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Members of the Legidative Audit Committee:

Included hereinisthe report of the Statewide Single Audit of the State of Colorado for the fiscal
year ended June 30, 1998. 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 all state departments, institutions,
and agencies.

The purpose of this report is to present the results of the Statewide Single Audit. It therefore
includesthefindingsand recommendationsreported in the Statewide Financial and Compliance Audit
Report dated October 30, 1998, and, to comply with the Single Audit Act, the findings and
recommendationsrel ated to federal programsor internal control weaknessesfrom other audit reports
which are issued under separate covers.

This report includes our audit opinions on the General Purpose Financial Statements and the
supplementary Schedules of Expenditures of Federal Awards. It aso contains our conclusions,
findings, and recommendations and the responses to those findings and recommendations by the
applicable state agencies.

Thisreport isintended solely for the use of management and the L egislative Audit Committeeand

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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STATE OF COLORADO
OFFICE OF THE STATE AUDITOR REPORT SUMMARY

J. DAVID BARBA, CPA
State Auditor

STATE OF COLORADO
STATEWIDE SINGLE AUDIT
FISCAL YEAR ENDED JUNE 30, 1998

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, institutions, and agenciesof state
government. Theaudit was conducted in accordance with generally accepted auditing standards and
the financial and compliance standards contained in the Government Auditing Standards issued by
the U.S. Genera Accounting Office. We performed our audit work during the period January 1998
through November 1998.

The purpose and scope of this audit were to:

» Express an opinion on the State's General Purpose Financia Statements for the fiscal year
ended June 30, 1998.

» Expressan opinion on the State' s Schedule of Expenditures of Federal Awardsfor the fiscal
year ended June 30, 1998.

* Review internal accounting and administrative control procedures as required by generally
accepted auditing standards.

» Evaluate compliance with applicable state and federal laws, rules, and regulations.

Evaluate progress in implementing prior audit recommendations.

We expressed an unqualified opinion on the State’s General Purpose Financial Statements and the
State’ s Schedule of Expenditures of Federal Awards for the fiscal year ended June 30, 1998. They
are presented in the Financia Statement section of this report.

Current Year Findings and Recommendations

This report presents the results of the Statewide Single Audit for Fiscal Year 1998. In order to
comply with the Single Audit Act, the report includes comments related to federal programs or
internal control weaknesses from other separately issued audit reports, including the comments
related to federal programsor internal control weaknessesreportedintheFiscal Y ear 1998 Statewide
Financial and Compliance Audit Report dated October 30, 1998.

For further information on this report, contact the Office of the State Auditor at (303) 866-2051.
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SUMMARY
-2- State of Colorado Statewide Single Audit - Fiscal Year Ended June 30, 1998

A summary of current year findings and recommendations is included in all separately issued audit
reports and such summaries are, therefore, not repeated here.

The attached Recommendation Locator is arranged by recommendation number. Because the
findings are classified by financial statement findings (Section Il) and federal award findings and
guestioned costs (Section I11), all of the recommendations for a single agency may not be included
together in the Recommendation Locator. Additional columns have been added to the
Recommendation Locator to provide the information necessary to meet the Single Audit reporting
requirements. The CFDA No./Compliance Requirement/Federal Entity column indicatesthe federa
program, type of compliance requirement (including reference letter), and federal agency thefinding
relates to. The contact for the Corrective Action Plan column notes the designated grant contact
person at the state agency.

Summary of Progressin Implementing Prior Audit Recommendations

This report includes prior audit recommendations from five audit reports shown below.

Statewide Single Audit Reportsfor Fiscal Year
Total 1997 1996 1995 1994 1993

Implemented 21 16 1 2 - 2
Partially Implemented 8 6 1 - 1 -
Not Implemented 2 1 - 1 - -
Deferred 7 4 - 1 2 -
Disagree 1 1 - - - -
Not Determined 1 - - - 1 -
Total 40 28 2 4 4 2




RECOMMENDATION LOCATOR

CFDA No./
Compliance Contact for
Rec. Page Recommendation Requirement/ Agency Implement- Corrective
No. No. Summary Federal Entity Response ation Date Action Plan
Department of Health Care Policy and Financing
1 19 The Department of Health Care Policy and Financing 93.775 Agree. 12/31/1999 Joe Keebaugh
should prioritize the completion of its cost allocation 93.777 (303)866-2487
plan and take the necessary steps to obtain approval 93.778
from the federal Health Care Finance Administration Allowable
for the plans for Fiscal Years 1995 through 1999. Costs/Cost
Principles (B)
Department of
Health and Human
Services
Department of Higher Education
University of Colorado
2 24 TheUniversity of Colorado should ensure proceduresto 84.268 Agree. 10/31/1998 Anne Tolbert

calculate student financial aid refunds in accordance
with both theinstitutional and federal refund policiesin
accordance with federal regulations are followed and
monitored.

Special Tests and
Provisions (N)
Department of

Education

(303)492-5551




RECOMMENDATION LOCATOR

CFDA No./
Compliance Contact for
Rec. Page Recommendation Requirement/ Agency I mplement- Corrective
No. No. Summary Federal Entity Response ation Date Action Plan
Fort Lewis State College
3 25 Fort Lewis College should perform the procedures 84.063 Agree. 10/12/1998 Rick Willis
required by Dear Colleague Letter P-97-2 to havethe  Specia Tests and (970)247-7142
fundsreimbursed. These proceduresinvolve having the Provisions (N)
College'sindependent auditor certify, viaan attestation Department of
procedure, that the students were entitled to the Pell Education
funds awarded and the submission of a Federal Pell
Grant Program Increase Award Report by the College
for the 97-98 award year.
University of Southern Colorado
4 26 The University of Southern Colorado should enhance 84.063 Agree. 6/30/1999 Vaerie Borge
the review process for Student Aid Report verification Special Tests and (719)549-2232
to ensure proper entry of changed information in the Provisions (N)
Student Aid Report. Department of
Education
University of Northern Colorado
5 27 The University of Northern Colorado’s refund and 84.007 & 84.063 Agree. 9/30/1998 Doug Otte

repayment policies and calculation worksheets should
be revised to properly reflect federal requirements.

Special Tests and
Provisions (N)
Department of

Education

(970)351-2406




RECOMMENDATION LOCATOR

CFDA No./
Compliance Contact for
Rec. Page Recommendation Requirement/ Agency Implement- Corrective
No. No. Summary Federal Entity Response ation Date Action Plan
Department of Education
6 31 The Department of Education should strengthen its 84.010 Agree. 7/1/2000 Lyle Wullbrandt
internal controls over subrecipient monitoring by: Subrecipient (303)866-6801
Monitoring (M)
a. Determining which of its subrecipients are no Department of
longer subject to Single Audit requirements. Education
b. Developing a formal plan for monitoring each
subrecipient, particularly those that are no longer
subject to the requirements of an annual Single
Audit.
Department of Higher Education
Colorado Student L oan Division
7 38 The Colorado Student Loan Division should re- 84.032 Agree. 7/31/1998 Sherry Gansert
examine its internal reconciliation procedures to Reporting (303)294-5050
develop asystem to prevent thistype of error occurring Requirements (L)
in the future. Department of
Education




RECOMMENDATION LOCATOR

CFDA No./
Compliance Contact for
Rec. Page Recommendation Requirement/ Agency I mplement- Corrective
No. No. Summary Federal Entity Response ation Date Action Plan
University of Southern Colorado
8 40 The University of Southern Colorado should improve 84.038 Agree. 6/30/1999 Vaerie Borge
the process for Perkins loans to make it more efficient Special Tests and (719)549-2232
and to ensure compliance with U.S. Department of Provisions (N)
Education requirements as follows: Department of
Education
a. The University should review the current process
of changing borrower status and implement
changesto effectively and efficiently keep borrower
information current and accurate.
b. A system-generated comparison should be utilized
to determinethat all students reported asin school
areregistered for classes at the University or meet
other eligibility requirements. Thiswould ensure
that tentative dates are updated in atimely manner.
9 41 The University of Southern Colorado should improve 87.032 Agree. 6/30/1999 Vaerie Borge

the process for updating the student separation filesto
ensure timely compliance with federal regulations
requiring notification to guarantors.

