procedures were followed for all of the MIT-SA cases we reviewed. However, we found a
breakdown in procedures for one in-house project error case. The recipient represented in this case was determined
ineligible by MEQC. MEQC issued a memorandum to the County Office Administrator of St. Francis County dated
March 15, 2012. The DCO-29 dated April 3, 2012, stated that overpayment was being completed by Crittenden
County since the case was approved by that county. Once completed, the DHS-199 overpayment form would be
forwarded to the Overpayment Unit. However, the overpayment form was not actually completed by the county until
November 6, 2012, when the case was selected for testing by DLA auditors.

Questioned Costs:
$4,655

Cause:
The responsible county office failed to complete and submit the DHS-199 overpayment form as required.

Effect:
An overpayment totaling $4,655 as identified by the Agency’s MEQC was not submitted to the Overpayment Unit
within the required 30 days.

Recommendation:

We recommend the Agency strengthen existing in-house project procedures to ensure errors and overpayments are
processed timely.
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2012 Prior Year Finding Number: 12-710-11 (Continued)

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

Federal Award Number(s): 05-1105AR5MAP; 05-1205AR5MAP; 05-1105ARARRA;
05-1105AREXTN

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012:
The Agency concurs with the finding. DCO management will submit a communication to supervisors in the field

requiring them to review their monitoring procedures to ensure that all Medicaid Eligibility Quality Control (MEQC)
findings that require an overpayment submission are occurring on a timely basis. The untimely submission of the
overpayment form identified in the audit process has been corrected. The necessary document has been submitted
to the Overpayments Unit where the questioned costs identified through this procedural omission will be collected
and repaid to CMS.

Anticipated Completion Date: Ongoing

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

2012 Prior Year Finding Number: 12-710-12

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

Federal Award Number(s): 05-1105AR5MAP; 05-1205AR5MAP; 05-1105ARARRA;
05-1105AREXTN

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Significant Deficiency

Current Status as of June 30, 2013:
Corrective action taken.

Criteria:

As noted in OMB Circular A-133, § 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
provisions of contracts or grant agreements that could have a material effect on each of its federal programs. In
addition, it is the State’s responsibility to determine that Medicaid applicants meet the eligibility criteria as specified in
the approved State Plan.

Condition and Context:

Medicaid eligibility is determined by Program Eligibility Specialists (PES) located in the various county offices
throughout the State. We reviewed reports and statistical information maintained by the Agency on caseloads, back
logs, and other staffing issues to determine if the number of PES was adequate to perform eligibility duties. Our
review revealed high caseloads, with the average PES caseload being 698.

In addition, we tested 20 PES files to determine if proper training modules had been completed by the PES and if
adequate documentation supporting the training was being maintained in their files. Our review revealed that two
PES files did not contain documentation to support the completion of required training modules.

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. Specific testing was performed in this area as
part of our 2010 Single Audit. It was noted at that time that the Agency had a Business Continuity and Contingency
Plan (BCCP), but the plan had not been tested for adequacy. Follow-up work performed during our 2011 Single Audit
confirmed that the Agency had conducted an exercise to ensure adequacy on October 20, 2011. During our 2012
Single Audit, we continued to follow-up on this issue and found that the BCCP had been updated in April 2012 but
has yet to be tested for adequacy.

Sound information systems controls also dictate that user access to ANSWER (Arkansas Networked System for
Welfare Eligibility and Reporting) data should be restricted to those individuals required to perform their assigned job
functions. Testing was performed in this area as part of the 2010 Single Audit, and several user access issues were
noted at that time. In follow-up work performed during the 2011 Single Audit, we noted that the Agency appeared to
have properly implemented procedures to address these issues. During the 2012 Single Audit, we continued to
follow-up on the procedures the Agency stated it had implemented. We requested a monthly non-DHS active user
list, which is used to confirm user access changes. The Agency was unable to provide the monthly list.

Questioned Costs:
None

Cause:

Although the Agency has designed internal control procedures to assist in the correct determination of eligibility, high
caseloads and backlogs may render those controls ineffective. In addition, the Agency failed to ensure that
appropriate staff continued to implement corrective actions for errors that were noted in prior audit findings.
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2012 Prior Year Finding Number: 12-710-12 (Continued)

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

Federal Award Number(s): 05-1105AR5MAP; 05-1205AR5MAP; 05-1105ARARRA;
05-1105AREXTN

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Significant Deficiency

Effect:

Payments to providers were made on behalf of ineligible recipients.

Recommendation:

We recommend the Agency continue to provide adequate training to PES and document the training in the
appropriate files. In addition, we recommend the Agency strengthen control procedures for the BCCP to ensure that
it is tested when updated or tested annually, at minimum. We also recommend the Agency strengthen control
procedures related to the ANSWER system to ensure a continuous review process.

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012:

High Caseloads:

The Agency has been re-engineering our eligibility workflows to maximize efficiency through centralization. This
allows for worker specialization resulting in higher speed processing. The Division will continue working to
incorporate Information System advances into the eligibility determination process. This will increase our ability to
use computer technology to perform several eligibility functions.

Training Certificates:

One employee was hired in 1984 before the Agency provided training certificates. The Agency verified that the
individual was trained at the time of hire. A training certificate could not be provided for one employee who is no
longer employed. New employees attend one week of orientation and those working Medicaid receive an additional 4
2 weeks of Adult and Family Medicaid training. During calendar year 2012, the Agency conducted a total of 36
Medicaid specific classes (1,920 training hours) for 208 employees. Additional training is provided in county offices.
The DCO Training Unit has implemented several initiatives to include the revision of the training curriculum to
increase the type, quality and quantity of training. The Agency will continue to assess the current automated training
tracking system to determine if computer upgrades are recommended.

Disaster Recovery:
The Agency advised DLA that the only change to the Disaster Recovery Plan was a name change on the contact list.

As this change is minor, no re-testing was necessary. It should be noted that in 2012, the Agency conducted two
separate exercises to test core business process IT systems for Disaster Recovery (DR).

e The Agency conducted a DR exercise on January 6, 2012, to test DHS/Office of System
Technology’s capability to restore LAN connectivity and infrastructure using two offsite
locations (Arkansas State Hospital and Department of Information Services) in a Disaster
Recovery Scenario (simulated building fire). This exercise included a full building evacuation
of all the DCO offices in the Little Rock Complex, and temporary activation of the DHS Incident
Command System for reporting and command functions. As a result of that exercise,
additional coordination was effected with the Department of Information Services (DIS) to
ensure that required infrastructure would be available in their data center to accommodate IT
off site requirements for DHS.
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2012 Prior Year Finding Number: 12-710-12 (Continued)

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

Federal Award Number(s): 05-1105AR5MAP; 05-1205AR5MAP; 05-1105ARARRA;
05-1105AREXTN

Federal Award Year(s): 2011 and 2012

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Significant Deficiency

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012 (Continued):

. In addition, the Agency conducted a full scale offsite recovery exercise from 8:00 a.m.,
March 29, 2012, until midnight, March 30, 2012, in Carlstadt, New Jersey. DCO systems
hosted by DIS were restored at this site, including all ANSWER UNIX/DB2 components
and all related DCO mainframe components. These IT systems were fully restored and
tested by DCO staff testers who connected from the DIS test lab in Arkansas to the
mainframe and UNIX restored hardware in New Jersey. No discrepant areas were noted,
and full functionality of DCO systems was restored within 72 hours of the start of the
exercise.

