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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, 1999. 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 for the year
ended June 30, 1999. This report includes our audit opinion on the General Purpose Financial
Statements and the supplementary Schedul e of Expenditures of Federal Awards. It also contains our
conclusions, findings, and recommendations and the responses of the applicable state agencies.

Thisreport may not include all the findings and recommendations rel ated to audits performed of
state departments, institutions, and agencies which are issued under separate report covers.
However, in accordance with the Single Audit Act, this report includes all findings and questioned
costs related to federal awards which came to our attention through either the statewide audit or
separate audits.

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, 1999

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 1999
through November 1999.

The purpose of this audit was to:

» Express an opinion on the State's General Purpose Financia Statements for the fiscal year
ended June 30, 1999.

» Expressan opinion on the State' s Schedule of Expenditures of Federal Awardsfor the fiscal
year ended June 30, 1999.

* 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, 1999. They
are presented in the Financia Statement section of this report.

Current Year Findings and Recommendations

Thisreport presents the results of the statewide financial and compliance audit for Fiscal Y ear 1999.
Thereport may not include all the findings and recommendationsrel ated to audits performed of state
departments, institutions, and agencies which are issued under separate report covers. However, in
accordance with the Single Audit Act, this report does include all findings and questioned costs

For further information on this report, contact the Office of the State Auditor at (303) 866-2051.

-1-
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related to federal awards which cameto our attention through either the statewide audit or separate
audits. Thefollowing isahighlight of the more significant findings included in this report arranged
by subject matter. 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.

Federal Grants

The State received about $3.2 hillion in federal grants in Fiscal Year 1999. We noted areas for
improvements relating to the administration of federa money as follows:

» Health Care Policy and Financing (Medicaid). We found problems in the following areas.

R

Failure to adequately monitor prescription drugs that are not picked up by the client within
14 days. Medicaid isentitled to acredit when thisoccurs. We estimate that between $3 and
$9 million in prescription refunds should have been credited to Medicaid during the past 6
years.

Backlogsof in-depth auditsof nursing facility billing practicesand resident personal accounts.
We estimate that if all nursing facilities received in-depth audits systematically, the State
would recover about $2 million in Medicaid funds and $50,000 in resident funds annually.

Lack of anaysis of basic hilling relationships. The Department has not systematicaly
reviewed claims for questionable billings such as “ out-of-hospital” services provided while
the recipient was hospitalized, services provided on holidays, or services provided after the
recipient had died.

Unauthorized transportation services. Procedures reguire counties to authorize and pay for
certain transportation services in advance and then seek reimbursement from Medicaid. At
least 3 metro area taxi companies and 33 mobility and wheelchair van companies are billing
Medicaid directly. By paying these claims, Medicaid isinappropriately bypassing the county
authorization process, making these services vulnerable to fraud and abuse.

Wesak oversight of (1) claims paid on behalf of recipients eligible for both Medicaid and
Medicare; (2) mental hedlth and developmental disabilities services managed by the
Department of Human Services; and (3) county functions such asrecording of recipient date-
of-death. These are high risk areas which, without appropriate oversight, may result in the
State paying for services that are not necessary or that could be provided more cost
effectively.

Overspending of the quarterly available Medicaid funding for the period ending June 30,
1999. Because the Department did not identify this, about $54.9 million in State funds were
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utilized until federal funding was requested and received at an approximate interest cost to
the State of $537,500.

R Errorsfound in our test of 217 Medicaid expenditures included 10 instances of beneficiary
eigibility errors with a value of $5,256 (federal share $2,659), 131 instances of provider
eligibility errors with a value of $499,359 (federal share $252,626), and 54 instances of
expenditures totaling $11,674 (federal share) that were not allowable under criteria for the
program.

» Health CarePoalicy and Financing (Children’sHealth Insurance Program). TheChildren's
Health Insurance Program isthe State’ s subsidized insurance program for childreninlow-income
familiesthat exceed Medicaidincomelimitations. Federal law providesfor federal matching funds
for “non-benefit activities’ such asadministration and outreach up to 10 percent of total program
expenditures. The federa Health Care Financing Administration has alowed states to make
draws of federal fundsin excess of thislimit in an effort to help states fund start-up costs of the
program. The Department did not record a $1.8 million liability for this excess draw in the
State’ s accounting records.

» School of Mines. The School has several administrative problems that could ultimately
jeopardizethe School’ sfederal funding. Theseinclude (1) inadequately monitoring grants passed
through to subrecipients; (2) untimely closeout of grants (within 90 days after project completion
asrequired by federal regulations); (3) lack of sufficient information to determinethat the School
met federal matching requirements; and (4) fallure to report non-cash assistance, such as
equipment and computers, received as part of a federal grant on its Schedule of Federal
Assistance.