Special Tests and
Provisions (N)
Department of

Education

(719)549-2232




RECOMMENDATION LOCATOR

CFDA No./
Compliance Contact for
Rec. Page Recommendation Requirement/ Agency I mplement- Corrective
No. No. Summary Federal Entity Response ation Date Action Plan
Trinidad State Junior College
10 43 Trinidad State Junior College should develop a 84.063 Agree. 7/1/1998 Marilyn North
checklistthatidentifiesall eligibility requirements. The Eligibility (E) (303)620-4000
checklist should be completed for each applicant before Department of
they are approved for financial aid and the funds are Education
disbursed. In addition, Trinidad State Junior College
should review the files for the remaining students
which received Pell Grants in Fiscal Year 1998 to
ensure they met all eigibility requirements under
Federal Regulation 668.32.
University of Northern Colorado
11 44 The University of Northern Colorado should add 47.076 Agree. 10/31/1998 Doug Otte
further review proceduresto the computation of federal Allowable (970)351-2406
grant match and discontinue charging student fees to Costs/Cost
federal programs or using them as match. Principles (B)
National Science
Foundation
Colorado School of Mines
12 46 Colorado School of Mines through the Office of  47.CTS-9601964, Agree. 6/30/1999 Steve Bridgeman

Research Services should continue to implement the
procedures and controls necessary to ensure that all
close-out reports and reimbursement requests are
submitted as quickly as possible following the
completion of a project. The Office of Research
Services should concentrate on closing older projects
without jeopardizing the timely close-out of current
projects.

47.CTS-9634899,
47.CTS-9711889,
47.GER-9554559,
47.DMR-9704780
Reporting (L)
National Science
Foundation

(303)273-3262




RECOMMENDATION LOCATOR

CFDA No./
Compliance Contact for
Rec. Page Recommendation Requirement/ Agency I mplement- Corrective
No. No. Summary Federal Entity Response ation Date Action Plan
Department of Human Services
13 50 The Department of Human Services should developand 93.558 Agree. 7/1/1999 Mark Tandberg
implement aformalized plan for on-site monitoring of Subrecipient (303)866-2535
county activities for the Temporary Assistance for Monitoring (M)
Needy Families (TANF) program to ensure that federal Department of
and state requirements are met. Health and Human
Services
14 53 The Department of Human Services should continue 93.558 Agree. 3/31/2000 Tom Wristen
efforts to improve its fiscal management system for 93.568 (303)866-2732
federal programs by: 93.575

a

Implementing a method for identifying payments
made for Electronic Benefit Transfer (EBT)
programs by grant, requesting appropriate cash
reimbursement in a timely manner, and tracking
information linking specific disbursementsto cash
draws and cash receipts.

Ensuring that future changes that affect its cash
management and accounting process are included
in planning efforts and incorporated into the
overall grant management process.

Cash Management
©
Department of
Health and Human
Services




RECOMMENDATION LOCATOR

CFDA No./
Compliance Contact for
Rec. Page Recommendation Requirement/ Agency I mplement- Corrective
No. No. Summary Federal Entity Response ation Date Action Plan
15 57 The Department of Human Services should ensure that 93.959 Agree. Charissa Hammer
federal audit requirements for subrecipients of federal Subrecipient (303)866-7324
awards are met by: Monitoring (M)
Department of
a. ldentifying subrecipients that receive $300,000 or  Health and Human 9/1/1999
more in federal awards from the Department. Services
b. Obtaining and reviewing all required audit reports 3/1/1999
and following up on instances of noncomplianceas
needed.
c. Determining whether the federal share of 7/1/1999
Electronic Benefit Transfer (EBT) cash payments
is appropriately included in county Schedules of
Expenditures of Federal Awards.
7/1/1999
d. Assessing and ensuring that departmental

monitoring activities for counties are adeguate
under EBT, in caseswhere there may be adecrease
in audit work performed on federal programs by
independent auditors during county annual audits.




RECOMMENDATION LOCATOR

CFDA No./
Compliance Contact for
Rec. Page Recommendation Requirement/ Agency I mplement- Corrective
No. No. Summary Federal Entity Response ation Date Action Plan
Department of Public Health and Environment
16 62 The Department of Public Health and Environment 10.557 & 93.268 Agree. 12/31/1998 Mary Pearce
should continue to improve its system of monitoring to Subrecipient (303)692-2104
determine that all subrecipients requiring audits are Monitoring (M)
identified. In addition, funds need to be properly Department of
classified on the Schedule of Expenditures of Federal = Health and Human
Awards. Servicesand
Department of
Agriculture
Department of Transportation
17 67 TheDepartment of Transportation should moreactively 20.205 Agree. 3/31/1999 George McCullar
enforcethe contractor payroll review requirementsand Davis-Bacon Act (303)757-9657
work with prime and subcontractors to train them in (D)
proper payroll procedures. Department of
Transportation
18 68 The Department of Transportation should train project 20.205 Agree. 3/31/1999 George McCullar
engineersin the purpose and requirements of the Form Davis-Bacon Act (303)757-9657
#280 and require its regional Equal Employment (D)
Opportunity (EEO) representatives to take an active Department of

role in monitoring the quantity, quality, and timeliness
of forms that must be completed for each project.

Transportation

-10-
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Summary of Auditor’s Results

Financial Statements

Type of auditor’s report issued: Unqualified.
Internal control over financia reporting:

o Material weaknesses identified? yes

* Reportable conditions identified
that are not considered to be
material weaknesses? X _yes

Noncompliance materia to financia

statements noted? yes

Federal Awards

Internal control over major programs:

o Material weaknesses identified? yes

* Reportable conditions identified
that are not considered to be material
weaknesses? X _yes

no

none reported

no

no

no

Type of auditor’ s report issued on compliance for major programs. Unqualified

Any audit findings disclosed that are
required to be reported in accordance
with section 510(a) of Circular A-133? X yes

no
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| dentification of major programs.

CFDA Numbers Name of Federal Program or Cluster

15.xxx Royalties Management/MINERALS
MANAGEMENT

17.246 Employment & Training Assistance: Didocated
Workers

17.250 Job Training Partnership Act

20.205 Highway Planning and Construction

84.010 Titlel Grantsto Local Educational Agencies

84.048 Vocational Education: Basic Grants to States

93.268 Immunization Grants

93.558 Family Support Payments to States

93.563 Child Support Enforcement

93.596 Child Care Mandatory and Matching Funds

93.959 Block Grants for Prevention and Treatment of
Substance Abuse

Various Food Stamp Cluster

Various Medicaid Cluster

Various Nutrition Cluster

Various Research & Development Cluster

Various Section 8 - HUD Cluster



Report of The Colorado State Auditor

CFDA Numbers Name of Federal Program or Cluster

Various Student Financia Aid Cluster

Dollar threshold used to distinguish
between type A and type B programs. $8.4 million

Auditee qualified as low-risk auditee? X _yes no

13



Section ||

Financial Statement Findings
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Department of Health Care Policy
and Financing

| ntroduction

The Department of Health Care Policy and Financing (DHCPF) was created as part
of therestructuring of state departments under HB93-1317 effective on July 1, 1994,
or thebeginning of Fiscal Year 1995. The Department isthe state agency responsible
for administering the federal Medicaid program, the federal program designed to
provide health services to eligible needy persons. DHCPF contracts with the
Department of Human Services for some services, such as determining individuals
eigibility for Medicaid services. The Medicaid grant is the largest federa program
administered by the State and is funded approximately equally by federa and state
genera funds. In Fiscal Year 1998 the Medicaid caseload was approximately
258,800, representing a decline from the previous year of about 3.8 percent. During
Fiscal Year 1998 the Department expended almost $1.67 billion and had 146 full-
time-equivalent staff (FTE), compared with $1.59 billionin expendituresand 133 FTE
in Fisca Year 1997.