A test of the Business Continuity and Contingency Plan is scheduled for April 2013.

ANSWER System Access:
The cause of this deficiency has been identified and corrected. No security problems or breaches were identified by
DLA. The DCO Unit responsible for this task has been instructed to monitor and adjust for position vacancies.

Anticipated Completion Date: Ongoing

Contact Person: Joni Jones, Director
Arkansas Department of Human Services
Division of County Operations
P.O. Box 1437, Mail Slot S301
Little Rock, AR 72203-1437
Phone: (501) 682-8375
Email: joni.jones@arkansas.gov
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2011 Prior Year Finding Number: 11-710-10

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

Federal Award Number(s): 05-1005AR5MAP; 05-1105AR5MAP; 05-1005ARARRA;
05-1005AREXTN

Federal Award Year(s): 2011

Compliance Requirement(s) Affected: Activities Allowed and Unallowed

Type of Finding: Noncompliance and Significant Deficiency

Current Status as of June 30, 2013:

The Agency updated the Arkansas Medicaid Provider Manual § 213.2220 by removing the provision requiring a
formal service agreement and its requirements from documentation to be maintained by the provider. The policy
became effective January 1, 2013.

DLA did not select the Alternatives for Adults with Physical Disabilities Waiver (APD) program to test in 2013, but it
will be subject to testing in future years in the Home and Community Based (HCB) rotation.

However, as noted in current-year findings 13-710-10 and 13-710-11, review of other HCB programs revealed the
Agency was unable to provide all required documentation in accordance with the Arkansas Medicaid Provider
Manual, resulting in questioned costs of $860,435.

Criteria:

A state may obtain a waiver of statutory requirements to provide an array of home and community-based services
that may permit an individual to avoid institutionalization (42 CFR part 441, subpart G). The HHS Office of Inspector
General (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 online from the HHS OIG home
page, Special Fraud Alerts section.

Currently, Arkansas has five Section 1915(c) Home and Community-Based Services waivers for Medicaid:

1. Division of Developmental Disabilities Alternative Community Services Waiver (ACS)
2. ElderChoices

3. Alternatives for Adults with Physical Disabilities Waiver (APD). (The manual for APD
Attendant Care providers 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,
guardian, or anyone acting as a guardian.)

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

5. Living Choices Assisted Living

Section 212.200 of the Arkansas Medicaid Provider Manual for Adults with Physical Disabilities states that each
beneficiary eligible for services must have an individualized Plan of Care. Furthermore, Section 213.220 of the
Arkansas Medicaid Provider Manual for Adults with Physical Disabilities states that services are reimbursable when
provided according to the participant’'s approved plan of care and the formal service agreement. The formal service
agreement, form AAS-9512, states that the provider must maintain sufficient written documentation to support each
service provided for which billing was submitted and that the provider must keep a daily log providing a brief
description of each attendant care service and the time that the service was provided.
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2011 Prior Year Finding Number: 11-710-10 (Continued)

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

Federal Award Number(s): 05-1005AR5MAP; 05-1105AR5MAP; 05-1005ARARRA;
05-1005AREXTN

Federal Award Year(s): 2011

Compliance Requirement(s) Affected: Activities Allowed and Unallowed

Type of Finding: Noncompliance and Significant Deficiency

Condition and Context:

We selected 64 provider cases to review the supporting documentation for services billed to the Medicaid program.
Our review revealed that 53 of the 64 cases contained discrepancies. Of the 53 cases, documentation for seven
cases could not be reviewed because the provider could not be located. The discrepancies noted in the 53 cases
included the following:

e The plan of care was not provided.

e The billed services were not authorized in the plan of care.

o  Written documentation was not provided to support each billed service.
¢ The date and time of the service were not provided.

¢ Documentation was not signed by the provider.

e The provider was the guardian of the recipient.

Questioned Costs:
$1,317,466

Cause:

The Agency failed to provide sufficient monitoring of claim payments to ensure the provider maintained all required
documentation. In addition, the relationships between recipients and APD Attendant Care providers were not
sufficiently monitored.

Effect:
The failure to monitor claim payments resulted in payments to providers for services billed which could not be
supported.

Recommendation:

We recommend the Agency review and strengthen internal control procedures for monitoring claim payments as well
as provide training to APD Attendant Care providers to ensure all required documentation is included in case records.
In addition, the Agency should establish procedures for determining relationships between recipients and APD
Attendant Care providers.

Views of Responsible Officials and Planned Corrective Action as of June 30, 2011:

The Alternative for Adults With Physical Disabilities (AAPD) waiver is a Medicaid home and community-based
services program (HCBS) that provides attendant care to physically disabled individuals age 21 through 64 who meet
the criteria for intermediate nursing home care. Through patrticipation options, AAPD waiver participants may choose
to self-direct their care by hiring and supervising their caregivers. Under the Self-Directed option, the waiver
participant is the employer and the participant’s caregiver is his or her employee. Services under the Self-Directed
option cost much less than traditional Medicaid services and allow participants to enjoy a high quality of life while
remaining at home. The AAPD program is administered through Division of Aging and Adult Services (DAAS), with
authority and responsibility for the waiver through Division of Medical Services (DMS).

The Division of Legislative Audit (DLA) reviewed 2 test samples of self-directed providers and concluded that there
were discrepancies in 53 of 64 cases (82%), resulting in a total of $1,317,466 in questioned costs.
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2011 Prior Year Finding Number: 11-710-10 (Continued)

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

Federal Award Number(s): 05-1005AR5MAP; 05-1105AR5MAP; 05-1005ARARRA;
05-1005AREXTN

Federal Award Year(s): 2011

Compliance Requirement(s) Affected: Activities Allowed and Unallowed

Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Action as of June 30, 2011 (Continued):

DAAS/DMS concurs, in part, that imposed record-keeping requirements were reasonable for any company enrolled
as a public Medicaid provider, but not reasonable for the informal self-direction program envisioned by CMS and
embodied in the waiver

The breakdowns of findings are as follows from the 2 samples:
45 providers—Lack of documentation

7 providers—Unable to locate
1 provider—Unqualified legal guardian
(The above 3 categories encompass all 53 discrepancies noted in the DLA findings.)

11 providers—No error (9) or no costs to tests (2)

DAAS/DMS response to each cateqory identified:
45 providers—Lack of documentation:

Respectfully, DAAS/DMS management believes that the discrepancies identified in this category stem from a lack of
program understanding, especially with respect to federally approved (and in some cases mandated) self-direction
requirements in the Arkansas AAPD Medicaid Provider Manual. At the request of Legislative Audit, DAAS/DMS
formally explained critical elements of self-direction via an August 3, 2011, letter from then DMS Director Gene
Gessow.

Specifically, the Legislative Audit findings state that “services are reimbursable when provided according to the
participants approved plan of care and the formal service agreement...Our review revealed that 53 of the 64 cases
contained discrepancies...The discrepancies included the following:

The plan of care was not provided.

The billed services were not authorized in the plan of care.

