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Members of the Legidative Audit Committee:

Included herein isthe report of the Statewide Single Audit of the State of Colorado for the fiscad year
ended June 30, 2001. The audit was conducted under the authority of Section 2-3-103 et seq., C.R.S,,
which authorizes the State Auditor to conduct audits of dl state departments, ingtitutions, and agencies.

The purpose of thisreport isto present theresults of the Statewide Single Audit for the year ended June
30, 2001. The report includes our audit opinion on the General Purpose Financia Statements and the
supplementary Schedule of Expenditures of Federal Awards. It dso contains our findings, conclusions,
and recommendations, and the responses of the respective state agencies.

The report may not includeal of thefindings and recommendationsrelated to audits performed of state
ingtitutions and agencies. Some findings and recommendations are issued under separate report covers.
However, in accordance with the Single Audit Act, this report includes dl findings and questioned costs
related to federa awards that came to our attention through elther the statewide audit or separate audits.

The report is intended soldly for the use of management and the Legidative Audit Committee and
should not be used for any other purpose. Thisrestriction isnot intended to limit distribution of the report,
which, upon release by the Legidative Audit Committee, is a matter of public record.
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Authority, Purpose, and Scope

This audit was conducted under the authority of Section 2-3-103 et seq., C.R.S,, which authorizes the
Office of the State Auditor to conduct audits of all departments, ingtitutions, and agencies of state
government. The audit was conducted in accordance with generally accepted auditing sandardsand the
financid and compliance standards contained in the Gover nment Auditing Standards issued by the U.S.
General Accounting Office. We performed our audit work during the period January 2001 through
November 2001.

The purpose of this audit was to:

C Expressan opinion on the State' s Genera Purpose Financid Statements for the fiscal year ended
June 30, 2001.

C Expressan opinion on the State's Schedule of Expenditures of Federal Awardsfor the fisca year
ended June 30, 2001.

C Review internd accounting and adminigtrative control procedures as required by generdly
accepted auditing standards.

C Evauate compliance with applicable state and federd laws, rules, and regulations.
C Evauate progressin implementing prior audit recommendations.

We expressed a qudified opinion on the State' s General Purpose Financid Statements and an unqudified
opinion on the State's Schedule of Expenditures of Federal Awards for the fiscal year ended June 30,
2001. They are presented in the Financial Statement and Federal Awards Schedule sections of thisreport,

respectively.
Current Year Findings and Recommendations

This report presents the results of the statewide financia and compliance audit for Fiscal Year 2001. The
report may not include dl findings and recommendations related to audits performed of state departments,
inditutions, and agencieswhich areissued under separate report covers. However, in accordance with the
Single Audit Act, this report does include al findings and questioned costs
related to federal awardswhich cameto our attention through either the Statewide Audit or separate audits.

For further information on thisreport, contact the Office of the State Auditor at (303) 866-2051.
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As part of our Statewide Audit we examined, on a test badis, evidence supporting the amounts and
disclosuresin the financid statements. We considered theinterna controls over financia reporting; tested
compliance with certain provisons of federd and state laws, regulations, contracts, and grants, and tested
account balances and transactions for proper financia reporting.

The following is a highlight of the more sgnificant findings included in our report. Please refer to the
Recommendation Locator in the next section for the recommendations, responses, implementation dates,
and location of the full text of the findings, recommendations, and agency responses for each agency.

Internal Controls

Agencies are responsible for ensuring that adequate controlsarein place. Aspart of our audit we tested
controls over the processing of and accounting for financid activity. We found:

» During Fisca Year 2001 nine mechanisms were used to refund the Fiscal Year 2000 TABOR
excess of $941.1 million. We reviewed over 200 income tax returns, covering seven of the nine
TABOR refund mechanisms, and determined about $343,000 in creditswere erroneoudy granted
to taxpayers. We dso found that some taxpayers were not receiving their persona property tax
refunds. There were 3,100 outstanding persond property tax refund checks, totaling about $1.3
million. Many of the checks were issued over ayear and a hdf before. The Department has not
made sufficient efforts to locate these taxpayers given the amount of time the checks have been
outstanding.

»  Duringour review of certificatesof deposit at the Oil and Gas Conservation Commission, wefound
that 26 certificates, totaling about $187,000, are held in non-PDPA-digible depositories. The Ol
and Gas Conservation Commission should ensurethat al certificates of depost arein compliance
with statutory and other legd requirements.

* InFisca Year 2001 the Divison of Wildlife canceled about 560 paymentstotaing $245,000. We
reviewed 30 of these canceled payments and found that 13 were returned to the Divison and
subsequently reissued to limited license applicants. This occurred because the Divison did not
have adequate procedures to ensure license gpplicant information was correct. In addition, we
found that 3 of the 30 payments were duplicate payments, explanations could not be provided for
2 canceled payments, and another payment voucher could not be located.

*  The Department of Personnd and Adminidration is responsible for overseeing dl mgor human
resource programs and systlemsin the State. During areview of personnd files et five agencieswe
noted problems with unsgned leave forms, leave systems not being updated, unsupported leave
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time, and mathematical errors. The Department should incorporate the review of leave controls
and processes into its examinations of state human resource programs.

Financial Reporting

The State Controller's Office (SCO) minimizes the risk of inaccurate reporting by establishing standard
policies and procedures. In addition, agencies are responsible for accurately reporting financid activity.
As part of our audit we reviewed the policiesand proceduresthat werein place at the SCO and agencies.
In addition, we sampled financid transactions to ensure that financia activity was reported properly.

* Dueto alack of controls over federd receivables, the Department of Hedlth Care Policy and
Financing had to write-off dmost $16 million in receivables. The Department could not determine
the nature of the recaivables, i.e.,, whether it was the result of reporting errors or of afalure to
collect moneys owed.

»  The Depatment of Human Services did not adhere to legdly established spending limits. We
found the Department charged about $78,000 in payouts of sick and annud |eave to retiring Saff
againg aprior year payable accrud rather than againgt acurrent year expenditure asrequired. This
type of transaction circumvents controls over agencies spending authority and, in someinstances,
can be used to hide overexpenditures.

* We found five agencies were not performing reconciliations of supporting documentation to the
State's accounting system to ensure that errors were found and corrected in a timely manner.
These reconciliaions include fixed assets, Medicaid expenditures, Trangportation Revenue
Anticipation Notes, mined land reclamation deposits, cash receipts, and grant expenditures.

Federal Grants

The State received about $3.6 billion in federa grantsin Fiscal Year 2001. As part of our testwork we
determined compliance with federd regulations and grant requirements. The audit work included, among
other requirements, testing of dlowable activities, digibility, and subrecipient monitoring.

Medicaid and Medicaid-Related Programs. The largest of the federd programs, Medicad, is
adminigtered by the Department of Hedlth Care Policy and Financing (HCPF). During Fisca Y ear 2001
Medicaid expenditures exceeded $2 hillion. Some of the more significant problems noted with the
management of Medicaid funds were as follows:

*  Wereviewed grant requirements and transactions to determine whether the costs charged to the
grant were dlowable. Wedso reviewed controls over digibility determination systems, oversight,
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and training provided to counties on federa requirements. We sampled 127 Medicaid program
expenditures. We found 51 were not in compliance with one or more of the alowable cost
principles. These 51 expenditures totaled about $45,000 (federa share about $22,000). For
example, 43 Electronic Data Interchange agreements were not available for review. In addition,
86 of the 127 expenditures contained errors related to lack of required license and registration
documentationon filewith theMedicaid fiscal agent. Thesetotaed about $977,000 (federd share
about $489,000).

For the Home and Community Based Services (HCBS) program, we sampled 138 client records
and identified 14 clientswho should not have been gpproved for services. Anadditiona 12 clients,
who should not have been gpproved for services, werereported to usby staff at Single Entry Point
(SEP) agencies. These 26 clients received about $275,000 in HCBS and Medicaid provided
sarvices. Additiondly, we found that, of five SEPs reviewed, four were not subject to afinancia
compliance review asrequired by federa guiddines.

CashManagement: The Cash Management Improvement Act (CMIA) was established to regul ate the
transfer of federa funds between federa and state agencies. The Treasurer's Officeisresponsblefor the
coordinationof CMIA for Colorado. InFisca Year 2001, 30 federa programswere covered by CMIA
at seven different state agencies. These programs had expenditures in excess of $2 hillion. We found
problems related to cash management at two departments. For example, al 14 programs at Human
Services covered under CMIA ether did not draw funds timely or were overdrawn.

Student Financial Aid:  Student loans amounted to about $229 millionin Fisca Year 2001. During our
audit we found the following problems at various state schools:

Lack of adequate supporting documentation. We noted required documentation, under both
Perkins loan and Federd Family Education |oan requirements, was not maintained within loanfiles.
One indtitution’ sfiles did not contain evidence of the required counsding sesson for new or exiting
borrowers. Thisoccurred in 3 of 30 filesreviewed. At another ingtitution we noted that 1 of 10
Perkins |oan borrowers’ filesdid not contain arequired signed addendum to the promissory note.
Also, 4 of 10 borrowers, who had their loans deferred or canceled, did not have adequate
documentation in the file supporting the reason for a deferment of loan payments.