During Fiscal Year 1998 the Department also worked on developing an expanded
children'shealthinsurance program for children through 18 years of age asauthorized
by HB97-1304, referred to asthe Children's Basic Health Plan. 1n October 1997 the
Department submitted the State's plan for children's health insurance to the federal
government in order to obtain federal funds for these types of programs under the
new federal Title XXI, the Children’ s Health Insurance Program.

The public accounting firm of Ernst & Young, LLP, performed the audit work at
DHCPF as of and for the fiscal year ended June 30, 1998. During its audit Ernst &
Young reviewed and tested DHCPF's internal controls over accounting and
administrative functions and federal programs, including compliance with state and
federal laws and regulations.

Obtain Approval for Cost Allocation Plan

Under federa regulations, entitiesthat receivefederal awards, referred to asgrantees,
may be reimbursed for a portion of indirect costs related to operating a federal
program. Indirect costs are similar to overhead costs (e.g., the purchasing or human
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resources function), or costs incurred by an entity that cannot be directly attributed
to asingle program or activity but provide some type of benefit to the program.

Federal regulations require that in order to receive reimbursement for a portion of
these indirect costs, the grantee must develop a cost allocation plan and submit it to
the appropriate federal oversight agency. The cost alocation plan describes the
agency's proposed method for distributing indirect costs across its programs and
thereby receiving reimbursement for some share of indirect costs. Thefederal agency
is responsible for reviewing the plan, negotiating any required changes with the
grantee, and, when acceptable, approving the plan. Similar to other state agencies,
the Department of Health Care Policy and Financing uses state general funds to pay
indirect costs and then receives reimbursement from the federal government for the
federa share.

Technically, an agency is required to have an approved cost allocation plan in place
before the start of itsfiscal year. However, delays may occur if significant changes
have taken place in the agency's structure or in its methodol ogy of allocating indirect
costs. If an agency does not have an approved plan for the period, it attempts to
reach atemporary agreement with thefederal oversight entity concerning how indirect
costs will be reimbursed until negotiations are compl eted.

After the federa entity approves the agency’s cost allocation plan, the amount of
indirect costs reimbursed to the grantee based on the temporary agreement must be
reviewed to ensure the amount received was appropriate based on the negotiated
methodology. Asaresult of thisreview, the grantee may need to repay moniesto the
federal government, or the grantee could be reimbursed additional amounts,
depending on whether the grantee has over- or underrecovered indirect costs during
the negotiating period. If the federal government believes that negotiations are not
proceeding appropriately, it can either disallow costs previously reimbursed, defer
reimbursement for any indirect costs until an approved plan isin place, or both.

The Department Has Not Had an Approved Plan
Since ltsInception in Fiscal Year 1995

Although the Department hastaken stepsto complete acost allocation plan, it hasnot
had an approved plan in place sincethe agency'sinception on July 1, 1994. For Fisca
Y ear 1995theU.S. Department of Health and Human Servicesapproved atemporary
rate of 10.71 percent of the pool of direct program costs, which was defined asdirect
program salaries and benefits. This was the same rate that was used for Medicaid
under the former Department of Socia Services, which was responsible for the state
Medicaid program through Fiscal Y ear 1994.
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In Fiscal Year 1996, responsibility for the approval of the Department’s plan was
transferred to the Health Care Finance Administration (HCFA), thefederal Medicaid
agency. HCFA required that the Department directly charge all indirect costs to
programs based on some reasonable alocation of these costs, rather than using an
indirect cost rate. Therefore, sincethe beginning of Fiscal Y ear 1996 the Department
has received reimbursement for indirect costs based on allocating these costs directly
to its programs.

Staff report that very little of the Department’s expenditures are for non-Medicaid
programs, they estimate that roughly less than 1 percent of the Department’'s
expenditures were for non-Medicaid programs during Fiscal Y ears 1996 and 1997.
Therefore, although the Department did not have an approved cost allocation plan,
staff believe that the amount of indirect cost recoveries received from the federal
government isreasonable. Beginning with Fiscal Y ear 1998, however, staff indicate
that the allocation process became more complex because the Department became
responsible for the federal Children’s Health Insurance Program and severa other
smaller federal programs and private grants.

The Department reports that it has collected an average of $1.5 million to $1.75
millioninindirect cost recoveriesannually from federal programs, or about $6 million
to $7 million from Fiscal Year 1995 through Fiscal Year 1998. The federal Health
Care Finance Administration has indicated that if the Department does not complete
the submission of its cost alocation plan in the next severa months and if an
agreement is not reached, HCFA will consider deferring future requests for
reimbursement of indirect costs. If this occurs, until a plan is approved the
Department would no longer be reimbursed for the state general funds used to pay the
indirect costs related to federal programs.

Department Has Taken Stepsto Obtain an Approved
Plan

There are two primary components that DHCPF must submit to the federa
government in order for negotiations to be completed and for a plan to be approved.

* The Department must submit a narrative describing the model that will be
used to alocate indirect coststo federal programs and obtain reimbursement
for a share of these costs.

* The Department must complete a reconciliation showing that the amount of
indirect costs that would have been collected by DHCPF under the proposed
model is reasonably similar to the actual share of indirect costs incurred for
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federal programsduring aspecific period. Normally, thesereconciliationsare
done for each fiscal year.

In May 1998 the Department met the first requirement and submitted the narrative to
the federal government. At that time it also furnished a reconciliation of proposed
and actual indirect cost reimbursements through 11 months of Fiscal Year 1997.
However, it has not been able to complete the reconciliation for the entire year.
Although HCFA has been receptive to the narrative furnished by the Department, it
will not negotiate and approve a plan until acompleted reconciliation for Fiscal Y ear
1997 is submitted, and it has assessed the reconciliation.

Various Factors Have Delayed Completion of the Cost
Allocation Plan

The Department reports that there are several reasonsfor the delay in submitting the
necessary materials to the federal government. These include delays encountered
because the Department brought in a contractor to devel op software for the plan; the
changein federal oversight agenciesfrom the U.S. Department of Health and Human
Services to HCFA; and problems with earlier efforts to perform reconciliations
between the proposed model and actual costs for Fiscal Years 1995 and 1996.
DHCPF staff indicate that they were unableto do the Fiscal Y ear 1995 reconciliation
because some microfiche had been misplaced and not all necessary data were
avallable. Staff reported the Fiscal Year 1996 reconciliation was not completed
because the Department reorganized during the year, and the resulting lack of
consistency in recording costs throughout the year made it very difficult and time-
consuming to track costs needed for thereconciliation. Asaresult of these problems,
during Fiscal Year 1998 HCFA agreed to allow the Department to perform the
required reconciliation for Fiscal Year 1997. If the Department can complete the
Fisca Y ear 1997 reconciliation to HCFA's satisfaction, that year will be used to make
grossadjustmentsfor Fiscal Years1995, 1996, and 1997. Negotiationsregarding the
Fisca Year 1998 plan must then be completed. Since Fiscal Year 1998 is the first
year that the Department has administered the federal Title XXI grant, the
Department believes the agreement reached with HCFA for allocating costsin Fiscal
Y ear 1998 should be applicable to Fisca Y ear 1999 and future fiscal years with few,
if any, adjustments.

DHCPF staff state that the primary problem in completing the Fiscal Year 1997
reconciliation is that the Department has not allocated sufficient staff resources to
completethereconciliationinamoretimely manner. Staff statethat thereconciliation
is now considered a priority and plan to complete and submit it to the federal
government during February 1999.
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Staff from both the Department and from HCFA indicate that it isimperative for the
Department to have an approved cost allocation plan in place, not only because of the
need to resolve this lengthy process, but because the Department's operations are
becoming increasingly varied asaresult of taking on other responsibilitiesin addition
to the Medicaid program. This increases the complexity of the allocation process
used for theindirect costs. |f an agreed-upon method of allocation isnot reached, the
possibility of federal deferrals or disallowances could increase. Conversely, the
Department could risk underrecovering indirect costs from the federal government.

Recommendation No. 1:

The Department of Health Care Policy and Financing should prioritize the completion
of itscost allocation plan and take the necessary steps to obtain approval from the
federa Health Care Finance Administration for the plans for Fiscal Years 1995
through 1999.