Written documentation was not provided to support each billed service.
Documentation was not signed by the provider.

The date and time of the service were not provided.

The provider was the guardian of the recipient.”

As noted in our August 3, 2011, letter, the “formal service agreement” (form AAS-9512) is the self-direction
agreement between the beneficiary and the provider (the employer and their employee) under Self-Directed Services.
Neither DMS nor DAAS are parties to those agreements. DAAS/DMS acknowledge (as they did in the August 3,
2011, letter) that part of the confusion stemmed from DAAS staff inadvertently directing auditors to a non-
promulgated “manual” prepared by DAAS. Additionally, incorrect reference to the formal service agreement in
§213.220 added to the confusion. Notwithstanding that reference, DAAS/DMS concurs with only 1 discrepancy of the
6 listed: “The provider was the guardian of recipient” in 1 provider finding noted by DLA.

DAAS/DMS agree that they enforce compliance with the Medicaid Provider Manual, §213.220 (“Benefit Limit —
Attendant Care”). That section states: “A maximum of 8 hours per day, 7 days per week is allowed. The number of
hours included on a participant’s plan of care is based on a medical assessment, the individual’s needs and other
support systems in place.”
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Arkansas Department of Human Services (Continued)

2011 Prior Year Finding Number: 11-710-10 (Continued)

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

Federal Award Number(s): 05-1005AR5MAP; 05-1105AR5MAP; 05-1005ARARRA;
05-1005AREXTN

Federal Award Year(s): 2011

Compliance Requirement(s) Affected: Activities Allowed and Unallowed

Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Action as of June 30, 2011 (Continued):

DAAS/DMS have seen no evidence that any provider exceeded the maximum limitation imposed by §213.220 and
reflected in each participants’ (beneficiaries’) plan of care. Providers report — and beneficiaries approve — hours in
accordance with the Medicaid Provider Manual, §242.200 “Alternative Consumer-Directed Attendant Care Provider
Claim Form (AAS-9559) Billing Instructions.” Again, DAAS/DMS have seen no evidence that any provider failed to
properly complete the required AAS-9559 form. This conclusion is bolstered by the fact that all claims are processed
through the MMIS and the established benefit limit is controlled by a limitation audit.

Because the health, welfare and safety needs of beneficiaries are DAAS/DMS’ primary goals under the AAPD
Waiver, a DAAS Counselor or RN, or Case Support Manager (CSM; an independent provider oversight function)
visited with each active beneficiary in his or her home. These professionals verified that all beneficiaries’ health,
welfare and safety needs were being met.

7 providers—Unable to locate:

Using random selections for the second provider sample, the auditors were unable to locate 7 providers. We were
not aware of this issue during the audit, so during the audit we did not provide the following information regarding the
7 providers:

e 4 of the providers remain current; their addresses were — and remain — valid;

e 1 beneficiary has a “new” provider, same address (provider change: August 2011); and

e 1 beneficiary discontinued AAPD program participation in August, 2011, and 1 other opted out
in September, 2011.

In any event, the failure to locate a provider during a retrospective audit does not indicate any program error or
deficiency. Therefore, DAAS/DMS disagrees with these 7 providers being including in findings.

1 provider—Unqualified legal guardian:

DAAS/DMS agrees that this provider was the legal guardian of the beneficiary and thus unqualified to provide
services under the AAPD Waiver. (Questioned costs: $19,596.) DAAS, however, identified this provider as
unqualified before receiving the first audit sample findings. On March 7, 2011, DAAS issued written instructions
directing the beneficiary to select a different provider. Accordingly, this provider should not be included as a current
finding, or it should be noted that DAAS/DMS’ internal controls identified this prior to audit finding.

Additional DAAS/DMS Findings (not identified in DLA report):

Although not identified in DLA’s findings, DAAS identified a second ineligible provider that was unqualified because
the provider was also the legal guardian. (Questioned costs: $20,917.) On April 26, 2011, DAAS issued written
instructions directing the beneficiary to select a different provider.

Other-Criminal Background Check (CBC):

Though not identified in DLA’s findings, DAAS identified a third ineligible provider in the second sample that was not
qualified based on the provider's criminal history. (Questioned costs: $29,315.) On August 9, 2011, DAAS issued
written instructions directing the beneficiary to select a different provider.

These 3 unqualified providers are the source of $69,828 in unallowable costs. DAAS referred all 3 providers to the
DMS Program Integrity (P1) Unit for appropriate action. In summary, DAAS disagrees with all but $69,828 of the
costs questioned by Legislative Audit.
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2011 Prior Year Finding Number: 11-710-10 (Continued)

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

Federal Award Number(s): 05-1005AR5MAP; 05-1105AR5MAP; 05-1005ARARRA;
05-1005AREXTN

Federal Award Year(s): 2011

Compliance Requirement(s) Affected: Activities Allowed and Unallowed

Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Action as of June 30, 2011 (Continued):

Planned Actions:
As a result of Legislative Audit's review and recommendations, DAAS/DMS has begun or taken the following actions:

e Review all written waiver documents for clarity, consistency and enhancement, and resolve
any inconsistency between the waiver, beneficiary documentation, and the Medicaid Provider
Manual. DMS will amend the Medicaid Provider Manual to eliminate the incorrect reference to
the “formal service agreement” that appeared in §213.220 of Medicaid Provider Manual.

e DAAS eliminated the non-promulgated “manual” that initially mislead auditors.

e DAAS/DMS is strengthening the Provider Claim Form (AAS-9559) to better clarify provider and
participant’s certification of services provided and received under AAPD program.

e Improving the quality and quantity of provider and program-related trainings.

e DMS Quality assurance staff will report all failures to timely implement corrective actions to
DAAS/DMS management.

e Establish a process to monitor AAPD program for opportunities to strengthen policy and to
establish clearer guidelines for action.

The Agency anticipates the completion date to be ongoing and after Legislative approval for promulgated changes.

Current Status as of June 30, 2012:

Corrective action cannot be determined. DMS has drafted policy changes which have been submitted to CMS.
These policy changes, if approved, would remove the formal service agreement and its requirements from the
Arkansas Medicaid Provider Manual. As of the date of this report, federal approval has not been granted. Because
the Agency is working on policy changes to the APD program, DLA did not select APD for testing in 2012. However,
as noted in current-year finding 12-710-05, review of other Home and Community Based Programs revealed the
Agency was unable to provide all required documentation in accordance with the Arkansas Medicaid Provider Manual
resulting in questioned costs of $1,392,122.
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2011 Prior Year Finding Number: 11-710-11

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

Federal Award Number(s): 05-1005AR5MAP; 05-1105AR5MAP; 05-1005ARARRA;
05-1105ARARRA; 05-1105AREXTN

Federal Award Year(s): 2010 and 2011

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency

Current Status as of June 30, 2013:

Corrective action has not been taken. Although the Agency has addressed the specific instances of noncompliance
noted in this finding, inadequate controls continue to contribute to the Agency’s inability to appropriately determine
recipient eligibility, provide adequate monitoring, and retain appropriate documentation, as noted in current-year
finding 13-710-16.

This issue was also addressed in prior audit findings 12-710-10, 10-710-19, and 09-710-18.