Perkins |oan grace periods were not in accordance with federa regulations at oneinditution. The
grace period should begin the day after arecipient withdrawa s from school or reduces enrollment
to less than half-time. We found the grace period for students did not begin until the month
following the end of the semester in which the students enrollment status changed.
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Temporary Assistance for Needy Families (TANF), Donated Foods, and Vocational
Rehabilitation: Weaso found problemswith the adminisiration of other federd fundsat the Department
of Human Services. These three programs represent over $246 million, or 13 percent, of the $1.8 billion
expended by the Department. We noted the following areas where improvements could be made:

»  Sgnificant discrepancies in monthly inventories of commodities for the Donated Foods program
exig. We noted two monthly reconciliations reported shortages and overages of commodities
vaued at $384,000 and $431,500, respectively. Program staff could not provide documentation
asto how these discrepancieswereresol ved; therefore, wewere unableto confirm that resol utions
were handled appropriately.

» Subrecipient monitoring was lacking and inadequate. We found that TANF saff did not
adequately monitor county activitiesduring Fiscd Y ear 2001. Wehaveidentified thisissuein prior
year audits. Also, Vocationa Rehabilitation program staff did not perform any on-Site reviews as
required.

Recor ds M anagement

The State Archivigt is responsible for the proper adminigtration of public records. Additiondly, agencies
are required to appoint records liaison officers to aid in the oversight of records management processes
at their agencies. We surveyed 22 state agencies and found six did not have records liaison officers, four
agencies were not purging records on aregular basis, and none of the agencies were able to produce an
inventory listing of records being stored. We also noted that Archives needs to improve access to
information by establishing an eectronic cataoging system.

Communication of Audit Related M atters

Therewere no Sgnificant or unusua mattersreported in connection with the audit of the State of Colorado
for the year ended June 30, 2001. Areasin which uncorrected misstatements were aggregated during the
Fiscal Year 2001 audit were determined by management and the Office of the State Auditor to be
immaterid, both individudly and in the aggregate, to the financid statements teken asawhole. The net
effect of the uncorrected misstatements would have been to decrease the fund balances by about $2.4
million, decrease assets by about $200,000, increase liahilities by about $7.1 million, increase revenue by
about $14.6 million, and increase expenditures by about $19.5 million. See Appendix B which showsthe
net and gross passed audit adjustments by agency and the net and gross posted audit adjustments by

agency.
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Recommendation L ocator

The attached Recommendation Locator is arranged by department. In addition, Appendix A contains a
L ocator with additional columnsadded to providetheinformation necessary to meet Single Audit reporting
requirements. The CFDA No./Compliance Requirement/Federal Entity column indicates the federa
program, type of compliance requirement by letter, and applicable federd agency. The contact for the
Corrective Action Plan designates the state agency contact person. For those findings not subject to the
Sngle Audit Act, the CFDA No./Compliance Requirement/Federd Entity column will be marked not
gpplicable.

Summary of Progressin Implementing Prior Year Recommendations

This report includes an assessment of the disposition of prior audit recommendations reported in both the
Statewide Single Audit Reports and the Statewide Financia and Compliance Audit Reports for Fisca
Y ears 1996 through 2000. If arecommendation was reported in both reports, it has been only included
oncein the following table. Additionaly, prior years recommendations that were implemented in Fisca
Y ear 2000 are not included.

Statewide Single and Financial Audit Reportsfor Fiscal Year
Total 2000 1999 1998 1997 1996
Implemented 46 38 5 2 1 -
Partially Implemented 26 16 6 2 2 -
Not Implemented 7 5 1 - - 1
Deferred 13 10 3 - - -
Total 92 69 15 4 3 1




RECOMMENDATION LOCATOR

Rec. Page Recommendation Agency Implementation
No. No. Summary Response Date
1 28 The Department of Agriculture should complete a review of Agree 12/31/2001

employee personnel files and reconfirm that withholding
documentation is accurate and complete.

2 32 The Department of Corrections should review the policy on Agree 1/1/2002
communicating employee status changes with department
supervisors.

3 37 TheDepartment of Health Care Policy and Financing should ensure Agree 6/30/2001

all accounts receivable balances are reconciled on a periodic basis
and all federal receivables not subsequently collected are resolved
within one year.

4 40 The Department of Health Care Policy and Financing and the Agree 12/31/2001
Department of Human Services should work together to assign
responsibilities for overall cost control over Medicaid funding for
Department of Human Services programs.

5 40 The Department of Health Care Policy and Financing and the Agree 8/6/2001
Department of Human Services should operate within their fixed
budgets when possible, and identify and request approva for
unavoidable overexpendituresin atimely manner.
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Rec. Page Recommendation Agency Implementation
No. No. Summary Response Date
6 43 The Department of Health Care Policy and Financing and the Agree 12/31/2001

Department of Human Services should improve coordination and
communication to ensure that expenditures are appropriately and
consistently charged and that expenditures are transferred timely.

7 47 The Department of Health Care Policy and Financing and the Agree 1/31/2002
Department of Human Services should institute aquarterly process
for reviewing and reconciling Medicaid expenditures for
Department of Human Services programs recorded at the
Department of Health Care Policy and Financing.

8 47 The Department of Human Services should improve management Agree 1/31/2002
of Medicaid funds by (a) establishing monthly reconciliation
processes within M edicaid-funded programsand (b) implementing
an analytical review process over Medicaid activity.

9 48 The Department of Human Services should follow generaly Agree 8/6/2001
accepted accounting principles related to accounts payable by (a)
calculating appropriate year-end estimates and (b) reviewing
expenditures charged to accounts payable after year-end.

10 51 The Colorado Historical Society should ensure the Byers-Evans Agree 12/31/2001
House submits cash register tapes with al revenue remittances.
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Rec. Page Recommendation Agency Implementation
No. No. Summary Response Date

11 56 The Department of Human Services should record expenditures Agree 7/1/2001
within the proper appropriations and reverse unused accounts
payable accruals.

12 58 The Department of Human Services should improve controls over Agree 3/31/2002
fixed assets by (a) completing quarterly reconciliations between
fixed asset expenditures and additions to fixed assets and (b)
correcting identified errors on COFRS prior to fiscal year-end.

13 59 The Department of Human Services should ensure securities held Agree 12/30/2001
as retainage for construction projects are recorded in COFRS
accurately and in atimely manner.

14 62 The Department of Labor and Employment should isolate and Agree 6/30/2002
identify the indirect alocation charges for federal grants and
perform a reconciliation to the State’s financia reporting system
periodically.

15 64 The Department of Military Affairs should improve oversight of Partially Agree Partially
financial activity and ensure controlsover accounting functionsare Implemented
adequate.

16 68 The Department of Military Affairs should reduce delays in Partially Agree Partially
processing transactions. Implemented




RECOMMENDATION LOCATOR

Rec. Page Recommendation Agency Implementation

No. No. Summary Response Date

17 74 The Oil and Gas Conservation Commission should ensure that all Agree 7/1/2002
certificates of deposit are in compliance with statutory and other
legal requirements by (&) determining whether they are being held
in eligible public depositories, (b) notifying operators of the need
to move existing certificates of deposit, () enforcing the transfer
of all certificates of deposit to eligible public depositories, and (d)
working with the Attorney General's Office to determine who
should be designated asthe official custodian of the certificates of
deposit.

18 79 The Division of Wildlife should improve controls to reduce the Agree Partsaand c:
number of cancelled payments by (a) ensuring applicant Implemented
informationiscorrect, (b) cross-checking between returned limited Part b: 3/31/2003
licenserefund checks and returning applicants, (c) following up on Partsd and e
returned limited license refunds, (d) documenting the reason for a 2/1/2002
duplicate payment, and (€) documenting the reason for cancelling
awarrant.

19 82 The Division of Minerals and Geology should perform a monthly Agree Part a 2/8/2002

reconciliation betweeninternal databasesand the State'saccounting
system for (8) mined land reclamation deposits and (b) cash
receipts.

Part b: 2/20/2002

-10-
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Rec. Page Recommendation Agency Implementation

No. No. Summary Response Date

20 88 The Department of Personnel and Administration should monitor Agree Part a: 6/1/2002 and
sick and annual leave on a statewide basis by (a) reviewing the ongoing
adequacy of leave tracking systems and (b) establishing a project Part b: 6/30/2003
schedule and deadlines for implementing a statewide automated
leave system.

21 90 The Department of Personnel and Administration should ensure Agree 3/1/2002
that (a) the payroll process duties are segregated and (b) all
divisions receive and review their payroll expense reports, and
payroll staff review and verify that each divison confirms the
accuracy of its monthly and biweekly payroll in atimely manner.

22 91 The Department of Personnel and Administration, Executive Agree 3/1/2002
Director's Office, should implement procedures to review Central
Collections supporting documentation prior to approval of
payments.

23 94 The State Controller's Office should assess ongoing problems Agree 6/30/2002 and
identified during audits, and assist agencies in addressing and ongoing
resolving high priority problems.

24 97 The State Controller's Office should record write-offs of Partially Agree 6/30/2002

uncollectible accounts receivable as a current year expense in the
year inwhich the determinationismade, unlessevidenceexiststhat
attributes the adjustment to a prior period.