Department of Health Care Policy and Financing
Response:

Agree. The Department will make every effort to complete, negotiate, and
obtain federal approval of cost allocation plans for the identified years. We
will submit the necessary datato the federal government for Fiscal Y ear 1997
by March 5, 1999. If approved, this data will be used to settle the cost for
Fiscal Years 1995 through 1997. As soon as those years are resolved, the
Department will pursue amending the plan for Fiscal Year 1998 and future
years to reflect the changes in the Department that occurred in Fiscal Y ear
1998. We will make every effort to have the amendment approved by the
federal government by December 31, 1999. Thistimelineisdependent on our
ability to work with the appropriate federal representatives and to negotiate
and obtain approvals. We will work diligently to obtain these approvals.
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The Department of Higher Education was established under Section 21-1-114, C.R.S,, and includes
al public higher education ingtitutions in the State. It aso includes the Auraria Higher Education
Center, the Colorado Advanced Technology Institute, the Colorado Commission on Higher
Education, the Colorado Council on the Arts, the Colorado Student Loan Division, the Colorado
Historical Society, and the Division of Private Occupational Schools.

The State has 25 publicinstitutions of higher education that 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
University of Colorado at Colorado Springs
University of Colorado at Denver
Health Sciences Center

o StateBoard of Agriculture - Colorado State University System
Colorado State University
Fort Lewis College
University of Southern Colorado

» Trusteesof the State Colleges of Colorado
Adams State College
Mesa State College
Metropolitan State College of Denver
Western State College

» StateBoard for Community Colleges and Occupational Education (SBCCOE)
13 Community Colleges

e Trusteesof the University of Northern Colorado
University of Northern Colorado

e Trusteesof the Colorado School of Mines
Colorado School of Mines
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The following graphs depict comparative data between the governing boards of the
State's colleges and universities.

Fiscal Year 1998
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Board of Regents of the University of
Colorado

The Board of Regentsis constitutionally charged with the general supervision of the
University and the exclusive control and direction of all funds of and appropriations
to the University, unless otherwise provided by law. The University consists of four
campuses. Boulder, Health Sciences Center, Denver, and Colorado Springs, as well
as central administrative offices. Within the four campuses, 16 schools and colleges
offer more than 140 fields of study at the undergraduate level and 100 fields at the
graduate level.

University of Colorado

The University of Colorado was authorized on November 7, 1861, by the Act of the
Territorial Government. When Colorado became a state in 1876, the University was
declared an ingtitution of the State of Colorado.

The following comment was prepared by the public accounting firm of KPMG LLP,
who performed work at the University of Colorado.

Proceduresto Calculate Student Financial Aid
Refunds at Boulder Should Be Followed and
M onitor ed

TheFederal Sudent Financial Aid Handbook (Code of Federal Regulations Title 34,
Chapter 1V, Section 668.22) states that every school participating in the federal
student financial aid program must have afair and equitable refund policy. Further,
the school must compare the federal refund policy refund (which is set forth in the
Handbook) with the refund amount under its own institutional refund policy. Then,
the school must offer the larger amount cal culated by either of these to studentswho
receive Title 1V aid and are not first-time students.

Currently, the Student Financia Aid Department at the Boulder campus is only
performing a calculation under their institutional policy for all first-time students and
not also under the federal policy as required by federal regulations. Thus, Boulder
needs to ensure procedures, that include a calculation in accordance with the federal
refund policy, are followed and monitored to ensure compliance with federal
regulations and minimize the related exposures for noncompliance.
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Recommendation No. 2:

The University of Colorado should ensure procedures to calculate student financial
aid refunds are in accordance with both the institutional and federal refund policies
and are appropriately monitored.

University of Colorado Response:

The University of Colorado at Boulder concurs. The Boulder Campus
Bursar’ s Office has completed a refund calculation for continuing students
under the federa refund policy for Fiscal Year 1997-98. Under that
calculation, an additiona $1,737 in refund amounts were due to the federa
government. To ensure the federal refund policy is considered in the future,
the Bursar’s Office has revised its refund worksheets to include the federa
calculation for al continuing students. The implementation date is October
1998.

State Board of Agriculture

The State Board of Agriculture has control and supervision of three distinct
ingtitutions: Colorado State University — aland-grant university; Fort Lewis College
— a liberd arts college; and the University of Southern Colorado — a regional
university with a polytechnic emphasis. The Board is also responsible for the
Colorado State University Agricultural Experiment Station, the Cooperative
Extension Service, and the Colorado State Forest Service.

The Board administers the State Board of Agriculture Fund located at the State
Treasury. TheBoard isauthorizedtofix tuition, pay expenses, and hireofficials. The
chief academic and administrative officers are the Chancellor of the Colorado State
University System and the President of each ingtitution.

Colorado State University System

Colorado State University, Fort Lewis College, and the University of Southern
Colorado have been consolidated asasingle financial reporting entity —the Colorado
State University System (CSUS).
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Fort Lewis College

The following comment was prepared by the public accounting firm of Chadwick,
Steinkirchner, Davis & Co., who performed the work at Fort Lewis College.

Federal Pell Grant Program (CFDA No. 84.063)

The College awarded and paid eight students Pell Grants, totaling $13,025, for which
it has not received either funds or credit as proper expenditures from the U.S.
Department of Education. The problem originated because the students miscoded
certain information on their financial aid applications. The College tried to transmit
corrected information to the federa system before the final date for adjustments,
September 30, 1998. However, the final date was changed to August 15, 1998, and
the College was unaware of the change and did not meet the deadline.

Recommendation No. 3:

Fort Lewis College should perform the proceduresrequired by Dear Colleague L etter
P-97-2 to have the funds reimbursed. These procedures involve having the College's
independent auditor certify, via an attestation procedure, that the students were
entitled to the Pell funds awarded and the submission of aFederal Pell Grant Program
Increase Award Report by the College for the 97-98 award year.

Fort Lewis College Response:

Agree. The College is in the process of complying with the referenced
requirements.

University of Southern Colorado

The following comment was prepared by the public accounting firm of Baird Kurtz
& Dobson, who performed work at the University of Southern Colorado.

| mproper Pell Award
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We tested compliance with Student Financial Aid requirements related to the Pell
Program (CFDA 84.063). We selected a sample of 30 students, who received
$83,113, out of 2,117 who received a total of $3,256,080 in Pell awards. Two
students in our sample had an overaward of Pell funds. Both instances related to the
amount reported on the Student Aid Report (SAR). SARs are randomly selected for
verification by the outside processor. If selected, the University isrequired to obtain
verification of family income reported in the SAR and to correct discrepancies. For
two of the students in our sample, discrepancies between the SAR and verified
information were not changed. The difference resulted in miscaculation of the
students' expected family contribution and ultimately a difference in the Pell award.
The total overaward of Pell, which should be reimbursed to the Department of
Education for these two students, was $1,650.

Recommendation No. 4:

The University of Southern Colorado should enhance the review processfor Student
Aid Report verification to ensure proper entry of changed information in the Student
Aid Report.

Univer sity of Southern Colorado Response:

Agree. A new financial aid information management system has been
installed. The system hasbuilt-in editsthat should prevent verification-related
errors.  Student Financial Services will monitor the revised verification
process to ensure the appropriate changes are made. The overawards have
been repaid to the Pell fund.

Trustees of the University of Northern
Colorado

The Board of Trusteesisthe governing body of the University of Northern Colorado
and is composed of seven members appointed by the Governor, with consent of the
Senate, for four-year terms; one faculty member elected by the faculty; and one
student member elected by the student bodly.

University of Northern Colorado
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The University of Northern Colorado seeks to provide all students with a broad
general education as well as preparation for selected professions within the fields of
business, education, health sciences, music, and related areas. Historically, aprincipal
emphasis has been preparing students for careers in education.

The following comment was prepared by the public accounting firm of Anderson &
Whitney, P.C., who performed work at the University of Northern Colorado.