Criteria:

It is the State’s responsibility to determine that Medicaid applicants meet the eligibility criteria as specified in the
approved State Plan. Eligibility requirements for the Medicaid program are outlined in the Arkansas Medical Services
(MS) manual. 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 apply to the specific Medicaid category.
However, these manuals are considered reference manuals for the MS manual, not Medicaid manuals. 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, “The Agency must include in each application record facts to support
the Agency’s decision on his application.”

Condition and Context:
We reviewed 153 Medicaid recipient files to ensure adequate documentation was provided to support the Agency’s
determination of eligibility. Our review revealed the following:

e In two recipient files, one file representing paid claims for State Aid category 20 (AFDC Grant)
and the other file representing paid claims for State Aid category 27 (AFDC Spend Down),
documentation revealed the approved income limits were exceeded. As a result of the
Agency’s failure to follow program requirements for income limitations, known questioned
costs were determined to be $54,905 and $1,569, respectively. The known questioned costs
identified in category 20 and category 27 represent 5.70% and .36%, respectively, of the paid
claims tested for those categories.

¢ In two recipient files, one file representing paid claims for State Aid category 17 (Aged Spend
Down) and the other file representing paid claims for State Aid category 47 (Disabled Spend
Down), documentation revealed the recipients did not meet the eligibility requirements for
aliens as defined in 42 CFR § 435.406(c) and MS 6780 and, therefore; did not qualify for the
treatment of an emergency medical condition as defined in 42 CFR § 440.255(c). Upon further
review, it was also revealed that the emergency services provided both recipients did not
qualify as an emergency medical condition as defined in 42 CFR § 440.255(c). As a result of
the Agency’s failure to comply with the policies previously stated, known questioned costs
were determined to be $12,356 and $720, respectively. The known questioned costs identified
in category 17 and category 47 represent 7.23% and 22.48%, respectively, of the paid claims
tested for those categories.

e In one recipient file representing paid claims for State Aid category 57 (Under Age 18 Spend
Down), documentation revealed the approved resource value allowable was exceeded. As a
result of the Agency’s failure to follow program requirements for resource limitations, known
questioned costs were determined to be $11,067, which represents 38.18% of the paid claims
tested for this category.
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2011 Prior Year Finding Number: 11-710-11 (Continued)

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

Federal Award Number(s): 05-1005AR5MAP; 05-1105AR5MAP; 05-1005ARARRA;
05-1105ARARRA; 05-1105AREXTN

Federal Award Year(s): 2010 and 2011

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency

Condition and Context (Continued):

In addition to the five compliance and internal control deficiencies summarized above, an additional nine internal
control deficiencies were noted. Deficiencies included narratives and electronic case files that were incomplete and
re-evaluations which were not performed within the required 12-month period. However, the Agency was able to
address these specific deficiencies, and the recipient’s eligibility was not affected.

A separate internal control test was conducted during our follow-up to the Agency’s 2009 stated corrective action for
prior year finding 09-710-18. Our testing involved reviewing recipient files to determine if the Agency’s Quality
Assurance (QA) Unit or the Agency’s supervisory staff conducted reviews as outlined in the 2009 Corrective Action
Plan. We selected, at minimum, one file from each of the “high risk” categories identified in compliance testing,
ensuring that additional cases were chosen from Spend Down categories because of the high error rate and the
Agency’s specific attention to this category as noted in its 2009 Corrective Action Plan. In total, 20 of the 153
Medicaid recipient files selected for compliance testing were reviewed, and it was discovered that 15 of the 20 files or
75% had not been reviewed by QA or an Agency supervisor. In addition, we noted that two of the five files that were
reviewed by the Agency contained deficiencies in documentation. One of the two cases was in the Spend Down
category, which the Agency had specifically identified as a category to receive additional training and supervisory
review. No questioned costs were identified with this separate internal control test.

Questioned Costs:
$80,617

Cause:

Although the Agency has designed internal control procedures to review recipient files to ensure adequate
documentation is provided to support the Agency’s determination of eligibility, the lack of knowledgeable, adequately
trained personnel in this area resulted in ineffective controls.

Effect:
Payments to providers were made on behalf of ineligible recipients.

Recommendation:
We recommend the Agency continue training personnel on program requirements as defined in the MS manual. In
addition, we recommend the Agency review and strengthen existing internal control procedures.

Views of Responsible Officials and Planned Corrective Action as of June 30, 2011:

We are pleased with the 2011 findings from the Division of Legislative Audit (DLA) for Medicaid Eligibility. DLA
sampled $10.3 million in claims and determined an accuracy rate of 99.2%. This figure, derived from the DLA
sample, is consistent with two other measurements of program accuracy:

e the latest Federally mandated Payment Error Rate Measurement (PERM) review recorded an
eligibility accuracy rate of 99.83%; and,

e the internal Quality Assurance review is reporting a Payment Accuracy Rate of 99.63%

The Division of County Operations will continue to prioritize our corrective action measures. It is evident that these
measures, as implemented over the past two years, have been effective in raising Arkansas’s eligibility accuracy rate
to the 99 percent level.

The Agency anticipates the planned corrective action to be ongoing.
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2011 Prior Year Finding Number: 11-710-11 (Continued)

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

Federal Award Number(s): 05-1005AR5MAP; 05-1105AR5MAP; 05-1005ARARRA;
05-1105ARARRA; 05-1105AREXTN

Federal Award Year(s): 2010 and 2011

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Significant Deficiency

Current Status as of June 30, 2012:

Corrective action has not been taken. Although the specific instances of noncompliance noted in this finding have
been addressed by the Agency, as stated in current-year finding 12-710-10, inadequate controls continue to
contribute to the Agency’s inability to appropriately determine recipient eligibility, provide adequate monitoring and
retain appropriate documentation.

In addition, the Agency’s planed corrective action statement from 2011 Corrective Action Plant about an accuracy
rate determined by DLA is an assertion of the Agency, not DLA.

This issue was also addressed in prior audit findings 10-710-19 and 09-710-18.
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2011 Prior Year Finding Number: 11-710-12

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

Federal Award Number(s): 05-1005AR5MAP; 05-1105AR5MAP; 05-1005ARARRA;
05-1005AREXTN

Federal Award Year(s): 2011

Compliance Requirement(s) Affected: Activities Allowed and Unallowed

Type of Finding: Noncompliance and Significant Deficiency

Current Status as of June 30, 2013:
Corrective action has not been taken. As noted in current-year finding 13-710-13, adequate supporting
documentation is not being maintained by the case managers.

Criteria:
In accordance with the Agency’s Adults with Physical Disabilities (APD) manual, section 214.000, “The case manager
must develop and maintain sufficient written documentation to support each service for which billing is made. Written
description of services provided must emphasize how the goals and objectives of the service plan are being met or
are not being met. All entries in a participant’s file must be signed and dated by the case manager who provided the
service, along with the individual’s titte. The documentation must be kept in the participant’s case file. Providers'
failure to maintain sufficient documentation to support their billing practices may result in recoupment of Medicaid
payment. Documentation must consist of, at a minimum, material that includes:

e A copy of the waiver participant’'s AAPD plan of care

e A brief description of the specific services rendered

e The type of service rendered: assessment, service management and/or monitoring

e The type of contact: face to face or telephone

e The date and actual clock time for the service rendered, including the start time and stop time
for each service

e The participant's name and Medicaid number

¢ The name of the person providing the service. The case manager providing the service must
initial each entry in the case file. If the process is automated and all records are computerized,
no signature is required. However, there must be an agreement or process in place showing
the responsible party for each entry.

e The place of service (where the service took place: e.g. office, home)
e Updates describing the nature and extent of the referral for services delivered

e Description of how case management and other in-home services are meeting participant’s
needs

e Progress notes on participant’s conditions, whether deteriorating or improving and the reasons
for the change

e Process for tracking the date the participant is due for reevaluation by the Division of County
Operations. The tracking is to avoid a participant’s case from being closed unnecessarily.

e The Agency may establish a tickler system that meets the requirements of the program.