-11-
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Rec. Page Recommendation Agency Implementation
No. No. Summary Response Date
25 98 The State Controller's Office should eliminate the prenotification Agree 6/30/2002
requirement or reduce the time period to ensure initial EFT
payments to vendors are made in a timely manner.

26 102  The Department of Personnel and Administration, State Archives, Agree 6/30/2003
should work with the General Assembly to establish standards for
records management.

27 103  State Archives should require the submission of inventory listings Agree 6/30/2003
of records stored and storage space used from each agency.

28 103  State Archives should improve communication regarding (@) Agree 7/15/2002
records management policies and procedures, (b) purging and
destroying records, and (c) maintenance and storage of records.

29 104  State Archives should convert the current catal oging system from Agree 6/30/2003
a paper to an electronic format.

30 105  State Archives should ensure that training is available to all Agree 8/1/2002

agencies by (@) taking steps to publicize the type and nature of
training that is available and (b) conducting genera training
sessions for all agency records officers.

-12-
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Rec.
No.

Page
No.

Recommendation
Summary

Agency
Response

Implementation
Date

31

107

TheDepartment of Personnel and Administration, Central Services,
should ensure that there is (a) proper segregation of duties and
limited accessto necessary functionsby employeesand (b) backups
of application files and master datafiles are stored off-sitein case
of adisaster.

Agree

6/30/2001

32

113

The Department of Revenue should ensure that only eligible
individualsclamandreceive TABOR creditsby (a) identifyingand
billing individualsthat wereineligible, (b) ensuring that taxpayers
are eligiblefor the credits taken, and (c) processing only complete
returns, or evaluating methods of ensuring that accurate creditsare
claimed should the taxpayer fail to submit the required schedules.

Agree

12/31/2002

33

116

The Department of Revenue should resolve outstanding check
Issues to ensure that taxpayers receive their personal property tax
refundsin atimely manner.

Agree

1/31/2002

118

The Department of Revenue should enhance personal property tax
refund procedures by (&) ensuring al the information furnished by
the counties will be entered correctly and encouraging counties to
file the report electronically and (b) providing additional training
and assistance to counties.

Agree

Implemented

-13-
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Rec.
No.

Page
No.

Recommendation
Summary

Agency
Response

Implementation
Date

35

121

The State Treasurer's Office should ensure that all custodial funds
receive the proper amount of interest due by (a) identifying the
custodial funds that should receive interest, (b) determining how
much interest should have been paid to custodial fundsfor the past
three fiscal years, and (c) determining the TABOR effect.

Agree

6/30/2002

36

128

The Department of Transportation should create a standard
template to complete reconciliations of the Note proceeds bank
accounts, and assign and train one individual to perform the
reconciliations.

Agree

12/31/2001

37

129

The Department of Transportation should (a) ensurethat leasesare
properly classified as operating or capital, (b) evaluate the
compl eteness and accuracy of the operating lease summary, and (c)
review the operating lease summary for accuracy at year-end.

Agree

6/30/2002

38

133

TheDepartment of Health Care Policy and Financing should ensure
paymentsare madeonly for allowable costsby (a) requiring current
Electronic Data Interchange agreements for every provider, (b)
establishing procedures to test providers compliance with
established requirements, (c) ensuring transportation payments are
made only to authorized providers, and (d) establishing reviews of
the Medicaid claims process.

Agree

Part a2 6/30/2005
Part b: 6/30/2002
Part c. 7/1/2002
Part d: 4/30/2002

-14-
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Rec. Page Recommendation Agency Implementation
No. No. Summary Response Date
39 135  TheDepartment of Health Care Policy and Financing should ensure Agree Part a: 6/30/2002
adequate controls are in place over automated systems for the Part b: 12/31/2002
Medicaid program by (a) performing and documenting therequired
biennial risk analysis for the Medicaid Management Information
System (MMIS) and (b) implementing a regular, systematic,
independent assessment of controls over MMIS.
40 138  The Department of Health Care Policy and Financing should Agree Partsaand c:
strengthen controls over the eligibility process by (a) working with 8/31/2002
the Department of Human Services to ensure all county Part b: 12/31/2002
departments of social services are maintaining adequate files for
M edicaid-€ligible beneficiaries, (b) establishing control procedures
to ensure claimsare not paid for an individual who isineligiblefor
benefits, and (c) performing periodic random testing of eligibility
claims.
41 141  The Department of Health Care Policy and Financing should Agree Part a: 6/30/2005

improve controls over provider eligibility by (a) requiring that the
fiscal agent ensure each file includes documentation of a current
provider agreement and applicable provider licenses and
registrations, (b) ensuring expenditures are made only to eligible
providers, and (c) formalizing afive-year strategic planfor provider
reenrollment.

Part b: 8/31/2002
Part c: Implemented

-15-
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Rec. Page Recommendation Agency Implementation

No. No. Summary Response Date

42 142  The Department of Health Care Policy and Financing should Agree Part a- Implemented
improve documentation of program integrity cases by (a) ensuring Part b: 4/30/2001
all cases are handled consistently and timely and (b) requiring that
case files contain all required supporting documentation and
approvals.

43 144  The Department of Health Care Policy and Financing should Agree 6/30/2002
require a periodic review of eligibility determination for the
Children’s Basic Health Plan to ensure proper enrollment.

44 145  The Department of Health Care Policy and Financing should Agree Part a: 7/1/2002
modify the Interagency Agreement with the Department of Human Part b: 7/1/2004
Servicesfor singleentry point (SEP) subreci pient monitoring by (a) (pending legidative
conducting risk assessments for each SEP to evaluate the need for approval)
an on-site financial review and (b) requiring that all SEPs receive
an on-site financial review within areasonable period of time.

45 149  TheDepartment of Health Care Policy and Financing should ensure Agree Part a 6/30/2001
claims processed through MMIS are accurate and allowable under Partsb and c:
theMedicaid program by (a) establishing performance measuresfor 9/15/2001
clams processing, (b) conducting regular claims audits, (c) Part d: 9/30/2001
reporting all errors and problemsidentified in the claimsaudit, and and ongoing

(d) ensuring correctiveaction plansare devel oped and implemented
in atimely manner.
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46

152

TheDepartment of Health Care Policy and Financing should ensure
claims processed are accurate and allowabl e by requiring thefiscal
agent to (a) expand quality assurance procedures for testing the
accuracy of data entry on paper claims, (b) conduct regular audits
of paid claimson adefined percentage of processed claims, and (c)
increase oversight of edit resolution claim technicians and reassess
production requirements to ensure suspended clams are
appropriately resolved.

Agree

Partsaand b:
9/1/2001
Part c: 8/1/2001

a7

154

The Department of Health Care Policy and Financing should
establish the review of MMIS edits, edit dispositions, and edit
resolution text as a high priority.

Agree

8/31/2001

48

156

The Department of Heath Care Policy and Financing should
develop and implement adequate controls over the provider
databasein MMIS by establishing formal policies, procedures, and
timeframesfor (@) routinereenrollment of Medicaid providers, (b)
deactivation of providers who have not submitted claims to the
Medicaid program for specified lengths of time, and (c) periodic
data matches on provider credentia information with other state
agencies that regulate Medicaid providers.

Agree

8/31/2001

49

158

The Department of Health Care Policy and Financing should
establish routine communication on disciplinary actions taken by
other state agencies that regulate Medicaid providers.

Agree

8/31/2001
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50 159  The Department of Health Care Policy and Financing should Agree 6/30/2001
implement edits in MMIS to review laboratory claims for
compliance with CLIA requirements in accordance with state
Medicaid policy.

51 169  The Department of Health Care Policy and Financing should work Agree 10/1/2001
with the General Assembly to develop more appropriate service
limits for HCBS and home health services.

52 170  The Department of Health Care Policy and Financing should Agree 10/1/2001
routinely monitor the overall costs of skilled and unskilled carefor
individualsin community settings.

53 174  The Department of Heath Care Policy and Financing should Agree Ongoing
monitor the implementation of the home health rules.

54 177  The Department of Health Care Policy and Financing should Agree 7/1/2002
increase the value added by its Program Integrity Unit.

55 181  The Department of Health Care Policy and Financing should work Agree 8/1/2001

with the State's Fiscal Agent to implement additional system edits
and controls. Further, the Department should perform ongoing
reviews of the editsin place.

-18-



RECOMMENDATION LOCATOR

Rec. Page Recommendation Agency Implementation

No. No. Summary Response Date

56 183  The Department of Health Care Policy and Financing should Agree 3/1/2002
evaluate the costs and benefits of combining assessment and
eligibility determination, and establish an independent review of
these processes.

57 185  The Department of Health Care Policy and Financing should Agree 6/30/2002
include enforcement actions in the SEP contracts.

58 189  The University of Colorado at Boulder should ensure that review
of audit reportsof subreci pient monitoring activity addresses proper Agree 12/31/2001
review and resolution of findings noted in the reports.

59 192  The University of Southern Colorado should (a) ensure the Agree Part a: Implemented

promissory notes addendum isprovided to studentsand includedin
their files, (b) ensure timely contact with borrowers during grace
periods, (c) obtain adequate documentation from students for loan
defermentsor cancelled loans, (d) ensure contact with borrowersin
default is performed as required, (€) conduct exit counseling with
borrowers, (f) ensurethoseresponsiblefor thefederal PerkinsLoan
Program are properly trained, and (g) consider outsourcing the
federal Perkins loan database administration and collection
functions.