Refine Refund and Repayment Policies

When afinancial aid recipient withdraws from the University, arefund of University
charges to the financial aid programs (CFDA Student Financia Aid cluster) or a
repayment by the student of funds advanced for living expenses may be required.
Refund and repayment methodol ogies are determined by federal regulation.

TheUniversity’ srefund and repayment policy isinaccuratein that repayment amounts
are not related to the amount of living expenses incurred as required, and cash paid
by the student towardsinstitutional costsisnot appropriately considered intherefund
calculation. As a result, five of the sixteen refunds and repayments tested were
incorrect by atotal of $1,904.

Recommendation No. 5:

TheUniversity of Northern Colorado’ srefund and repayment policiesand calculation
worksheets should be revised to properly reflect federa requirements.

University of Northern Colorado Response;

Agree. The refund and repayment process has been revised. (Implemented,
September 1998).




Section |11

Federal Award Findings and
Questioned Costs
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Article IX of the Colorado Constitution places responsibility for the genera
supervision of the State’' s public schoolswith the Colorado State Board of Education
(the Board). The Department of Education is directed by the Commissioner of
Education and serves as the administrative arm of the Board, providing assistance to
local education agencies and implementing administrative rules. The Department’s
missionisto“provideleadership and serviceto Colorado’ seducation community and,
through collaboration with this community, to promote high quality learning
environments, high academic performance standards, and equitable learning
opportunities for al Colorado’s diverse learners.”

The Department’ s mission is carried out by the following units:

« Office of the Commissioner. Provides for state-level leadership of public
education in Colorado, as well as the administrative support services of the
Department.

« Educational Services. Developsandimprovestheadministrativecapabilities
of loca school districts, as well as provides for the accreditation process of
the school districts.

+ Management, Budget, and Planning. Manages all resources for the
Department, both financial and human resources.

« Professional Services. Administersthe Educator Licensing program and the
Professional Education program for the Department.

« Special Services. Ensures the provision of services to traditionally under-
served populations including low-income children, children with disabilities,
migrant children, preschoolersand infants, and children at risk of dropping out
of school or being expelled. Special Services also oversees the programs at
the Colorado School for the Deaf and the Blind.

« State Library and Adult Education. Oversees programs that aim to
provide leadership in adult education and library communitiesand to devel op,
promote, and deliver lifelong learning opportunities.
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+ Colorado School for the Deaf and the Blind. Provides comprehensive
educational services to students who are deaf and/or blind.

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

During our audit we found the Department, in genera, has satisfactory internal
control over the administration of federa programs and financial processes in
accordance with the requirements of the Single Act Amendments of 1996 and the
Office of Management and Budget Circular A-133. We identified one area where
control could befurther improved—formalizing the subrecipient monitoring process.

Develop a Formal Plan for Monitoring
Subrecipients of Federal Funds

The Single Audit Act Amendments of 1996 (the Amendments) changed the threshold
for requiring audits of recipients of federal funds and clarified the responsibility that
recipients of federal awards have for monitoring entities to which they pass federa
funds. The Department has not yet atered its subrecipient monitoring proceduresin
response to the Amendments.

The U.S. Office of Management and Budget Circular A-133, Subpart D, states that
the Department, a pass-through entity, is responsible for:

« Monitoring subrecipients’ activities to provide reasonable assurance that the
subrecipient administers federal awards in compliance with federd
requirements.

« Ensuringrequired auditsare performed and requiring the subrecipientsto take
prompt corrective action on any audit findings.

« Evauating the impact of subrecipient activities on the pass-through entity’s
ability to comply with applicable federal regulations.

The Department passed through amost $187 million to approximately 450
subrecipients (excluding other state agencies) during Fiscal Year 1998. The
Department’ s primary method of monitoring asubreci pient’scompliance with federal
requirementsinvolved obtai ning the subrecipient’ sSingle Audit Report and eval uating
any findings contained therein. Prior to the Amendments, government entities that
received more than $100,000 in federal funds were required to have an annual audit
in compliance with the Single Audit Act. However, the Amendments raised the
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threshold for requiring a Single Audit to $300,000. As a result, some entities to
which the Department passes federal funds may no longer be required to have an
annua Single Audit performed. The Department has not yet determined the number
of entities who no longer meet the Single Audit threshold.

WhenaSingle Audit Report isnot required, apass-through entity must perform other
procedures in order to obtain reasonable assurance that the subrecipient is
administering federal awards in compliance with federal requirements. Procedures
that may be performed include:

+ Reviewing subrecipient grant reports and other documents.

« Conducting site visits to review financial and programmeatic records and to
observe operations.

« Arranging the performance of agreed-upon procedures of certain areas.

The selection of one or more of the procedures above should be made in light of the
size of the subaward to the subrecipient, the experience of the subrecipient, the
complexity of the compliance requirements, and the cost of the monitoring
procedures.

The Department has not developed a formal plan that incorporates the procedures
discussed above for monitoring each of its subrecipients. Without such a plan in
place, the Department cannot obtain reasonable assurance that subrecipients are
administering federal awards in compliance with federa requirements. We
recommend that the Department develop a formal plan for monitoring each of its
subrecipients.

Recommendation No. 6:

The Department of Education should strengthenitsinternal controlsover subrecipient
monitoring by:

a. Determining which of its subrecipients are no longer subject to Single Audit
requirements.

b. Developingaformal plan for monitoring each subrecipient, particularly those
that are no longer subject to the requirements of an annual Single Audit.
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Department of Education Response:;

Agree. For Fiscal Years1998 and 1999, the Grants Unit will useinformation
submitted by districts and BOCES (Boards of Cooperative Education
Services) ontheir CDE 3 reportsto determine which local education agencies
(LEAS) fall below the audit threshold. Those LEAs will be requested to
submit additional documentation, if appropriate, to determine whether al
expenditures were allowable under the specific grant fiscal requirements.

Oncedll districtsand BOCES have successfully transmitted their financial data
using the new chart of accounts, the Grant Unit and School Finance Unit will
begin working with a pilot group of district/BOCES business managers and
grants managers to determine what, if any, changes need to be made to the
information currently submitted to assure that the new chart of accounts
provides adequate information to the Department to review their federal
expendituresin amore comprehensive manner. Thisprocesswill bein place
with the submission of Fiscal Y ear 2000 reports.
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The Department of Health Care Policy and Financing (DHCPF) was created as part
of therestructuring of state departments under HB93-1317 effective on July 1, 1994,
or thebeginning of Fiscal Year 1995. The Department isthe state agency responsible
for administering the federal Medicaid program, the federal program designed to
provide health services to eligible needy persons. DHCPF contracts with the
Department of Human Services for some services, such as determining individuals
eigibility for Medicaid services. The Medicaid grant is the largest federa program
administered by the State and is funded approximately equally by federa and state
genera funds. In Fiscal Year 1998 the Medicaid caseload was approximately
258,800, representing a decline from the previous year of about 3.8 percent. During
Fiscal Year 1998 the Department expended almost $1.67 billion and had 146 full-
time-equivalent staff (FTE), compared with $1.59 billionin expendituresand 133 FTE
in Fisca Year 1997.

During Fiscal Year 1998 the Department also worked on developing an expanded
children'shealthinsurance program for children through 18 years of age asauthorized
by HB97-1304, referred to asthe Children's Basic Health Plan. 1n October 1997 the
Department submitted the State's plan for children's health insurance to the federal
government in order to obtain federal funds for these types of programs under the
new federal Title XXI, the Children’ s Health Insurance Program.

The public accounting firm of Ernst & Young, LLP, performed the audit work at
DHCPF as of and for the fiscal year ended June 30, 1998. During its audit Ernst &
Young reviewed and tested DHCPF's internal controls over accounting and
administrative functions and federal programs, including compliance with state and
federal laws and regulations.

Obtain Approval for Cost Allocation Plan

See Recommendation No. 1 in Section Il titled Financia Statement Findings.
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The Department of Higher Education was established under Section 21-1-114,
C.R.S,, and includes al public higher education institutions in the State. It aso
includes the Auraria Higher Education Center, the Colorado Advanced Technology
Institute, the Colorado Commission on Higher Education, the Colorado Council on
the Arts, the Colorado Student Loan Division, the Colorado Historical Society, and
the Division of Private Occupational Schools.