Documentation, as described above, is required each time a case management or counseling function is provided for
which Medicaid reimbursement will be requested.”
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2011 Prior Year Finding Number: 11-710-12 (Continued)

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

Federal Award Number(s): 05-1005AR5MAP; 05-1105AR5MAP; 05-1005ARARRA;
05-1005AREXTN

Federal Award Year(s): 2011

Compliance Requirement(s) Affected: Activities Allowed and Unallowed

Type of Finding: Noncompliance and Significant Deficiency

Condition and Context:

Our testing involved reviewing 20 case manager case files to determine if adequate documentation was maintained in
accordance with section 214.000 of the APD manual. Ten case managers assigned to Pulaski County and ten case
managers assigned statewide (i.e., outside Pulaski County) were selected.

The Pulaski County sample revealed that case managers did not maintain adequate documentation. The
inadequacies included the following:

e Inone case file, the AAPD plan of care was missing.

¢ Intwo case files, the type of service rendered was not provided.

e In four case files, a description of how case management and other in-home services are
meeting participant’s needs was not provided.

e In eight case files, the participant’s Medicaid number was missing.

The statewide sample also revealed that case managers did not maintain adequate documentation. The
inadequacies included the following:

¢ Inone case file, the date and actual clock time for the service rendered, including the start time
and stop time for each service, were not provided.

¢ Intwo case files, progress notes on participant’s conditions, whether deteriorating or improving
and the reasons for the change, were not provided

Questioned Costs:
$7,770

Cause:

The conversion from paper case files to electronic case files hindered adequate documentation from being
maintained. In several of the case files reviewed, the case manager completed a form containing “check boxes” and
did not provide any additional explanation. Minimum documentation requires the case manager to have progress
notes.

Effect:
Failure to ensure adequate documentation is completed and included in all case files could lead to payments for
services not provided.

Recommendation:

We recommend the Agency strengthen internal control procedures and provide training to case managers to ensure
all required documentation is included in case files.
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2011 Prior Year Finding Number: 11-710-12 (Continued)
CFDA Number(s) and Program Title(s): 93.778 - Medical Assistance Program

93.778 - ARRA - Medical Assistance Program
(Medicaid Cluster)

Federal Award Number(s): 05-1005AR5MAP; 05-1105AR5MAP; 05-1005ARARRA;
05-1005AREXTN

Federal Award Year(s): 2011

Compliance Requirement(s) Affected: Activities Allowed and Unallowed

Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Action as of June 30, 2011:

DAAS/DMS concurs with this finding. Increased statewide trainings for Case Support Managers (CSMs) have been
scheduled. Specifically:

CSM training was held in October, 2011, to review all aspects of CSM’s training, support and
monitoring requirements.

A second CSM provider training is scheduled for May, 2012.

DAAS will conduct monthly on-site CSM audits. Audits will include a chart audit and at least
two home visits at locations identified by the chart reviews. Revised CSM supervisor and
CSM monthly reports include information from CSMs that will increase CSMs accountability
and provide a platform for additional DAAS monitoring. This is scheduled to begin in February
2012.

The Agency anticipates the planned corrective action to be completed by May 2012.

Current Status as of June 30, 2012:

Corrective action has not been taken. The Agency’s planned completion for corrective action is May 2012 which is
one month prior to the end of another state fiscal year. As a result, the deficiencies continue to exist as noted in
current-year finding, 12-710-09 with questioned costs totaling $32,838.
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2010 Prior Year Finding Number: 10-710-19
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

Current Status as of June 30, 2013:

Corrective action has not been taken. Although the Agency has addressed the specific instances of noncompliance
noted in this finding, ineffective controls continue to contribute to the Agency’s inability to appropriately determine
recipient eligibility, provide adequate monitoring, and retain appropriate documentation, as noted in current-year
finding 13-710-16.

This issue was also addressed in prior audit findings 12-710-10, 11-710-11, and 09-710-18.

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.
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2010 Prior Year Finding Number: 10-710-19 (Continued)
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

Condition and Context (Continued):

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.

Questioned Costs:

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

Cause:

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

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

Recommendation:

We recommend the Agency continue to train personnel on the requirements of the program as defined in the Medical
Services Manual. We also recommend the Agency review and strengthen the internal controls over record
documentation.

Views of Responsible Officials and Planned Corrective Action as of June 30, 2010:

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

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

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

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

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

e Local management staff will continue to conduct periodic refresher training on error prone
applications and cases. (Ongoing)
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Arkansas Department of Human Services (Continued)

2010 Prior Year Finding Number: 10-710-19 (Continued)
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

Current Status as of June 30, 2011:
As noted in current-year finding, 11-710-11, ineffective controls continue to contribute to the Agency’s inability to
appropriately determine recipient eligibility, provide adequate monitoring and retain appropriate documentation.

This issue was also addressed in prior audit finding 09-710-18.

Current Status as of June 30, 2012:

Corrective action has not been taken. Although the specific instances of noncompliance noted in this finding have
been addressed by the Agency, as noted in current-year finding 12-710-10, inadequate controls continue to
contribute to the Agency’s inability to appropriately determine recipient eligibility, provide adequate monitoring and
retain appropriate documentation.

This issue was also addressed in prior audit findings 11-710-11 and 09-710-18.
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Arkansas Department of Human Services (Continued)

2009 Prior Year Finding Number: 09-710-18

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 of June 30, 2013:

Corrective action has not been taken. Although the Agency has addressed the specific instances of noncompliance
noted in this finding, ineffective controls continue to contribute to the Agency’s inability to appropriately determine
recipient eligibility, provide adequate monitoring, and retain appropriate documentation, as noted in current-year
finding 13-710-16.

This issue was also addressed in prior audit findings 12-710-10, 11-710-11, and 10-710-19.