Partsb, c, d, g, f:
6/30/2002
Part g: 1/31/2002
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60 194  TheUniversity of Southern Colorado shouldimplement procedures Agree 12/31/2001

toensurethat returnsof TitlelV fundsare calculated accurately for
all students, and returned to Title IV programs on atimely basis.

61 196  TheUniversity of Northern Colorado should change the beginning Agree 10/1/2001
of the grace period for Perkinsloan borrowerswho withdraw from
the University or drop to less than half-time enrollment.

62 198  TheColorado School of Mines should ensure subrecipient filesare Agree 12/31/2001
properly maintained, and provide documentation for the
subrecipient monitoring that has occurred.

63 198  The Colorado School of Mines should ensure counseling sessions Agree 1/31/2002
are performed and documented.

64 204  The Department of Human Services should develop aformalized Agree 4/1/2002 and
process for on-site monitoring of county activities for the TANF ongoing

program to ensure that federal and state requirements are met,
including atime frame for conducting county reviews and specific
steps for performing follow-up.
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65 205  The Department of Human Services should ensure adequate Agree Part a2 4/15/2002
controlsover fraud and abuse in the TANF program by counties by Part b: 6/15/2002
(a) requiring counties to submit standards and procedures, (b) Part c. 6/15/2002
reviewing these standards and procedures for compliance to the and ongoing
State Plan, (¢) developing a formal process that includes a Part d: 5/15/2002
monitoring schedule for reviews of county fraud procedures and and ongoing
cases, and (d) following up on problems identified during county
reviews.
66 209  TheDepartment of Human Servicesshould ensurefederal fundsare Agree 3/31/2002
drawn down in atimely manner for al federal programs.
67 212  The Department of Human Services should improve inventory Agree 11/1/2001
controls for the Food Distribution Program by (@) resolving
identified discrepancies and (b) developing formal procedures for
tracking commodities.
68 213  TheDepartment of Human Services should segregate dutieswithin Agree 11/1/2001
the Food Distribution Program.
69 215  The Department of Human Services should improve controls over Agree 7/1/2001

the Vocational Rehabilitation program to ensure compliance with
federal and state regulations by (@) reinstating on-site quality
assurance reviews and (b) documenting supervisory review
procedures.
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70

217

The Department of Human Services should strengthen fiscal
controls and accounting procedures over reporting for the
Vocational Rehabilitation Program by (a) maintaining adequate
documentation, (b) reviewing reports prior to submission, and (c)
documenting procedures for preparation of the reports.

Agree

3/31/2002

71

220

The Department of Human Services should (a) develop and/or
formalize policies and procedures for all CFM S functional areas,
(b) perform a comprehensive review of existing policies and
procedures, (c) perform periodic review of policiesand procedures,
and (d) establish aprocessto monitor compliancewith policiesand
procedures.

Agree

12/31/2000

72

223

The Department of Human Services should require DynCorp to
review the current database access structure for appropriate
segregation of duties. The Department should establish procedures
that require appropriate authorization of logical access and change
database passwords periodically.

Agree

12/31/2000

73

225

The Department of Human Services should modify the agreement
with DynCorp to include responsibility for application change
management.

Agree

12/31/2000
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74 225  The Department of Human Services should require DynCorp to Agree 12/31/2000

strengthen adherence to application change management policies
and procedures.

75 226  TheDepartment of Human Servicesshould devel op, formalize, and Agree 6/30/2001
monitor policiesand proceduresrel ated to database administration.

76 227  The Department of Human Services should designate a UNIX Agree 9/1/2000
administrator.

77 228  The Department of Human Services should consider utilization of Agree 10/31/2000

database audit functionality.

78 230 The Department of Human Services should (a) strengthen Agree 12/31/2000
adherence to application user access setup policies, (b) eliminate
all generic user IDswith published passwords, and (c) review user
access periodically.

79 232  The Department of Human Services should review positions and Agree 9/30/2000
responsibilities to ensure all critical duties are performed in a
timely manner while maintaining an appropriate segregation of
duties.
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80 235 The Department of Human Services should work with the Agree Ongoing
Department of Health Care Policy and Financing to identify the
most cost-effective methods for having financial compliance
reviews completed more frequently.
81 240 The Department of Labor and Employment should improve Agree 12/31/2001
coordination efforts between Welfare-to-Work, Temporary
Assistanceto Needy Families, and other employment programsin
the State.
82 244 The Department of Labor and Employment should identify and Partially Agree 12/31/2001
implement solutionsto ensuretimely delivery of payroll documents
to Welfare-to-Work clients.
83 250  The Department of Labor and Employment should improve how Agree 10/31/2001
the State's Welfare-to-Work programs are monitored.
84 253  The Department of Labor and Employment should ensure that Agree 12/31/2001

workforce regions maintain complete and accurate records on
Welfare-to-Work clients.
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85 262  The Department of Public Health and Environment, Health Agree Partsaand b:
Facilities Division, should improve the home health and HCBS Implemented
survey process by (a) requiring supervisors to review survey Part c: 12/31/2001
documents, (b) ensuring that surveyor performance evaluations
include performance measures, and (¢) improving record-keeping.

86 265  The Hedth Facilities Division should ensure that providers are Agree Part a: 12/31/2001
surveyed timely and efficiently by (a) adding a cycle to the survey Partsb and c:
scheduling and tracking database, (b) requiring surveyors to Implemented
document reasons for assigning survey cycles, (c) performing Part d: 10/31/2001
regular reviews of assigned cycles for appropriateness, and (d)
resurveying new HCBS providers after the providers admit clients.

87 267 The Hedth Facilities Division should ensure that adequate Agree 12/31/2001
documentation is maintained when changes are made to providers
deficiency lists.

88 268  TheHealth Facilities Division should work with the federal Health Agree 10/31/2001
Care Financing Administration to clarify whether scope and
severity coding is appropriate for home health deficiencies.

89 272  The Treasurer's Office should comply with CMIA regulations by Agree 12/31/2001

maintai ning proper documentation to support the State's direct cost
claim.
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90 274  TheDepartment of Transportation should requirefield engineersto Agree 6/30/2002
provide written communication of the number of interviews
performed, as well as anticipated future interviews.
91 275  The Department of Transportation should monitor and review Agree 12/31/2001

entries to the pay system and payments made to contractors.
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Department of Agriculture

| ntroduction

The Department of Agriculture is respongble for regulating, promoting, and supporting
agriculturd activities throughout Colorado. The Department performs services including
policy formulation, data collection, program inspection, consumer information, and
regulation of the State's agriculturd industries. In addition, it manages the State Fair,
whose audit isdiscussed in asegparate report. The Department of Agricultureincludesthe
following divisons

» Commissionear's Office and Administrative Services
Agriculturd Services Divison

Agriculturd Markets Divison

Brand Board

Special Purpose

Colorado State Fair

Soil Conservation Board

The Department of Agriculture was appropriated $30 million and 294 full-time equivaent
deff (FTE) for Fiscal Y ear 2001. Approximeately 34 percent of thefunding isfrom generd
funds, 63 percent is from cash funds, and 3 percent is from federa funds.

Department of Agriculture
Fiscal Year 2001 Appropriations

by Division
(In Millions)
Brand Board Agricultural
$3.0 Services
Other $10.8
$3.4

Commissioner's
Office
$4.8

Colorado State
Fair
$8.0

Sour ce: Joint Budget Committee Fiscal Y ear 2002 Appropriations Report.
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Ensure Review of Payroll |nformation

In Fisca Year 2000 we recommended that the Department improve its review of
employee personnd files and verify that withholding documentation is accurate and
complete. The Department said it would require withholding information to be completed
properly and to follow up on uncompleted forms. However, we found thet this has not
been done.

During our Fiscd Year 2001 audit, we reviewed asample of 25 personnel filesand found
the following continuing problems with incomplete or missing information.

* Threeinganceswherethe marital statusand/or the number of persond alowances
to be taken on the W-4 (tax withholding) form did not agree with the information
on the Colorado Payroll Personne System. In two ingtances too much tax was
being withheld and in another instance not enough tax was being withheld.

* Three W-4swere not properly completed. The maritd status and/or the number
of alowances were not completed for these three W-4s. However, the
Depatment entered tax withholding information into the Colorado Payroll
Personnel System for these W-4s.

These W-4s were completed prior to Caendar Year 1999. The Department is not
adequately reviewing information contained in employee personnd files. This could
adversdy affect employeesand/or the Department. If taxesarewithheld at adifferent rate
than indicated on the W-4, the employee may be paid the incorrect amount and may
unexpectedly owe taxes.

Recommendation No. 1:

The Department of Agriculture should complete areview of employee personnd filesand
reconfirm that withholding documentation is accurate and complete.

Department of Agriculture Response:
Agree. The Department of Agriculture Payroll office sent new W-4 forms to

every employee to be properly updated, completed, and returned to the payrall
office. New W-4 information was reviewed and entered into the Payroll
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Personnel System. New W-4s were filed into each employegs personnd file in
the Human Resources office.