* Human Services. The Department expended approximately $18.4 million to provide financial
assistance to adoptive families to help defray the costs related to adopting children with special
needs. This program is administered at the county level, with departmental oversight. The
Department’ s monitoring process for reviewing subsidies is not documented, is not systematic,
does not provide for feedback to the county, and does not require a corrective action plan from
the county, if applicable.

* Colorado Student Loan. Inatest of 61 loans we found that seven were paid by the borrower,
but the lender did not notify the Division of such. Lender reporting isanational problem and the
exercise of due diligence by the Division is necessary in helping to obtain accurate information.
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Financial Reporting

The State Controller’s Office minimizes the risk of inaccurate financia reporting by establishing
standard policies and procedures. We found that the Controller’ s Office and some state agencies
could improve financia reporting as follows:

Controller’sOffice. Wefound errorsinthe TABOR Revenue Scheduletotaling $2.8 million and
the Cash Funds Uncommitted Reserves Report totaling $778,000 (both corrected before
publication). Additional analytical review procedurescouldimprovetheaccuracy of thereporting
by detecting potential errors early in the process. We aso found, among other things,
inconsistencies between the State's cash flow statements and those same statements found in
stand-alone audit reports.

Human Services. The Grand Junction Regiona Center is responsible for the care of
developmentally disabled individuals. We found that staff do not use an automated system for
tracking patient charges. In addition, revenue reported by staff was $687,051 |ess than revenue
recorded on the State’'s accounting system. Reconciliations are important as a means for
identifying errors and preventing the misuse of funds.

Health Care Policy and Financing. Indirect costs are those costs that benefit more than one
program. Federal regulations require the Department to have an approved cost allocation plan
in place to recover indirect costs from the federal awards. In Fiscal Y ear 1999 the Department
recovered $2,493,611 in federal funds for indirect costs under Medicaid and Medicaid-related
programs without having a federally approved cost alocation plan. Accordingly, the entire
amount of $2,493,611 is questioned.

Labor and Employment. The revenue reported in the Department’s schedule of federal
assistance was about $206,811 less than the associated revenue balance recorded on the State’s
accounting system. Reconciliation isimportant to eliminate differences and properly record and
report federal revenue.

State. In prior audits we recommended that the Secretary of State's Office implement various
reconciliations. We found that the Office has adequately implemented an accounts payable
reconciliation, but needsto continue to address reconciliations of fixed assetsand payroll. These
reconciliations ensure that the Office’ s assets are safeguarded and that pay rate transactions are
approved and accurate.
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 Human Services. Manua adjustments are made to payroll for leave taken without pay or for
excess hours worked. In areview of three payroll reports we found that one employee was
overpaid $437.50. The error was subsequently corrected. A review process should be
implemented due to the high risk of errors with this type of transaction.

Information Systems

Information Systems are an integral part of the operations of state government. We found areas
where information system issues need to be addressed:

» Health CarePolicy and Financing. InFiscal Y ear 1999 the M edicaid M anagement Information
System processed over $1.7 billion in Medicaid payments. Although the Department was able
to provide documentation of system tests performed by the new fiscal agent for Medicaid, the
Department has not performed and documented the on-site risk analysis and system security
review of this system as required by federal regulations.

» Personnd. Back-up tapes of vital information within Central Services are not stored in an off-
gite location. Back-ups tapes are essential to recreate information in the case of a disaster,
tampering, or malfunction of the collection system.

* PublicHealth and Environment. Security standardsfor applications and software vary within
the Department. It is important that access to and use of technology is controlled to prevent
misuse. We also found that the Department needsto better manage new system implementations
and devel op subsequent reviews for applications developed by third parties.

» Trangportation. Employeesmay purchaseconstruction material susing department-issued credit
cards. The Department developed a database to assist in reconciling charges, but it was not
thoroughly tested and is not secured so that access to card numbersis limited.

Recommendation L ocator

The attached Recommendation Locator is arranged by department. Additional columns have been
added to the Recommendation L ocator to provide theinformation necessary to meet the Single Audit
reporting requirements. The CFDA No./Compliance Requirement/Federal Entity column indicates
thefedera program, type of compliance requirement (including reference letter), and federa agency
thefinding relatesto. The contact for the Corrective Action Plan column notes the designated grant
contact person at the state agency. For those findings that do not relate to the Single Audit Act, the
CFDA No./Compliance Requirement/Federa Entity column abovewill not apply and will be marked
amilarly.
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Summary of Progressin Implementing Prior Y ear Recommendations

Thisreport includes an assessment of the disposition of prior audit recommendationsreported in both
the Statewide Single Audit Reports and the Statewide Financial and Compliance Audit Reports for
Fiscal Years 1994 through 1998.