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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Arkansas Department of Human Services (Continued)

2009 Prior Year Finding Number: 09-710-18 (Continued)

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

Views of Responsible Officials and Planned Corrective Action as of June 30, 2009:
The agency was advised that the Arkansas Division of Legislative Audit revised their procedures this year to reflect a

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

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

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

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

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

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

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

e A training course on Transitional Medicaid and Spend Down eligibility determination will be
conducted in each county office by April 2010.
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State of Arkansas
Schedule of Prior Audit Findings
For The Year Ended June 30, 2013

Arkansas Department of Human Services (Continued)

2009 Prior Year Finding Number: 09-710-18 (Continued)

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

Views of Responsible Officials and Planned Corrective Action as of June 30, 2009 (Continued):

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

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

Item 28: Category 31, Aid to the Blind, Aged and Disabled
Questioned Cost: $98,039

Findings: Resources exceed $2,000 limit

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

Dot Point 1 — Questioned Costs of $312,842; Reduce to $158,024

Item 39: Category 27, AFDC Spend Down

Questioned Cost: $49,635

Findings: Resources exceed $2,000 limit

Based on a phone call to the assessor’s office, the caseworker was verbally advised that the client’s property was
considered one piece of property, separated only by a county road. This is a proper action by the eligibility worker
and the case file was appropriately documented. The auditor went beyond the documentation in the record to solicit
guidance from the State Land Commission Office who directed her to the Real Estate Division of the County
Assessor’s Office. This division of the same agency contacted by the worker advised the auditor that a copy of a
“conservation” map indicated that one corner of the land was not contiguous to the property upon which the home is
located. When DCO followed-up with the assessor’s office regarding the map provided to the auditor, they were
advised that many of the conservation maps are inaccurate and the only way to verify the description of the property
owned by the client would be to complete a new survey. The Agency must rely on the information provided by other
city, state or federal agencies through the normal verification processes. In this case, there was no reason to dispute
the initial information provided by the assessor’s office. It is not practical or cost effective to solicit verification from
multiple sources for the same eligibility factor. Since we cannot modify our procedures as a result of this finding, we
are requesting that the error be re-classified and the questioned cost be eliminated.
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State of Arkansas
Schedule of Prior Audit Findings
For The Year Ended June 30, 2013

Arkansas Department of Human Services (Continued)

2009 Prior Year Finding Number: 09-710-18 (Continued)

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

Views of Responsible Officials and Planned Corrective Action as of June 30, 2009 (Continued):
Dot Point 1 — Questioned Costs of $312,842; Reduce to $158,024

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

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

Dot Point 3 — Questioned Costs of $182,167; Reduce to Zero Questioned Costs
Items 10, 26, 32, and 66
Findings: Cooperation/referral, Office of Child Support Enforcement

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

Dot Point 4 — Questioned Costs of $122,015; Reduce Questioned Costs to $31,534
Item 31: Category 49; TEFRA

Questioned Cost: $90,481

Findings: Re-evaluation not completed

The county office was able to complete a review of this case in December 2009 and determined the case remains
eligible for services. The Agency requests that this finding be stated as an Internal Control issue with no questioned
costs.

Current Status as of June 30, 2010:

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.

Current Status as of June 30, 2011:
As noted in current-year finding, 11-710-11, ineffective controls continue to contribute to the Agency’s inability to
appropriately determine recipient eligibility, provide adequate monitoring and retain appropriate documentation.

This issue was also addressed in prior audit findings 10-710-19, 10-710-24, 09-710-20, 08-710-20, 07-710-06
and 07-710-18.
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State of Arkansas
Schedule of Prior Audit Findings
For The Year Ended June 30, 2013

Arkansas Department of Human Services (Continued)

2009 Prior Year Finding Number: 09-710-18 (Continued)

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 of June 30, 2012:

Corrective action has not been taken. Although the specific instances of noncompliance noted in this finding have
been addressed by the Agency, as noted in current-year finding 12-710-10, inadequate controls continue to
contribute to the Agency’s inability to appropriately determine recipient eligibility, provide adequate monitoring and
retain appropriate documentation.

This issue was also addressed in prior audit findings 11-710-11 and 10-710-19.
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State of Arkansas
Schedule of Prior Audit Findings
For The Year Ended June 30, 2013

Findings Covering Programs Audited by Other External Auditors

University of Arkansas for Medical Sciences

2012 Prior Year Finding Number: 12-150-01

CFDA Number(s) and Program Title(s): 11.557 — Broadband Technology Opportunities Program (BTOP);
93.600 — Head Start
(Head Start Cluster)
Various Research and Development Cluster

Federal Award Number(s): APP 2206640 (BTOP);

Other Various (except Student Financial Aid)
Federal Award Year(s): 8/1/2010 — 7/31/2013 (BTOP);

Other Various (except Student Financial Aid)
Compliance Requirement(s) Affected: Subrecipient Monitoring
Type of Finding: Noncompliance

Current Status as of June 30, 2013:
Effective December 31, 2012, all audits are reviewed, and all findings are considered when determining the risk
associated with the subrecipient.

Criteria:

In accordance with the June 2012 Compliance Supplement: Part 3, section M., Subrecipient Monitoring, entities are
required ensure all subrecipients expending $500,000 or more in fiscal years ending after December 31, 2003 have
met the audit requirements of OMB Circular A-133 and that the required audit was completed within nine months of
the end of the subrecipient’s period. Additionally, entities must ensure to issue decision on any findings within the
subrecipient’s audit report within six months after receipt of the report and ensure the subrecipient takes timely and
appropriate corrective action on all findings.

Condition and Context:

During our testing of subrecipient monitoring and discussions with management, we note management’s review of
subrecipients’ audit reports only pertains to grants with the CFDA number of UAMS’s relevant pass-through grant.
Management reviews the audit reports of UAMS’s subrecipients through the Federal Audit Clearinghouse. If there are
any findings related to the CFDA number related to the relevant pass through grant, management requests the full
audit report, including findings and management’s response and corrective action plan and reviews this full report. If
there are findings un-related to the CFDA number, management indicated they will typical waive further review
procedures. For the R&D Cluster, in our testing of a sample of seven subrecipients, we noted that of the reports that
were reviewed by management, there was one instance in which there were findings on other CFDA numbers within
the R&D cluster that were investigated by management. Additionally, there is one subrecipient in the BTOP cluster.
Although this subrecipient did not have any audit findings in the report viewed by management on any CFDA number,
as management’s review was still specific to their own applicable CFDA number, we note that this issue applies to
this cluster.

Questioned Costs:
None noted.

Cause:
Management has only been reviewing reports for findings related to their specific CFDA number rather than all
findings. As such there is a gap in management’s review process.

Effect:

Subrecipients may have instances of noncompliance and control deficiencies that would cause them to be a more
risky entity. Many A-133 procedures are performed utilizing a sampling testing approach and therefore findings on a
subrecipient audit report may only reflect the specific awards where exceptions were found but additional exceptions
may have occurred on other awards during the year. A pass through entity would be at risk that the same compliance
and control matters described in the audit report could have occurred on the grant they are passing through. As such,
management’s risk assessment of the subrecipient may not be appropriate and the appropriate monitoring tasks may
not be applied.
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State of Arkansas
Schedule of Prior Audit Findings
For The Year Ended June 30, 2013

Findings Covering Programs Audited by Other External Auditors (Continued)

University of Arkansas for Medical Sciences (Continued)

2012 Prior Year Finding Number: 12-150-01 (Continued)

CFDA Number(s) and Program Title(s): 11.557 — Broadband Technology Opportunities Program (BTOP);
93.600 — Head Start
(Head Start Cluster)
Various Research and Development Cluster

Federal Award Number(s): APP 2206640 (BTOP);

Other Various (except Student Financial Aid)
Federal Award Year(s): 8/1/2010 — 7/31/2013 (BTOP);

Other Various (except Student Financial Aid)
Compliance Requirement(s) Affected: Subrecipient Monitoring
Type of Finding: Noncompliance

Recommendation:

We recommend that management perform a review of all findings for subrecipients rather than just findings related to
CFDA numbers associated with their pass-through grants. Not reviewing all subrecipient findings could result in the
oversight of material findings which could have a direct or indirect impact on the Entity. Additional findings should be
reviewed by management and taken into consideration for determining the risk associated with the subrecipient,
whether or not UAMS should continue to pass-through money to the subrecipient, and the appropriate level of
monitoring for the subrecipient given the updated risk assessment.