Implemented December 2001.
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Department of Corrections

| ntroduction

The Department of Corrections manages the State's adult correctiond facilities and the
adult parole system. The Department al so operates the Prison Canteensand the Division
of Correctiond Industries. The Canteens provide various persond itemsfor purchase by
inmates, including toiletries, snack foods, and phone services. Correctiona Industries
operates furniture manufacturing facilities, computer manufacturing facilities, a lesther
products shop, a meta fabrication shop, a print shop, various farming and ranching
fadlities, Colorado Stateforms production and distribution facilities, an automotive service
dation, and the State' s license plate manufacturing facility. It aso manages the State's

surplus property.

The Department’s Fisca Y ear 2001 operating budget was approximately $482 million
with 5,120 full-time equivdent gaff (FTE). Adminigrative officesfor the Department are
located in Cafion City and Colorado Springs. Correctiona facilitiesarelocated throughout
the State and include Buena Vigta, Cafion City, Denver, Pueblo, Limon, Ordway, Delta,
Rifle, Golden, and Sterling.

The following comment was prepared by the public accounting firm of BKD, LLP, who
performed audit work at the Department of Corrections.

| mprove Communication of Employee
Status Changes Between Department
Supervisors and the Payroll Department

During Fiscal Y ear 2001 the Department issued 66,208 paychecks for atota payroll of
$239,087,980. As pat of that total, 225 manua checks were issued in the amount of
$343,147. Because of its large number of employees and associated payroll, the
Department's payroll process is highly automated. Therefore, the communication of
employee satus changes from decentralized department supervisorsisacritica factor in
the centrdized Payroll Department's ability to operate efficiently and effectively.
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Depatment policy dates that the department supervisors must notify the Payroll
Depatment of employee status changes, such as a leave of absence, termination, or
reingdatement, in a timely manner. The policy dlows the Payroll Department to make
changes to the employe€'s payroll records in the automated system to ensure that the
employee is properly paid or not paid. If the Payroll Department is not notified of an
employee atus change, the employee could incorrectly receive apaycheck or the Payroll
Department may have to issue the employee a manua check.

During our review of the Department's payroll procedures, we tested 28 individua
paychecks, of which 3 were manual checks. For one paycheck selected for testing, we
noted that the employee voluntarily terminated employment in November 2000, but the
Payroll Department was not notified of the status change until December 2000. As a
result, the employee wasissued a manua check for $3,273 in December. Theemployee
subsequently returned the amount to the Department in March 2001.

The Department aso prepares amonthly employee paycheck variance andyss as part of
itsinternd controlsrelated to payroll. The purpose of the analyssisto investigate changes
inemployee paycheck amounts from one month to the next and to detail the amount of the
change and the reason for the variance. Use of the analysis alows the Department to
identify errors in payroll processng and to test the reasonableness of monthly payroll

expense.

As pat of our testing, we sdlected 39 variances from February to March 2001 and
reviewed the explanation of the variance for reasonableness. For one variance selected
for testing, we noted the employee returned from medica leave in early March 2001, but
the Payroll Department was not notified of the status change until after the March 2001
automated payroll was processed late in the month. Asaresult, theemployeewasissued
amanud check for the amount of $3,947.

Recommendation No. 2

The Department of Correctionsshould review itspolicy onthecommunication of employee
gtatus changeswith department supervisorsto ensure that the communication iscompleted
in atimey manner.

Department of Corrections Response:

Agree. The Department of Corrections has an Adminigrative Regulaion (AR
1450-08) that provides the policy that Appointing Authoritiesand individuasare



Report of The Colorado State Auditor 33

to comply with for processng voluntary and involuntary terminaions from
employment. The supervisor and Appointing Authority are required to complete
aform for voluntary resgnations and submit it to the Personnel Office. Inthecase
of adismiss, the Appointing Authority istoimmediately notify Human Resources
and Payroll prior to taking action.

Employees that return to work from illness or injury are to be reported by their
supervisor or Appointing Authority to the Human Resources Office or Personnel
Liason. The Depatment provides training to supervisors and Appointing
Authorities regarding Personnd rules and policies. The Department will increase
its training effort with supervisors and Appointing Authorities regarding the
importance of communicating status changes with the Payroll and Human
Resources Offices.
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Department of Health Care Policy
and Financing

| ntr oduction

The Department of Health Care Policy and Financing (HCPF) is the state agency
responsible for developing financing plans and policy for publicly funded hedth care
programs. Theprincipa programsadministered by HCPF includethe Medicaid program,
which provides health services to eigible needy persons, and the Children’ sBasic Hedlth
Plan(CBHP), which furnishes subsidized hedthinsurancefor children 18 yearsor younger
in low-income familiesnot eigiblefor Medicaid. The Medicaid grant isthe largest federd
program administered by the State and is funded gpproximately equdly by federd funds
and gate generd funds. CBHPwasimplemented in Fisca Year 1998, and it servesasthe
State' s verson of the federal Children’s Hedlth Insurance Program. CBHP is funded by
approximately two-thirds federd funds and one-third state funds. 1t is marketed as Child
Hedth Plan Plus, or CHP+. During Fiscal Year 2001 the Department expended in total
about $2.3 hillion and had 172 full-time equivdent (FTE) staff. In Fiscd Year 2000,
HCPF expended $2.09 hillion and had 162 FTE.

The public accounting firm of BKD, LLP, performed the audit work at HCPF as of and
for the fisca year ending June 30, 2001. During its audit, BKD reviewed and tested
HCPF sinterna controlsover financid reporting and federd programs. Alsoincluded was
testing of the compliance with certain state and federa laws and regulations asrequired by
generdly accepted auditing standards, Governmental Auditing Standards, and U.S. Office
of Management and Budget (OMB) Circular A-133.

Reconcile Accounts Receivable

Currently, under the Medicaid program, the Department expends in excess of $1 hillion
each in sate generd funds and in federa funds every year. Each time the Department
records aqudifying expenditurefor Medicaid, the State' saccounting system automatically
records a receivable from the federal government for the appropriate share of federa
meatching funds. In addition, a the end of each fisca year, the Department records an
esimate for Medicaid expendituresincurred but not submitted for payment prior to year-
end. Each dtate agency is responsble for establishing adequate controlsto ensurethat all
account balances reported on the State' s financid system are accurate and complete. In
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terms of accounts receivable balances, agencies are responsible for ensuring that all
receivables are valid and reflect actual amounts owed to and collectible by the State.
Further, agencies must ensure that amounts owed to the State are collected in atimely
manner, and they must monitor year-end accruas to ensure appropriate adjustments are
made for accruals that are over- or underestimated.

In Fisca Year 1996 our audit report included a recommendation to the Department that
the management of accounts receivable needed to be improved. Specificaly, HCPF
needed to complete timely reconciliations of these accounts and automate aspects of the
reconciliation process. Subsequent audit reports noted that the Department had made
some improvementsin managing accounts receivable; however, this recommendation was
not assessed asfully implemented because HCPF had not established timely and complete
reconciliation procedures for its largest receivable—the federd receivable under the
Medicaid program.

In Fiscal Year 2001 we found that the Department had established adequate procedures
to reconcile the federal receivable account for Fiscal Y ears 1999, 2000, and 2001. Inthe
process of performing these reconciliations, the Department concluded that there was
approximately $15.9 million till on the State’' s financid records as part of the federa
receivable under Medicaid that had been recorded prior to Fisca Year 1999 but which
had not been collected. Additiondly, dthough HCPF aff performed analysis of
accounting recordsfrom prior years, they were unableto identify the entries—either actua
expenditures, year-end accruals based on estimates, or some combination—that created
the various amounts giving rise to the $15.9 million. In any case, al amounts comprisng
the $15.9 million are in excess of two yearsold. Therefore, they are not collectible from
the federal government, because they exceed the two-year limit under federd Medicaid
regulations for submitting expenditures and receiving federd matching funds. Asaresult,
the State was required under generdly accepted accounting principles to write off the
$15.9 million overstatement in accounts receivable on the Fisca Year 2001 financid
satements.

The occurrence of such asubgtantia write-off for an amount previoudy reported asavdid
receivable isareflection of the Department’ slack of adequate controlsin prior years. This
instance aso underscores the critical importance of establishing systematic controls over
receivables, including regular monitoring and periodic, routinereconciliation of dl accounts
receivable baances. Thisisespecidly important for theMedicaid program dueto thelarge
volume of expenditures.
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Recommendation No. 3:

The Department of Hedlth Care Policy and Financing should ensureal accountsreceivable
balances are routinely reconciled on a periodic basis to expenditures and collections by
grant period and by individud grant. Further, the Department should review its practices
for determining the validity of federa accounts recelvable, and dl federd receivables not
subsequently collected should be resolved within one year.

Department of Health Care Policy and Financing
Response:

Agree. As noted by the auditors, the Department has aready designed and
implemented adequate accounting procedures to ensure the full recondiliation of
dl accounts receivable baances and is ensuring the validity of the baances
recorded on atimely basis. It is through these procedures that the Department
discovered the$15.9 million error. The Department conducted extensiveresearch
to determine the cause. While the actua cause was never determined, the
Department was able to prove that the balance was recorded in error and did not
represent a true recaivable from the federa government. In addition, the
Department isfully satisfied that the error isat least three yearsold and that it likely
predates the formation of the Department in July of 1994. The Department
believes that the most likely cause of the error is accounting practices that
overdated federd receivables during a time when the federd match rate for the
Medicad programwasdeclining eachfedera fisca year, which beginson October
1 of each cdendar year. The Department has requested that the State
Controller’ s Office adjust the Stat€' s beginning fund balance in State Fisca Y ear
2001 to correct this accounting error.