The State has 25 public institutions of higher education that 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
University of Colorado at Colorado Springs
University of Colorado at Denver
Health Sciences Center

o StateBoard of Agriculture - Colorado State University System
Colorado State University
Fort Lewis College
University of Southern Colorado

* Trusteesof the State Colleges of Colorado
Adams State College
Mesa State College
Metropolitan State College of Denver
Western State College

o State Board for Community Colleges and Occupational Education
(SBCCOE)
13 Community Colleges

e Trusteesof the University of Northern Colorado
University of Northern Colorado

e Trusteesof the Colorado School of Mines
Colorado School of Mines
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The following graphs depict comparative data between the governing boards of the
State's colleges and universities.

Fiscal Year 1998
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Colorado Student L oan Division

The Colorado Student L oan Program (CSL P), whichisadministered by the Colorado
Student Loan Division, helps Colorado residents obtain financing for higher
education. Created by a June 1979 Colorado Legidative Act, the CSLP guarantees
studentsloans made by privatelendersin accordancewith federa regulations. Private
lending entities include banks, savings and loan associations, pension funds, credit
unions, and insurance companies. Themission of CSLPisto provide students access
and choice regarding post-secondary education by ensuring the availability of
educationa financing.

The following comment was prepared by the public accounting firm of Bondi & Co.,
who performed work at the Colorado Student Loan Division.

| mprovelnternal Reconciliation Proceduresfor Defaulted
L oan Payments

When CSLP receives a payment on a defaulted loan, they are required to report this
information to the U. S. Department of Education within 45 days of receipt. They
report this information on the 1189 report which is sent to the U. S. Department of
Education on the first of every month.

During our testing of payments after default, we identified 2 payments received, out
of the 20 selected for testing, which were not reported on the 1189 report. The
amount the Division remitted on a monthly basis to the U. S. Department of
Education was underestimated for payments on these claims. The U. S. Department
of Education requiresremittance of al paymentsreceived on defaulted loansmonthly.
The Division was not in compliance with the reporting requirements.

Thisoccurred dueto a system conversion approximately seven years ago that did not
transfer al claims correctly. Some of the defaulted |oan accounts were not included
inthe parameters of selecting payment information to report to the U. S. Department
of Education. Some accounts which existed prior to 1988, were not being flagged
to include the payment as part of the Division reinsurance amount.

The Division underreported payments on 474 defaulted claims they identified as not
being included in the reinsurance amount reported to the U. S. Department of
Education. The amount of principal and interest payments received since 1984
totaled $650,825.85, from April 1984 through the current period.
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In July 1998, the Division devel oped areport to identify the claims not being remitted
to the U. S. Department of Education on their system. The Division reported the
amountsto the U. S. Department of Education at the end of July 1998. No additional
corrective action is necessary at thistime. Programming changes have been madeto
the system to accurately identify and report al claim payments on defaulted loans.
The Division now reports these amounts to the U.S. Department of Education
monthly.

Recommendation No. 7:

The Colorado Student Loan Division should re-examine its interna reconciliation
procedures to develop a system to prevent this type of error occurring in the future.

Colorado Student L oan Division Response;

Agree. After it was discovered that there were claims paid that erroneously
showed no reinsurance received, areport was developed to show all clams
on the system that should have been updated with reinsurance, but are
showing no reinsurance received. Thisreport will be run quarterly to ensure
that all claims have been properly updated to show reinsurance has been
received and all payments have been properly reported to the Department of
Education on form 1189. The Division aso currently performs, and has
performed since 1989, a monthly reconciliation of reinsurance received and
reinsurance posted on its guarantee system to ensure that all claim accounts
are updated with reinsurance when reinsurance is received.

Board of Regents of the University of
Colorado

The Board of Regentsis constitutionally charged with the general supervision of the
University and the exclusive control and direction of al funds of and appropriations
to the University, unless otherwise provided by law. The University consists of four
campuses. Boulder, Health Sciences Center, Denver, and Colorado Springs, as well
as central administrative offices. Within the four campuses, 16 schools and colleges
offer more than 140 fields of study at the undergraduate level and 100 fields at the
graduate level.
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University of Colorado

The University of Colorado was authorized on November 7, 1861, by the Act of the
Territorial Government. When Colorado became a state in 1876, the University was
declared an ingtitution of the State of Colorado.

The following comment was prepared by the public accounting firm of KPMG LLP,
who performed work at the University of Colorado.

Proceduresto Calculate Student Financial Aid Refunds at
Boulder Should Be Followed and Monitored

See Recommendation No. 2 in Section Il titled Financia Statement Findings.

State Board of Agriculture

The State Board of Agriculture has control and supervision of three distinct
ingtitutions: Colorado State University — aland-grant university; Fort Lewis College
— a liberd arts college; and the University of Southern Colorado — a regional
university with a polytechnic emphasis. The Board is also responsible for the
Colorado State University Agricultural Experiment Station, the Cooperative
Extension Service, and the Colorado State Forest Service.

The Board administers the State Board of Agriculture Fund located at the State
Treasury. TheBoard isauthorizedtofix tuition, pay expenses, and hireofficials. The
chief academic and administrative officers are the Chancellor of the Colorado State
University System and the President of each ingtitution.

Colorado State University System
Colorado State University, Fort Lewis College, and the University of Southern

Colorado have been consolidated asasingle financial reporting entity —the Colorado
State University System (CSUS).

Fort Lewis College

The following comment was prepared by the public accounting firm of Chadwick,
Steinkirchner, Davis & Co., who performed work at Fort Lewis College.
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Federal Pell Grant Program (CFDA No. 84.063)

See Recommendation No. 3 in Section Il titled Financia Statement Findings.

University of Southern Colorado

Thefollowing commentswere prepared by the public accounting firm of Baird Kurtz
& Dobson, who performed work at the University of Southern Colorado.

Efficiencies and Technical Improvements to the Perkins
L oan Fund Accounting

The Perkins Loan Fund (Perkins) is a fund established at the University for the
purpose of providing loans funded by the U.S. Department of Education (CFDA
#84.038) and the State of Colorado. Studentswith financial need are awarded loans
from thefund and are required to repay theloans upon separation from the University
after a nine-month grace period. As of June 30, 1998, there were Perkins loans
outstanding totaling $3,715,828. During 1998 the University disbursed 526 Perkins
loans totaling $656,068. The U.S. Department of Education requires certain
proceduresto befollowed by all institutionsaccepting federal Perkinsdollars. If these
proceduresare not followed, the University riskslosing thesefederal fundsto support
student attendance. Our audit procedures included testing 30 Perkins loans. We
noted the following:

» For six of the students tested, the calculation of the nine-month grace period
was not proper. It appears these errors are occurring due to tentative
graduation dates being entered into the system versus entering actua
graduation/separation dates.

» The University procedures allow employees to change the borrower status
manualy (i.e., in school, grace, repayment, deferment, etc.). The University
does not have a procedure to review or approve changes made to the
borrower status.

Recommendation No. 8:

The University of Southern Colorado should improve the process for Perkins loans
to make it more efficient and to ensure compliance with U.S. Department of
Education requirements as follows:
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a. TheUniversity should review the current processof changing borrower status

and implement changes to effectively and efficiently keep borrower
information current and accurate.

A system-generated comparison should be utilized to determine that all
students reported as in school are registered for classes at the University or
meet other digibility requirements. Thiswould ensurethat tentative dates are
updated in atimely manner.

Univer sity of Southern Colorado Response:

Agree. Existing practices for management of borrower records will be
reviewed in order to prevent the occurrence of futureerrors. Additionally, the
University will pursue development of an electronic interface between the
Records Office information system and the Perkins Loan program
management software to address accuracy issues in recording
graduation/separation dates.

Timely Updating of Student Separation Dates

One of the compliance requirementsfor the Federal Family Education Loan Program
(FFELP) (CFDA #84.032) isthat guarantors be notified within 60 days of astudent’s
separation from the University. We tested the notification of FFEL P guarantors or
lenders. We selected 20 studentsfor testing out of apopulation of 499 graduating or
separating from the University. We noted that following instances where the
guarantors were not notified within 60 days as required by federal regulations:

One student graduating December 12, 1997, and one graduating May 1, 1998
did not have guarantor notification.