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012:
UAMS will update current procedures to ensure that all findings are taken into consideration for determining risk
associated with subrecipients.

UPDATE: Policy was reviewed but no changes were needed. The policy does not address findings as by CFDA nor
by entity. Procedures have been changed to review all findings.

Anticipated Completion Date: Complete

Contact Person: Janet Hopper
Director of Grants Accounting
University of Arkansas for Medical Sciences
4301 West Markham, #545
Little Rock, AR 72205
Phone: (501)-686-6841
Email: jhopper@uams.edu
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State of Arkansas
Schedule of Prior Audit Findings
For The Year Ended June 30, 2013

Findings Covering Programs Audited by Other External Auditors (Continued)

University of Arkansas for Medical Sciences (Continued)

2012 Prior Year Finding Number: 12-150-02

CFDA Number(s) and Program Title(s): 93.848 — Digestive Diseases and Nutrition Research;
Other Various
(Research and Development Cluster)

Federal Award Number(s): 5R01DK56226; 314100011573
Federal Award Year(s): 1999, 2001, and 2002
Compliance Requirement(s) Affected: Equipment Management
Type of Finding: Noncompliance

Current Status as of June 30, 2013:

The virtually tagged assets have been reviewed and corrections made as needed. Asset records are updated after
the physical inventory, and locations are current as of the inventory scan date. Departments notify Property Services
of any changes in location of any assets after the inventories are reconciled or if equipment moves. The policy is
being followed for lost assets.

Criteria:

In accordance with A-110 section 34 (f) 3, an entity retaining equipment owned by the Federal Government needs to
perform a physical inventory of equipment at least once every two years, and management is required to reconcile
the results with the equipment records. Any differences resulting from this reconciliation process shall be
investigated. The entity shall, in connection with the inventory, verify the existence, current utilization, and continued
need for the equipment. A control system shall be in effect to ensure adequate safeguards to prevent loss, damage,
or theft of the equipment. Any loss, damage, or theft of equipment shall be investigated and fully documented; if the
equipment was owned by the Federal Government, the recipient shall promptly notify the Federal awarding agency.

Condition and Context:

Out of a sample of 60 items of R&D equipment selected for physical inspection, one item was not located. The item
was purchased in October 2003 at a cost of $499. Although the 2012 count sheet indicated this item was located and
counted, through discussion with management it has been determined that this item was moved after the inventory
was taken but the new location has not been documented.

Additionally, the fixed asset records of three assets out of a sample of 60 were not appropriately updated to reflect
the disposal of these assets. One of the assets was purchased in 1994 for $3,008 and was disposed of in 2009,
another was purchased in 2001 for $3,718 and disposed of in 2002, and the final asset was purchased and disposed
of in 2009 at the original price of $6,107. Based on discussion with management, one asset was disposed and the
records were not properly updated to reflect this. Two of these assets were virtually tagged, which means due to size
and use of assets there was not a physical tag on the item, rather it was virtually tagged and linked to another asset
that was physically tagged. The virtually tagged assets and physically tagged assets to which they were linked were
disposed in previous years, but the fixed asset records only reflected the disposal of the physically tagged asset
rather than both assets. We selected two virtually tagged assets that could not be located as they had been disposed
of and the records were not updated.

Questioned Costs:
None noted.

Cause:
UAMS’s documented fixed asset policies were not followed for timely investigation of missing assets and appropriate
updating of the fixed asset system when items were moved to surplus or state marketing and redistribution.

Effect:

Loss of equipment purchased with federal funds could occur when management does not investigate lost or
misplaced assets timely. In addition, lack of controls over disposition of assets may result in UAMS not meeting its
notification requirements to the respective federal awarding agency.
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State of Arkansas
Schedule of Prior Audit Findings
For The Year Ended June 30, 2013

Findings Covering Programs Audited by Other External Auditors (Continued)

University of Arkansas for Medical Sciences (Continued)

2012 Prior Year Finding Number: 12-150-02 (Continued)

CFDA Number(s) and Program Title(s):  93.848 — Digestive Diseases and Nutrition Research;
Other Various
(Research and Development Cluster)

Federal Award Number(s): 5R01DK56226; 314100011573
Federal Award Year(s): 1999, 2001, and 2002
Compliance Requirement(s) Affected: Equipment Management
Type of Finding: Noncompliance

Recommendation:

We recommend that management review other virtually tagged assets to ensure there are no additional assets in the
system that have been moved to surplus. This would ensure records are updated to accurately reflect only virtually
tagged assets that are still in use. Management should ensure that accounting records get updated after the fixed
asset physical inventory is performed. Additionally, management should ensure all assets’ locations are current, and
if assets are lost, procedures as outlined in UAMS’s policy are followed.

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012:
In regards to the audit findings, Property Services personnel are being retrained. The training includes specific

instructions regarding the proper steps to follow when disposing of an asset including but not limited to accurate and
timely updates to the fixed asset records. We believe that the exceptions regarding linked assets and virtually tagged
assets resulted primarily from various transitions and upgrades to the asset tracking system during the past ten
years. We are in the process of reviewing all linked or virtually tagged assets to ensure their disposition is up to date.

In regard to the un-located camera, the Department is now requiring all off campus assets to be verified (returned to
campus) before filling out and signing an off-campus form. The exception would be for BTOP assets or installed
assets that cannot be disconnected because of size or use.

Anticipated Completion Date: December 31, 2013

Contact Person: John Warren
Property Manager
University of Arkansas for Medical Sciences
4301 West Markham, #759
Little Rock, AR 72205
Phone: (501)-686-8623
Email: warrenjohne@uams.edu
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State of Arkansas
Schedule of Prior Audit Findings
For The Year Ended June 30, 2013

Findings Covering Programs Audited by Other External Auditors (Continued)

University of Arkansas for Medical Sciences (Continued)

2012 Prior Year Finding Number: 12-150-03
CFDA Number(s) and Program Title(s):  84.268 — Federal Direct Student Loans
(Student Financial Assistance Cluster)

Federal Award Number(s): N/A

Federal Award Year(s): July 1, 2011 through June 30, 2012
Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Significant Deficiency

Current Status as of June 30, 2013:
The SSCR Task Force successfully finalized the implantation with the National Student Clearinghouse (NSC), as
outlined in the Action Plan. Student statuses are now reported correctly to NSLDS via NSC.

Criteria:

In accordance with 34 CFR section 685.209, under Federal Direct Loan programs, educational institutions must
complete and return the Enrollment Reporting roster files (formerly the Student Status Confirmation Report (SSCR))
placed in their Student Aid Internet Gateway (SAIG) mailboxes within 30 days. Once received, the institution must
update the Enrolliment Reporting roster file for changes in student status, report the date the enroliment status was
effective, enter the new anticipated completion date, and submit the changes electronically through the batch method
or the National Student Loan Data system (NSLDS) web site. Institutions are responsible for timely reporting, whether
they report directly or via a third-party servicer.