Auditor's Addendum:

With regard to the Department’ s statement that the $15.9 million was recorded
in error and did not represent a true receivable, it is equally likely that the
amount was originally a valid receivable and was not collected in a timely
manner. Because the Department was unable to identify the specific grant
period(s) and entries related to the $15.9 million, we are unable to determine
whether thisis simply a bookkeeping error or afailureto collect monies owed to
the State.
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Medicaid Funds Expended for
Department of Human Services Programs

In January 2001 the Joint Budget Committee (JBC) reviewed a supplementa budget
request from the Department of Human Services to address Medicaid overexpenditures
totaling approximately $10.6 million in Fiscd Years 2000 and 1999. In the course of
reviewing the request, the BBC became concerned about the management and control of
Medicad fundsthat are used for Department of Human Services programs.  This audit
reviewsthe overexpenditure and the control sthat the Departments of Human Servicesand
Hedth Care Policy and Financing have established to ensure that expenditures are
recorded and reported accurately.

The Department of Human Services (DHS) provides medical and mentd hedth services
to Medicad-digibleindividuds. Someof theservicesprovided andindividualsserved are,
among others:

* Mentd hedth sarvices for the mentdly ill.

* Medicd and hedth-related services for developmentdly disabled individuas.

e Medical and menta hedth services for needy children who are served through
Child Placement Agencies.

The Department of Human Services manages the mental health and medica services
prograns above. The Depatment of Hedth Care Policy and Financing (HCPF)
adminigters the Medicaid program in Colorado. For Human Services programs, the
Department of Health Care Policy and Financing makes Medicaid paymentsto providers
directly, as reimbursement to Human Services for Medicaid-digible expenditures, and as
a pass-through of Medicaid funds through DHS to Colorado counties.

During Fiscd Y ear 2001 the Office of the State Auditor conducted a financid review of
an overexpenditure of Medicaid funds at Human Services. The comments below were
contained in theDepartment of Human Services, Over expenditure of Medicaid Funds
Financial Review, Report No. 1400, dated May 2001. The financia review contains
comments directed at the Departments of Hedth Care Policy and Financing and Human
Services, most of the comments are joint recommendations. The Department of Hedlth
Care Policy and Financing is the state agency that administers the Medicaid program.
Therefore, for the purpose of thisreport, dl Sx commentsarelisted collectively withinthis
chapter located on the next ten pages.
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Responsibilities Need to Be Clarified

During our review it became gpparent that thereislittle accountability for expenditures of
Medicad funds related to mental hedth services and headth-related services for, among
others, developmentdly disabled individuas and childrenin foster homes. Wefound little
evidence that accounts had been reviewed, amounts reconciled, and expenditure trends
evauated. For example:

C Because Department of Human Servicesstaff did not adequately review Medicaid
expenditures, saff did not determine until November 2000 that over $3 million of
Fisca Year 1999 Medicaid activity was coded againgt the Fisca Year 2000
appropriation.  This contributed to the $10.6 million overexpenditure. The
Departments, therefore, did not adhere to State Fiscal Rules requiring them to
identify the overexpenditure timely and notify the State Controller’ s Office of the
overexpenditure.

C Hedth Care Pdlicy and Financing staff do not routingly review activity posted to
their Medicaid transfer appropriation. Staff indicate they are only recording
expenditures resulting from Human Services program activity, so they do not have
the knowledge to determine if transactions posted to the appropriation are

appropriate.

Currently the Department of Hedlth Care Policy and Financing paysthebills, ensuring that
expendituresare proper and eigiblefor federa Medicad reimbursement. The Department
of Human Services seesitsrole asadminigtering various Medicaid-funded programs, such
as menta hedlth capitation and services for developmentdly disabled individuas. It is
evident that naither Department has assumed respongbility for managing and controlling
costs for Medicaid-funded programs. Neither Department has reviewed expenditure
trends or analyzed data to identify coding problems or possible overexpenditures. The
$10.6 million overexpenditure resulted in part from this lack of accountability.

Lack of accountability is of grest concern. The State spent over $466 million in generd,
federa Medicaid, and cash fundson these programsin Fiscal Y ear 2000. The State needs
accurate information on expenditures in order to forecast budgets, develop rates, and
control cogts. Also, statutes clearly state that agencies are not to expend funds without
legd authorization and outline specific Sepsto be taken to obtain gpproval from the State
Controller and Governor for such expenditures. We believe that the Departments must
work together to ensurethat expendituresfor Human Services M edicaid-funded programs
areappropriately managed and that thetwo Departmentsarein compliancewith budgetary
and datutory requirements.
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Recommendation No. 4:

The Department of Human Services and the Department of Hedth Care Policy and
Financing should work together to assign responsibilities for overdl cost control over
Medicad funding for Department of Human Services programs.

Department of Human Services Response:

Agree. The Colorado Department of Human Services recognizes and concurs
with the need for increased accountability over Medicaid funding for programs
administered by the Department. On April 24, 2001, the two Departments met
to begin the process of asdgning duties and responghbilities to achieve
accountability. We anticipate an implementation date of December 31, 2001.

Department of Health Care Policy and Financing
Response:

Agree. The Department of Hedlth Care Policy and Financing isfirmly committed
to working with the Department of Human Services to ensure that al
respongbilities for Medicaid-funded programs are clearly and completely
delineated between the two departments. On February 1, 2001, in an email from
the Department of Health Care Policy and Financing' s Acting Executive Director,
the Department of Health Care Policy and Financing asserted itsintention to build
quarterly reconciliation and monitoring protocol s, and to build and implement fiscal
closeout procedures. Thenew Long Bill format for Fiscd Y ear 2002 should assist
usinthiseffort. We plan to have an implementation date of December 31, 2001.

Recommendation No. 5:

The Department of Human Services and the Department of Hedth Care Policy and
Fnancing should follow State Fisca Rules and statutes concerning expenditures by
operating within their fixed budgetswhen possible, and identifying and requesting approva
for al unavoidable overexpendituresin atimely manner.
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Department of Human Services Response:

Agree. DHSwill follow State Fiscal Rules and statutes concerning expenditures
by operating within fixed budgets, when possible, considering the nature of the
entittement program, and requesting approva for unavoidable overexpenditures
in atimey manner. This process will occur in tandem with the Department of
Hedth Cae Policy and Financing's andyds of information relevant to
expenditures, projections, and budget supplemental requests. This
recommendation will be implemented for the close of State Fiscal Year 2001 at
June 30, 2001, by August 6, 2001.

Department of Health Care Policy and Financing
Response:

Agree. The Department of Hedth Care Policy and Financing will ensure that it
complies with State Fiscal Rules and report any overexpenditure to the State
Controller in atimely manner. This recommendation will be implemented for the
close of State Fiscal Year 2001 at June 30, 2001, by August 6, 2001.

Coordination and Communication Need to
Be Improved

We found that there is a lack of coordination and communication between the two
Departmentswith respect to the management of Medicaid fundsfor Department of Human
Services programs.  Specificdly, staff are not coordinating efforts or communicating
essentid information rel ated to expenditures charged to the gppropriation to ensure that the
Medicaid expenditures are appropriate. Asaresult, problemsexist. Two examples are
summarized below:

Mental Health Capitation Fee-for-Service Costs

The Department of Health Care Policy and Financing staff did not consistently record
expendituresfor menta hedlth services provided on afee-for-servicebass. Wefound that
gaff charged about $2.6 million in estimated fee-for-service expendituresto the Medicaid
capitation organizationa code within the Medicaid transfer gppropriation in July 2000.
However, Fisca Y ear 1999 fee-for-service expenditureswere charged to the Department
of Hedlth Care Policy and Financing and were never transferred to Human Services. In
addition, the Fisca Year 2000 fee-for-service expenditures were charged to Human
Sarvicesin one lump sum a the end of the fiscd year. The Department of Hedlth Care
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Policy and Financing staff indicated that they were unable to determine the amount of the
coststhat should betransferred to Human Servicesfor Fiscd Y ear 1999 dueto the change
in Medicaid fiscal agents and the implementation of the new Medicad Management
Information System (MMIS) in December 1998. We also noted that because of atota
breakdown in communication between and within the departments, Human Services
program and accounting staff were not notified of the Fiscal Year 2000 fee-for-service
charge. Human Services staff indicated that they did not budget for these costs because
Hedth Care Policy and Financing staff had not charged the costs to the appropriation in
the past. In part as a result of these cogts, the mental health capitation portion of the
appropriation was overexpended.

Accounts Payable Accrual

OncetheFiscd Y ear 1999 accounts payable accrua for the Medicaid cash exempt funds
was exhausted, Hedth Care Policy and Financing staff changed the interface between the
Medicaid Management Information System (MMIS) and COFRS (the State’ saccounting
system) to shift $3.2 million of remaining Fiscal Y ear 1999 expenditurestothe Fiscal Y ear
2000 gppropriation. Hedth Care Policy and Financing staff did not differentiate these
expenditures in COFRS from other Fiscal Y ear 2000 expenditures so that they could be
properly reclassified as prior year activity.