Five students graduating December 12, 1997, had guarantor notification, but
did not meet the 60-day requirement for notification.

In each of theseinstances, separation information was not updated in University files.

Recommendation No. 9:

The University of Southern Colorado should improve the process for updating the
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student separation filesto ensure timely compliance with federal regulationsrequiring
notification to guarantors.

Univer sity of Southern Colorado Response:

Agree. The University will post graduation/separation dates in a timely
manner.

| mproper Pell Award

See Recommendation No. 4 in Section Il titled Financia Statement Findings.

State Board for Community Colleges and
Occupational Education

The State Board for Community Colleges and Occupational Education was
established by “ The Community Colleges and Occupational Education Act of 1967,”
Title 23, Article 60 of the Colorado Revised Statutes. The Board functions as a
separate entity and, as such, may hold money, land, or other property for any
educational institution under its jurisdiction. The statute assigns responsibility and
authority to the Board for three major functions:

» Governing the State's system of community and technical colleges.

* Administering the occupational education programs of the State at both
secondary and post-secondary levels.

* Administering the State’ s program of appropriationsto local district colleges
and area vocational schools.

Community Colleges and Occupational Education
System

The 13 colleges in the Colorado Community Colleges and Occupationa System
(CCCOES) include Arapahoe, Aurora, Denver, Front Range, Lamar, Morgan,
Northeastern Junior, Otero, Pikes Peak, Pueblo, Red Rocks, and Trinidad, and the
Colorado Electronic Community College.
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Trinidad State Junior College

The following comment was prepared by the public accounting firm of Arthur
Andersen LLP, who performed work at the CCCOES.

Financial Aid Eligibility

To beédigiblefor TitleIV Financia Aid astudent must have, per Federal Regulation
668.32, a high school diploma, its recognized equivalent, or obtained within 12
months before the date the student initially receives aid, a passing score on an
approved independently administered test. As a result of eligibility testing for
financia aid at Trinidad State Junior College (TSJC) it was determined that 3 out of
the 52 students reviewed were issued Pell Grants, CFDA # 84.063, without meeting
the above requirement. Following our testing, the amounts awarded to the three
students which were indligible for Title IV Financia Aid totaling $4,400, were, as
required, refunded to the Secretary, U.S. Department of Education, per regulation
section 668.95. TSIC had 1,115 students which received Pell Grantsin Fiscal Y ear
1998.

Recommendation No. 10:

Trinidad State Junior College should develop a checklist that identifies al digibility
requirements. The checklist should be completed for each applicant before they are
approved for financial aid and the funds are disbursed. In addition, Trinidad State
Junior College should review the filesfor the remaining students which received Pell
Grants in Fiscal Year 1998 to ensure they met all digibility requirements under
Federal Regulation 668.32.

Trinidad State Junior College Response:

Agree. The College will review each student’s response to the financial aid
guestion for information on their high school diploma. Follow-up will be
done to be sure that all students meet the requirements for financia aid
eligibility.
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Trustees of the University of Northern
Colorado

The Board of Trusteesisthe governing body of the University of Northern Colorado
and is composed of seven members appointed by the Governor, with consent of the
Senate, for four-year terms; one faculty member elected by the faculty; and one
student member elected by the student bodly.

University of Northern Colorado

The University of Northern Colorado seeks to provide all students with a broad
genera education as well as preparation of selected professions within the fields of
business, education, health services, music, and related areas. Historicaly, aprincipal
emphasis has been preparing students for careers in education.

The following comments were prepared by the public accounting firm of Anderson
& Whitney, P.C., who performed work at the University of Northern Colorado.

Review Calculations of Federal Grant Matching

Some incorrect computations, totaling $4,056, were seen in the calculations of
University funds used to match federal grants (CFDA 47.076), although the
University met the overall matching requirement for the grant. We aso noted $4,000
of University student fees which were charged to programs for participants. OMB
Circular A-21 does not allow “student activity costs’ to be charged to federal
programs or used as match, unless specifically provided for in the sponsored
agreement.

Recommendation No. 11:

The University of Northern Colorado should add further review procedures to the
computation of federal grant match and discontinue charging student fees to federal
programs or using them as match.

University of Northern Colorado Response;

Agree. The University will review all computations of federal grant match
and will discontinue charging student feesto federal programs or using them
as match. Implemented, October 1998.
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Refine Refund and Repayment Policies

See Recommendation No. 5 in Section Il titled Financia Statement Findings.

Trustees of the Colorado School of Mines

The Board of Trustees is the governing body of the Colorado School of Mines and
is composed of seven members appointed by the Governor, with consent of the
Senate, for four-year terms, and one nonvoting student member el ected by the student
body.

Colorado School of Mines

The Colorado School of Mines was founded on February 9, 1874. The primary
emphasis of the Colorado School of Mines is engineering, science education, and
research. The authority under which the School operates is Article 40 of Title 23,
C.R.S.

The following comment was prepared by the public accounting firm of Deloitte &
Touche LLP, who performed work at the Colorado School of Mines.

Federal Grants Are Not Closed Out in a Timely Manner

Inthe current year it was noted that there continuesto befederal grant projectswhich
areclosed late. Asaresult, the Colorado School of Minesis not in compliance with
federal reporting requirements which could jeopardize future federal funding. This
was a recommendation also made in the prior year. Federal financial reporting
requirements state that close-out of projects (both contractual and financial
obligations) must be submitted within 90 days of project completion. It was noted,
however, that Colorado School of Minesis making aconcerted effort to timely close
these projects and is making substantial progress on closing the older grant projects
which continues to be a problem.

It was noted that of the 280 total projects closed as of June 30, 1998, 245 of those
projects were closed late. Over 86 percent of them related to grant projects which
had a project end date prior to June 30, 1997, and approximately 14 percent had
project end dates for the current fiscal year. Also, through review of those projects
late for close-out on the pending closures listing, it was noted that there were 120
projects already late for close-out. Over 79 percent of the projects relate to grant
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project end dates prior to June 30, 1997, and approximately 21 percent related to
projects with end dates in the current fiscal year. The Department has been able to
implement many planned controls that have proven to be effective. However, the
timely return of documents from the Principal Investigator’s and receipt of payment
from the sponsoring agencies continues to delay the close-out procedures. Also, for
those projects which are very old, it is very difficult to locate a contact.

Recommendation No. 12;

Colorado School of Mines through the Office of Research Services should continue
to implement the procedures and controls necessary to ensure that all close-out
reports and reimbursement requests are submitted asquickly aspossiblefollowing the
completion of a project. The Office of Research Services should concentrate on
closing older projects without jeopardizing the timely close-out of current projects.

Colorado School of Mines Response:

Agree. Fisca Servicesand the Office of Research Services (ORS) have been
diligently working in a coordinated effort to realize continued improvement
inthetimeliness of project close outs. New forms (memos) and other internal
documents have been successful in enhancing the exchange of necessary
information between the Principal Investigator, ORS, and Fiscal Services.
Additionally, in the current year, a staff person has been assigned full-time to
handle the payment problems and close out issues with the sponsoring
agencies. Continuation of these efforts will ensure that the backlog of older
projectsis closed without sacrificing the timely closure of current projects.
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The Department and the counties have made a concerted effort to put into place the
new structures and requirements under welfare reform. By developing an on-site
review process, the Department can further identify waysto assist the countiesin their
key roles under TANF and the Colorado Works program. Thiswill help ensure that
state and federal requirements are met at both the local and statewide level.

Recommendation No. 13:

The Department of Human Services should devel op and implement aformalized plan
for on-site monitoring of county activities for the Temporary Assistance for Needy
Families (TANF) program to ensure that federal and state requirements are met.

Department of Human Services Response:

Agree. The Department of Human Services intends to begin on-site
monitoring in regardsto the TANF Program. The processisto be devel oped
and in place to begin by July 1, 1999.