Unless the institution expects to complete its next roster within 60 days, the institution must notify the lender or the
guaranty agency within 30 days, if it discovers that a student who received a loan either did not enroll or ceased to be
enrolled on at least a half-time basis.

Condition and Context :

During our testing of enrollment reporting, we noted eight instances out of a sample of 40 where changes in students’
status were not reported to the NSLDS within 60 days of the status change. Two of the eight students were reported
later than 60 days. The remaining six students’ information was not reported to the NSLDS as of September 30,
2012, even through their status was updated in the student system (OASIS) prior to June 30, 2012.

Questioned Costs:
None noted.

Cause:

The college registrars do not always update the student system with status changes in a timely and accurate manner.
We also found that the automatic system processes used by UAMS to match data in the student system to the
NSLDS data may have errors causing instances where student status changes posted in the student system are not
reported back to the NSLDS due to transitional data issues.

Effect:
The Department of Education is not aware of the students’ status which will impact future annual eligibility for the
student.

Recommendation:

We recommend that management perform a review of the automatic reporting processes between the student
system and NSLDS to ensure the processes are working as expected and applicable data is properly reported
between UAMS and NSLDS. We recognize that management is under contract to start using the National Student
Clearinghouse (NSC) as a servicer for enrollment reporting with an estimated starting period of January 2013. We
recommend that management review the enrollment reporting through their official transition to NSC to ensure that
student status changes are reported accurately and timely during the first portion of the year not under the servicer.
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State of Arkansas
Schedule of Prior Audit Findings
For The Year Ended June 30, 2013

Findings Covering Programs Audited by Other External Auditors (Continued)

University of Arkansas for Medical Sciences (Continued)

2012 Prior Year Finding Number: 12-150-03 (Continued)
CFDA Number(s) and Program Title(s): 84.268 — Federal Direct Student Loans
(Student Financial Assistance Cluster)

Federal Award Number(s): N/A

Federal Award Year(s): July 1, 2011 through June 30, 2012
Compliance Requirement(s) Affected: Reporting

Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012:

A SSCR Taskforce was formed to review the SSCR options and submission responsibilities. The taskforce included
Academic Computing, Registrars, and Student Financial Services staff who recognized the urgent need to switch to
the National Student Clearing House. In the meantime, Academic Computing and Student Financial Services staff
performed a review of the current automatic reporting processes in September between UAMS and NSLDS.
Academic Computing staff has been processing test files with the National Student Clearinghouse. We are in the
baseline reportable data stage of finalizing the implementation. We are scheduled to go “Live” January, 2013.

Anticipated Completion Date: Complete

Contact Person: Gloria Kemp
Director of Student Financial Services
University of Arkansas for Medical Sciences
4301 West Markham, # 758
Little Rock, AR 72205
Phone: (501)-686-6936
Email: kempgloriad@uams.edu
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State of Arkansas
Schedule of Prior Audit Findings
For The Year Ended June 30, 2013

Findings Covering Programs Audited by Other External Auditors (Continued)

University of Arkansas for Medical Sciences (Continued)

2012 Prior Year Finding Number: 12-150-04

CFDA Number(s) and Program Title(s): 93.701 — ARRA — Trans-NIH Recovery Act Research Support
93.702 — ARRA - National Center for Research
Resources, Recovery Act Construction Support
(Research and Development Cluster)

Federal Award Number(s): 1 C06 RR029923-01; 2 R01 NS037821-09A2; 3 P20 RR016460-08S2
Federal Award Year(s): Various

Compliance Requirement(s) Affected: American Recovery and Reinvestment Act Reporting

Type of Finding: Noncompliance

Current Status as of June 30, 2013:
ARRA reports are submitted and, if necessary, updated using the continuous correction period to ensure reports are
complete and accurate.

Criteria:

On June 22, 2009, the OMB published the Memorandum - Implementing Guidance for the Reports on Use of Funds
Pursuant to the American Recovery and Reinvestment Act of 2009 (the Recovery Act). Section 1512 of the Recovery
Act requires submittal of progress reports on the use of Recovery Act funding by recipients no later than the 10th day
after the end of each calendar quarter. All data contained in each quarterly recipient report will be cumulative in order
to encompass the total amount of funds expended to date. Recipients have the ability to update reports if there are
material differences that would require the reports to be corrected during the continuous correction period.

Condition and Context:

In our sample of 14 ARRA Reports submitted by management, we noted that there was one report for the period
ended June 30, 2012, in which management had expenditures associated with the quarter that were not captured in
the appropriate ARRA Report. The ARRA report was submitted by management before the quarterly close process
was finished, and thus, expenditures of a total of $814K was not appropriately captured in the reports. Refer to the
table below for details regarding difference identified for the reports tested for the quarter ended June 30, 2012.
Management did not update the report as part of the continuous correction period, but rather included the amount in
the subsequent quarters’ reports.

Expenditures
Award # Actual Reported Difference
1 C06 RR029923-01 $5,622,657 $6,437,147 (814,490)
Total ___(814.490)
Questioned Costs:
None noted.
Cause:

Management does not have appropriate controls in place over the review process for ARRA awards which
allowed this incomplete reporting to exist.

Effect:
The Federal agencies did not receive accurate cumulative expenditure amounts on which to base
programmatic decisions.

Recommendation:

We recommend that UAMS prospectively implement a policy to modify the data in its Section 1512 reports to capture
data through the actual quarter-end in order to ensure compliance with Section 1512 reporting requirements, utilizing
the continuous correction period, if necessary. Controls should be implemented to ensure effective supervisory
review to validate that amounts reported are complete and accurate.
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State of Arkansas
Schedule of Prior Audit Findings
For The Year Ended June 30, 2013

Findings Covering Programs Audited by Other External Auditors (Continued)

University of Arkansas for Medical Sciences (Continued)

2012 Prior Year Finding Number: 12-150-04 (Continued)

CFDA Number(s) and Program Title(s): 93.701 — ARRA — Trans-NIH Recovery Act Research Support
93.702 — ARRA - National Center for Research Resources,
Recovery Act Construction Support
(Research and Development Cluster)

Federal Award Number(s): 1 C06 RR029923-01; 2 R0O1 NS037821-09A2; 3 P20 RR016460-08S2
Federal Award Year(s): Various

Compliance Requirement(s) Affected: American Recovery and Reinvestment Act Reporting

Type of Finding: Noncompliance

Views of Responsible Officials and Planned Corrective Action as of June 30, 2012:

UAMS interpreted guidance found in the NIH FAQ'’s to say that if expenses were incurred for the quarter but posted
after the institution cutoff date, as long as the expenses were not material, the expenses could be reported in the
following quarter. In the future the determination of materiality will be based on the quarterly expenditures, not the
award amount.

Anticipated Completion Date: Complete

Contact Person: Janet Hopper
Director of Grants Accounting
University of Arkansas for Medical Sciences
4301 West Markham, #545
Little Rock, AR 72205
Phone: (501)-686-6841
Email: jhopper@uams.edu
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