Properly differentiating expenditures is important for both budgeting and rate-setting
purposes.  Erroneous baseline data will result in forecasting errors and may result in
subsequent year overexpenditures. Asnoted, the$3.2 million of Fiscal Y ear 1999 activity
coded to Fiscal Y ear 2000 resulted in aFiscal Year 2000 overexpenditure. In addition,
generaly accepted accounting principles require expenditures to be coded to the year in
which they were incurred. We noted that, again, due to a breakdown in communication
between and within the departments, Human Services program and accounting staff were
not notified of the switch to add prior year expenditures to the Fisca Year 2000
appropriation.

Hedth Care Policy and Financing staff indicated that, beginningin Fisca Y ear 2001, they
have implemented account coding changes so prior year activity charged to the current
year gppropriation is differentiated from current year activity. However, staff from both
Departments indicate that they have not established policies for charging cods to the
Medicaid transfer gppropriation or agreed on procedures to be followed when accounts
payable accruas are exhausted and prior year activity remains. The two Departments
need to work together to establish protocols such as indtituting quarterly transfers of
expenditures and documenting policies and procedures for charging expenditures so that
problems can be avoided in the future.
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Recommendation No. 6:

The Department of Human Services and the Department of Hedth Care Policy and
Financing should work together to improve coordination and communication relating to
expendituresfor Department of Human Services M edicaid-funded programsto ensurethat
expenditures are gppropriately and consstently charged and that expenditures are
transferred timely. This should include establishing and documenting policies and
procedures for charging Medicaid expenditures for Department of Human Services
programs.

Department of Human Services Response:

Agree. 1t is recognized that development and documentation of policies and
procedures for charging Medicad expenditures for Department of Human
Services programs will assist in the coordination and communicetion relating to
expenditures for Medicaid-funded programs within DHS. DHS will cooperate
with DHCPF to ensure formal  communication occurs regularly, timely, and
accurately to the gppropriate Department personnd. DHS will initiate this
recommendation in Fisca Year 2002, with outlines available by December 31,
2001.

Department of Health Care Policy and Financing
Response:

Agree. Wewill fully cooperate with DHS staff to ensure thet al expenditures are
properly charged in a manner that dlows them to monitor the cost of ther
programs. We have dways informaly notified Human Services s&ff of the datus
of their payable accounts, wewill ensurethat al interaction isformal and inwriting
in the future. We will aso work with DHS saff to ensure they have the tools that
they need to perform detalled monitoring of expenditures and activity.
Implementation of this recommendation is scheduled for December 31, 2001.
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Comprehensive Reconciliation and Review
Procedures Are Needed

We found that neither the Department of Human Services nor the Department of Hedlth
Care Policy and Financing is performing critica reconciliations. For example, we found
that Human Services Hedlth and Rehabiilitation staff do not reconcile dl amounts charged
to the Hedth Care Policy and Financing capitation organizational code to supporting
documentationto determine that expenditures are gppropriate or to anticipate and identify
overexpenditures. While Hedlth and Rehabilitation staff reconcile Medicaid Management
Information System (MMIS) and COFRS information for Mental Health Assessment and
Service Agency (MHASA) payments on amonthly basis, no one reconciles other activity
posted to the capitation organizationa code to supporting documentation. We aso found
that mental hedlth inditute saff did not anadyze about $250,000 of the overexpenditure
attributed to their program.

Thislack of review isproblematic in part because errors may not be detected or detected
timdy. Wefound severa coding errorsthat were not detected timely by staff within either

department. Specificaly:

C Nearly $116,000 in provider payments were erroneoudly charged to the mentd
hedlth ingtitute organizationa code by the Department of Health Care Policy and
Financingin Fiscd Y ear 2000. About $30,000 of the payments was attributed to
Fiscal Y ear 1999 activity. Department of Human Servicesstaff did not identify the
error until January 2001 when they were andyzing the overexpenditure. No entry
was madeto reclassify the expendituresto the proper organizational code because
neither department reviewed the provider payments to determine where they
should have been charged.

C Hedth Care Policy and Financing staff erroneoudy charged al menta hedth
inditute Medicaid activity to anontransfer gppropriation during thefirst sx months
of Fiscd Year 2000. They did not identify the error and correct the problem until
January 2000. Human Services staff did not redize this error had occurred until
they were reviewing Fisca Y ear 2000 activity in January 2001.

C The $2.6 million in estimated fee-for-service costs charged to the transfer
appropriation for Fiscal Year 2000 was $690,000, or 36 percent, higher than
actual fee-for-service codts, duein part to aHea th Care Policy and Financing staff
compilationerror. Staff determined only after receiving aninquiry from DHS staff
in January 2001 that an error existed in the methodology used for the caculation.
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We dso found that Human Services g&ff did not determine until theend of Caendar Y ear
2000 that they did not make appropriate expenditure and accounts payable estimates at
the end of Fiscal Y ear 1999 for al Medicaid-funded programs, or provide theinformation
to Hedth Care Policy and Financing staff. Prior to Fiscal Y ear 2001, Hedlth Care Policy
and Financing staff coded al Human Services Medicaid expenditures to one accounts
payable account. As aresult, Medicaid payments made in Fisca Year 2000 for Fiscd
Year 1999 activity for some Human Services programs were coded against accounts
payable accruds established for other programs. This caused some programs to appear
to be overexpended for Fisca Y ear 2000 when they may not have been.

When analyzing information related to the overexpenditure, Human Services staff dso
found additiona errors within the following program areas that had not been identified
previoudy:

Child Welfare/Child Placement Agencies

The $2.5 million overexpenditure attributed to Child Welfare/Child Placement Agencies
was due to two Human Services staff errors concerning the Child Placement Agency
transfer program. Although this program is intended to have no Generd Fund impact,
sinceit only involves atransfer of generd funds, the two errors resultedin a$1.26 million
Genera Fund overexpenditure for the program.

County Administration

Thefederd portion of the County Administration shareof theappropriation wasoverstated
by $994,360 dueto abooking error made by Health Care Policy and Financing staff. The
error occurred when staff were booking General Fund transfers from Human Servicesto
Hedlth Care Policy and Financing at the end of the fiscd year, as authorized by statute.
Due to an offsetting $17,393 County Adminigtration overexpenditure, the net
underexpenditure equaled $976,967.

Children, Youth, and Families

The $101,000 overexpenditure of the Children, Youth, and Families portion of the
appropriationwasdueto House Bill 99-1116 expendituresthat were erroneoudy charged
to the Medicaid transfer gppropriation. This bill established aprogram to provide menta
hedlth servicesfor children who are not categoricaly igiblefor Medicaid. Prior to Fiscd
Year 2002 no amount was included in the Medicaid transfer appropriation for this

program.
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The Departments Need to Monitor Expenditures
and Establish Procedures Over Medicaid
Appropriations

Thelack of review over Medicaid expendituresfor Human Services programsistroubling
for severa reasons. First, Medicaid expenditure errors have serious budget implications
for the State due to TABOR limits because Medicaid has a great impact on the demand
for generd funds. Specificaly, the Medicaid program requires a50 percent General Fund
meatch.

In addition, the State lacks accurate information for rate-setting in the mental hedlth
managed care program. Since the Department of Human Services does not have a
comprehensve review process over the expenditures charged to the mental health
capitation system, it cannot be sure that rates are appropriate.

Fndly, Department of Human Servicesstaff lack necessary informationto determinewhich
programs are overexpending their portion of the gppropriation. Thisisimportant because
while some of the programs are entitlement programs and, therefore, may under- or
overexpend their appropriation, other programs are expected to fully operate within their
budgets.

Itis, therefore, essentid for both Departmentsto implement stronger controls. Thisshould
include establishing ongoing, comprehensive reconciliation processes between the two
Departments and within the Department of Human Services programs. This will assst
department staff with identifying errors and potential overexpenditures. Department of
Human Services gaff should dso implement an andytica review process over Medicaid
cash exempt expenditures so that they can identify areas where costs may be contained.
Fndly, Human Services staff must dso ensure that, in future years, they appropriately
esimate and accrue accounts payable as required by State Fiscal Rules and generaly
accepted accounting principles.

By making these improvements, the Departments can help ensure that Medicad
expendituresfor Human Servicesprogramsare gppropriate, Human Serviceshasaccurate
information for budgetary and planning purposes, and the State’s financia statements
appropriatdly reflect the amount and nature of financia transactions and baances.
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Recommendation No. 7:

The Department of Human Services and the Department of Hedth Care Policy and
Fnancing should inditute a forma, quarterly process for reviewing and reconciling
Medicad expenditures for Department of Human Services programs recorded at the
Depatment of Hedlth Care Policy and Financing. This reconciliation should be
documented and approved by the Departments' controllers.

Department of Human Services Response:

Agree. DHS will inditute a quarterly reconciliation process that will be
documented and approved by the Departments’ controllers. Implementation of this
recommendation is scheduled for close of period 6 of State Fiscal Y ear 2002 at
December 31, 2001, and the reconciliation processwill be completed by January
31, 2002.