Implementation date: July 1, 1999.

| mprove Effortsin Cash Management Area

In Fiscal Year 1998 the Department administered 83 federal programs for which it
expended $515.1 millionin federa funds. The Department isresponsiblefor tracking
expenditures and earned revenues for these programs, as well as related receivables
from the federal government. The Department operates on a reimbursement basis
with the federal government for itsgrants. Thismeansthat it uses state general funds
to make federal program expenditures and then requests reimbursement from the
federal government for the appropriate federal share of the expenditures. Thefedera
Cash Management Improvement Act (CMIA) requiresthat astaterequest thetransfer
of federa funds as close as possible to the time the state expends funds for the
program. Thisisrequiredin order to ensure that neither the federal government nor
the state realizes an unfair financial advantage from use of the other entity's funds.



Report of The Colorado State Auditor 51

Department's Oversight of Federal Receivables Has
| mproved

During our Fiscal Year 1997 financia audit we identified areas for improvement
within the Department's cash management area. Specifically, we found that the
Department should develop a more comprehensive fiscal management system for
federal programsin three areas. The Department needed to:

» Designate a central point of responsibility for federal grant management.

e Implement an integrated monthly reconciliation process encompassing all
program-related financial grant activity.

» Institute a process that would enable them to identify the amount and timing
of cash draws and to track information linking specific disbursementsto cash
draws and cash receipts.

We found that the Department made noticeable improvements to its fisca
management system for federal programs during Fiscal Y ear 1998 that alowed them
to address these three concerns.

Electronic Benefit Transfer (EBT) Service
| mplementation Has I ncreased Demands on Cash
Management Process

While the Department demonstrated significant efforts in improving its process for
federal cash management, we noted that the Department's implementation of a new
systemfor delivering welfare and public assi stance payments during Fiscal Y ear 1998
had a significant impact on these efforts. Specificaly, this new system, EBT,
substantially changed the way in which disbursementsrelated to federal programsare
accounted for and recorded on the Colorado Financial Reporting System (COFRYS),
and as a result, affected the Department's process for determining appropriate cash
draws.

Under EBT recipientsaccessbenefitsfor public assistance and welfare programs such
as Temporary Assistance for Needy Families, Food Stamps, Low Income Energy
Assistance, Old Age Pension, Aid to the Needy Disabled, and Aid to the Blind
through the use of adebit card at a point-of-sale device or automated teller machine.
The EBT service is adso used to make direct deposit payments (electronic fund
transfers) to providersunder the Low Income Energy Assistance Program, child care,
and child welfare programs. Approximately $320 million of the $515.1 million, or 62
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percent, in federal grant expenditures were for programs administered through the
EBT servicein Fiscal Year 1998.

In Fiscal Y ear 1996 the Department awarded a contract to an outside fiscal agent to
provide the delivery of EBT servicesin Colorado. On adaily basis, the fiscal agent,
currently Citibank, reimburses vendors and owners of automated teller machines for
benefits paid to public assistance and welfare recipients. The Department, in turn,
reimburses the fiscal agent on a daily basis for the reimbursement payments it has
made that day. Thisdaily reimbursement method has resulted in additional demands
on the Department's cash management process because the Department needs to
request federa reimbursement more frequently than in the past in order to meet
federa regulations.

Central responsibility for the Department's cash management process lies with its
Program Accounting Section. The Program Accounting Section is responsible for
tracking expenditures for federal programs and calculating resulting earned federal
revenue and receivables. Program Accounting staff aso ensure that appropriate cash
drawsfor federal reimbursement are made in atimely manner. Information obtained
from the Department's County Accounting Section drives this process. County
Accounting staff are responsible in part for tracking and reconciling benefit amounts
authorized for welfare recipients and reimbursement amounts paid to Citibank. This
responsibility includes ensuring that amounts authorized and paid are recorded on
COFRS.

Asnoted above, EBT requiresthe Department to request federal reimbursement more
frequently thanin the past. In order to do this, Program Accounting staff must have
cash disbursement and program information on a daily or otherwise timely basis.
However, the Department's existing accounting systems do not have the capabilities
to track the appropriatelevel and type of information needed to determine the amount
of federal cash draws that should be made for specific programs. Because of this,
during much of Fiscal Y ear 1998 Department staff focused efforts on determining the
best aternative process for estimating program expenditures and making timely
draws. Asaresult, wefound that the Department had some difficulty in managing its
cash flows during the year.

Cash Draws of Federal FundsWere Not Made Timely

We aso noted that the Department's methodology does not alow it to link specific
disbursements to cash draws and cash receipts as required by federa CMIA
regulations. More notably, this approach resulted in draws for three EBT programs
being made up to a month after state general funds were used to make the original
payments to Citibank.
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We calculated the potential interest lost to the State due to the Department's late
draws of federa funds for payments made to Citibank. Because we were unable to
link anumber of specific disbursementsto cash recei pts, we often could not determine
the exact lag between the Department's payments and cash receipts. However, we
estimated that if the Department drew federal funds ten business days late for three
of its EBT programs (Temporary Assistance for Needy Families, Child Care
Development Fund, and Low Income Energy Assistance), the State could have lost
approximately $107,000 in interest during the second half of Fiscal Y ear 1998. Since
staff were focusing efforts reorganizing the Department's fiscal management function
during the first half of Fiscal Year 1998, we did not include that time period in our
estimate.

Timely Draws Will Assist With Overall State Cash
M anagement

The Department plans to implement a new interna financial system for reimbursing
county departments of social services, the County Financial Management System,
during the first quarter of Fiscal Year 2000. Staff believe that this system will assist
them in determining the appropriate breakdown of expenditure levels by program in
a timely manner, and thus permit them to make daily cash draws from the federal
government.

Recommendation No. 14:

The Department of Human Services should continue efforts to improve its fisca
management system for federal programs by:

a. Implementing amethod for identifying payments made for Electronic Benefit
Transfer (EBT) programs by grant, requesting appropriate cash
reimbursement in a timely manner, and tracking information linking specific
disbursements to cash draws and cash receipts.

b. Ensuring that future changes that affect its cash management and accounting

processareincludedin planning effortsand incorporated into the overall grant
management process.

Department of Human Services Response:

a. Agree. The Department plans to implement this recommendation by the
statewideimplementation of anew County Financial Management System
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(CEMS) onJuly 1, 1999. The CFM S System will determine the program
expenditures and calculate the federal revenue on a daily basis. This
information will befed to COFRS, which will set in motion the daily cash
draw process.

In addition, the Department recognized the cash draw deficiency with the
Legacy system and therefore began a procedure of estimating
expenditures, revenue, and cash needed to meet CMIA requirements. As
of this writing (January 29, 1999), the Department plans to implement
CFMSonJuly 1, 1999. However, wewould like the implementation date
of this recommendation to be March 31, 2000, to give us a chance to
work out any implementation problems.

Implementation date: March 31, 2000

b. Agree. Theplanning effortsfor the new CFMS System address the cash
management concerns identified in this audit recommendation. The
Department recognized this problem, but the resourcesrequired to fix the
Legacy system were not available. Since the Department was committed
to developing a new CFMS System, resources were directed to
developing CFM Srather than significant effortsrequiredto fix the Legacy
system.

Implementation date: March 31, 2000

Strengthen Monitoring of Subrecipients

In Fiscal Y ear 1998 the Department expended over $515.1 million in federal awards.
Of this, $427.9 million, or about 83 percent, was passed through to approximately
1,000 subrecipients. Federal regulations designate primary recipients such as the
Department of Human Services as the principal agency responsible for ensuring
federal program requirements are met.

The Department employs various means to ensure funds are spent appropriately.
Theseinclude such activitiesas on-site program and fiscal reviewsand, in some cases,
statistical monitoring. Federal regulationsal so requirethat the Department obtain and
review the annual audit reports of subrecipients that expend $300,000 or more in
federal awards during their fiscal year and follow up on instances of noncompliance
to ensure corrective actionistaken. Subrecipientswith thislevel of expenditure must
have an annua audit in compliance with federal requirements under the Office of