Department of Health Care Policy and Financing
Response:

Agree. The Department of Hedlth Care Policy and Financing isfirmly committed
to working with the Department of Human Servicesto ensurethat formd quarterly
review and reconciliation of DHS Medicaid expenditures occurs and is properly
gpproved. Implementation of this recommendation is scheduled for close of
period 6 of State Fiscal Y ear 2002 at December 31, 2001, and the reconciliation
process will be completed by January 31, 2002.

Recommendation No. 8:
The Department of Human Services should improveits management of Medicaid fundsby:
a. Egablishing monthly reconciliation processes to be followed by management and
gaff within Medicaid-funded programs and communicating problems timely to
Department of Hedlth Care Policy and Financing staff.

b. Implementing an andytica review process over Medicaid activity so that possible
areas for cost containment are identified.
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Department of Human Services Response:

Agree. Thereconciliation and review processwill occur on amonthly basis. The
processes for accomplishing this task are anticipated to begin during Fiscd Year
2002 and to be established on aregular basis second quarter Fiscal Year 2002
close. The reconciliation process will include andyticd review, which will assst
inthemitigation of unforeseen overexpenditure. Implementation date: January 31,
2002.

Recommendation No. 9:

The Department of Human Servicesshould follow generally accepted accounting principles
related to accounts payable by:

a. Cdculating appropriate year-end estimates for remaining Medicaid-funded
program activity for al department programs and communicating thisinformation
to the Department of Hedlth Care Policy and Financing.

b. Reviewing expenditures charged to accounts payable after year-end to determine
that expenditures are charged to the appropriate fisca year.

Department of Human Services Response:

Agree. The 1999 fisca year-end accounts payable accrua did not contain an
esimate for the Mental Health Capitation program. DHS will implement internd
controls to ensure that accounts payabl e are properly recorded and accounted for
in accordance with generaly accepted accounting principles. Anaytica review
will determine the point in time that additiond spending authority may be
necessary. Implementation date: August 6, 2001.
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Department of Higher Education

| ntroduction

The Department of Higher Education was established under Section 24-1-114, C.R.S,,
and includesdl public higher educationinditutionsinthe Sate. 1t dsoincludesthe Auraria
Higher Education Center, the Colorado Commission on Higher Education, the Colorado
Council ontheArts, the Colorado Student L oan Division, the Colorado Student Obligation
Bond Authority, the Colorado Historical Society, and the Division of Private Occupationd
Schools.

State public inditutions of higher education are governed by six different boards. The
governing boards and the schools they oversee are:

Board of Regents of the University of Colorado
University of Colorado at Boulder

Univergity of Colorado at Colorado Springs
University of Colorado a Denver

Hedlth Sciences Center

State Board of Agriculture- Colorado State University System
Colorado State University

Fort Lewis College

University of Southern Colorado

Trustees of the State Colleges of Colorado
Adams State College

Mesa State College

Metropolitan State College of Denver

Western State College

Western Colorado Graduate Center

State Board for Community Colleges and Occupational Education
(SBCCOE)
14 Community Colleges
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* Trusteesof the Universty of Northern Colorado
Univergity of Northern Colorado

e Trusteesof the Colorado School of Mines
Colorado School of Mines

Colorado Historical Society

The Colorado Higtorical Society, founded in 1879, has statutory designation as an
educationd indtitution of the State. It has exclusive control over the State's historical
monuments and in this capacity has the duty to survey suitable sites and structures for
higtorical designation by the State. The Society is charged with adminigration of a Sate
register of historic properties.

The Colorado Historica Society was appropriated $23.3 million and 106.1 full-time
equivdent gaff (FTE) for Fisca Year 2001. Approximately 76 percent of the funding is
from Gaming revenue.

Colorado Historical Society
Fiscal Year 2001 Funding Sour ces

(In Millions)
Museum Cash
General Funds Funds Federal Grants
$2.8 $1.8 $6
Private Gifts &
Grants
$3

Sour ce: Joint Budget Committee Fiscal Y ear 2002 Appropriations Report.
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| mprove Controls Over Cash Receipts

In Fisca Year 2000 we recommended that the Colorado Historical Society require al
museums to submit cash register tapes with revenue remittances to the Administrative
Services Section. This provides anindependent verification that the cash remitted agrees
to the saesreported on the cash register tapes. The Colorado Historical Society updated
its policies, but we continue to find problems.

During our Fiscd Year 2001 audit, we reviewed a sample of 22 deposits totaling about
$15,000. Wefound sx deposts totaling about $2,300 in which a museum, the Byers-
Evans House, did not submit acash register tape with itsrevenue remittance. Assuch, the
Society cannot ensure that al remittances were submitted for deposit. The cash register
tape would aso provide support for types of sales, voids, and over- or underages that
could assigt the Society in evaluating the activities a the Byers-Evans House,

Recommendation No. 10:

The Colorado Hisgtorica Society should ensure the Byers-Evans House submits cash
register tgpes with al revenue remittances.

Colorado Historical Society Response:

Agree. The Byers-Evans House cash transmittal's had been submitted in the past
without cash register tapes. The need for cash register tapes with each cash
transmittal was communicated to the director of the house, but apparently did not
reach dl gaff. This has since been corrected, and al cash tranamittals from the
house since December 31, 2001 include cash register tapes.
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Department of Human Services

Introduction

The Department of Human Services is solely responsible, by statute, for
administering, managing, and overseeing the delivery of the State’s public assistance
and welfare programs throughout the State. Most of these programs are administered
through local county or district departments of social services. The Department also
manages programs in the areas of mental health, rehabilitation, youth corrections, and
developmental disabilities. In Fiscal Year 2001 the Department expended
approximately $1.8 billion and had 4,682.8 full-time equivalents (FTE). The
following charts show the operating budget by funding source and the
divisions/offices with the largest FTE, respectively, for Fiscal Year 2001:

Department of Human Services
001 Operating Budget by Funding Source (In Millions)

Source: Joint Budget Committee Fiscal Year 2001 Appropriations Report.
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Department of Human Services
Divisions With the Largest Number of Full-Time Equivalents (FTE)

Health and Rehabilitation Services 339.3

Office of Operations 526.0
A Information Technology 179.2

Direct Services 2185.0

Division of Youth Corrections 892.6

Office of Self-Sufficiency 265.9

Sour ce: Joint Budget Committee Fiscal Y ear 2001 A ppropriations Report.

We reviewed and tested the Department’s internal accounting and administrative
controls and evaluated its compliance with state and federal rules and regulations.
Generaly, we found that the Department has adequate administrative and interna
controls to oversee its operations and meet state and federal requirements. We
identified ten areas where improvements could assist the Department in effectively
managing its responsibilities—three related to financial statement issues and seven
related to federal awards.

Adhereto Legally Established Spending
Limits

The Office of Operations within the Department of Human Servicesis responsible
for providing centralized departmental functionsincluding accounting, contracting,
purchasing, and facility management. In Fiscal Y ear 2001 the Office of Operations
was appropriated approximately $23 million for payment of salaries and wages for
the 526 FTE within the Office.

At the end of each fiscal year the Office's Division of Accounting estimates and
records accounts payable for current year expenditures that will be paid in the
following fiscal year. All departmental expenditures, including estimates for
expenditures yet to be paid, are charged against specific appropriation codes.
Appropriation codes are set up inthe State'saccounting system to track each agency's
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utilization of its legally established spending authority under the State's annual
appropriation law.

When actual payments for the accrued amounts are made in the subsequent fiscal
year, the payments are charged against the appropriate accounts payable. After all
payments related to the accrual have been made, any excess amount in accounts
payable must be reversed by crediting the revenue source used to establish the

payable.

Accounts Payable Accrual Was Used for Unrelated
Payments

During our audit we found that in Fiscal Year 2001 the Division of Accounting
charged $77,562 in persona services payments for that year against an unspent
accounts payable established at the end of Fisca Year 2000 for a different
appropriation code and purpose. The personal services payments were for payouts
of sick and annual |eave to staff retiring from the State in Fiscal Y ear 2001. Under
state regulations, the Department should have charged the payouts to the personal
services appropriation and reversed the unused accounts payable.

The Department’s use of an unrelated accounts payable accrual to fund personal
services expenditures is a serious concern. This type of transaction circumvents
control s established by the appropriations process over agencies spending authority
and, in some instances, can be used to hide overexpenditures.

Inthisparticular case, if the Department had charged the personal services payments
to the correct appropriation code, the Department states it would then have reduced
itsaccrual at theend of Fiscal Y ear 2001 for anticipated Fiscal Y ear 2002 retirement
payments by $77,562 in order to avoid an overexpenditure. Under an accounting
directive issued by the Office of the State Controller, the Department is allowed to
charge Fiscal Year 2002 retirement payoutsto its Fiscal Y ear 2001 appropriation if
employeeshavegiven formal notice during the current year that they will retireinthe
subsequent year. If the Department had decreased this accrual at the end of Fiscal
Year 2001, it would have shifted $77,562 in payouts to the personal services
appropriation for Fiscal Y ear 2002. Thus, the Department does not believeit would
have overspent its Fiscal Year 2001 appropriation, had it recorded the payment
correctly.

We agreethat the Department could haverecorded the $77,562 payouts correctly and
still avoided an overexpenditure. However, by recording this payout expenditure
against an unrelated and unused accounts payable, the Department, in effect,
increased its appropriation for personal services in Fiscal Year 2001 by $77,562.