Statewide Single Audit Recommendations for Fiscal Y ear

Total 1998 1997 1996 1995 1994
Implemented 17 10 5 - 1 1
Partially Implemented 7 5 2 - - -
Deferred 6 3 2 - - 1
No Longer Applicable 1 - - - 1 -
Total * 31 18 9 - 2 2

Statewide Financial and Compliance Recommendations for Fiscal Year

Total 1998 1997 1996 1995 1994
Implemented 29 20 6 2 - 1
Partially Implemented 13 10 2 1 - -
Not Implemented 1 1 - - - -
Deferred 16 10 5 1 - -
No Longer Applicable 1 - - - 1 -
Total * 60 41 13 4 1 1

*  Theprior year comments reported above in the Statewide Financial and Compliance Reportsare

duplicated in the Statewide Single Audit section if they relate to federal funds.




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 Corrections
1 26 Record the receipt of all pharmaceuticals transferred N/A Agree 7/31/1999 Dennis Diaz
into or out of the Pharmacy. (719)269-4049
Department of Health Care Policy and
Financing
2 30 Prioritize completion and submission of cost allocation ~ 93.767, 93.775, Agree 6/30/2000 Joeseph Keebaugh
plans for Fiscal Year 1999, 1998, and 1995, including ~ 93.777, & 93.778 (303)866-2487
the development of time and effort studies or similar (B)
methodology to support the plans to be submitted. DHHS
3 31 Ensure payments are made only for allowable costs 93.775, 93.777, Agree 2/28/2000 Joeseph Keebaugh
under the Medicaid program by improving controls & 93.778 (303)866-2487
over third-party resources, establishing claimsreviews, (B)
requiring detailed support for claims, and verifying that DHHS
Electronic Data Interchange agreements are current.
Require that providers submit client signature logs to
facilitate reviews. 3/31/2000




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

4 34 Ensure adequate controls are in place over automated
systems for the Medicaid program by:

a. Performing and documenting analysisfor the 93.775, 93.777, Agree 7/1/2000 Joeseph Keebaugh
Medicaid Management Information System. & 93.778 (303)866-2487
(N)
b. Considering a requirement that the fiscal DHHS Partially 3/31/2000
agent obtain an independent assessment of Agree
controls over the MMIS.

5 35 Enhance control procedures and review processes for 93.775, 93.777, Agree 2/28/2000 Joeseph Keebaugh
federal drawdowns under the Medicaid program by & 93.778 (303)866-2487
establishing standardized procedures that specifically (©
address the manual Disproportionate Share Hospital DHHS

program transactions, prevent duplicate federa
drawdowns, implement review procedures that
compare expenditures and allotments, and determine
if arequest for supplemental federal funds needsto be
submitted.




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
6 39 Recognize and work to meet federal limits for non-
benefit activity costs under the Children's Health
Insurance Program by:
a. Recording a liability quarterly for federa 93.767 Agree 3/31/2000 Joeseph Keebaugh
reimbursement received related to (G) (303)866-2487
expendituresin excess of the 10 percent limit. DHHS
b. Developing a strategy to ensure non-benefit 6/30/2001
activity costs are appropriately reduced.
c. Informingthe General Assembly onthestatus Ongoing
of reducing non-benefit activity costs to the
required level.
23 96 Strengthen controls over Medicaid client eligibility 93.775, 93.777, Agree 12/1/1999 Joeseph Keebaugh
processes by reviewing and documenting the & 93.778 (303)866-2487
Department of Human Service's Single Entry Point (B), (M), & (N)
monitoring and working with the Department to DHHS
implement control procedures to ensure all county
departments of social services are maintaining current
Medicaid files.
Establish proceduresto ensurethat claimsare not being 7/1/2000

paid and individuals are disenrolled if they are not
eligible for benefits.




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
24 99 Improve controls over provider eligibility by requiring 93.775, 93.777, Agree 7/1/2005 Joeseph Keebaugh
current provider agreements and applicable provider & 93.778 (303)866-2487
licensesand revising proceduresto ensureexpenditures (E) & (N)
are made only to eligible providers. DHHS
Include notification provisions in the interagency
agreement in the event a mental health provider loses 7/1/2000
itslicenseor certification under the Medicaid program.
25 101 Ensure all necessary complaint information is 93.775, 93.777, Agree 1/1/2000 Joeseph Keebaugh
maintained under the Medicaid Managed Care & 93.778 (303)866-2487
Program by requiring all complaints under the (N)
Programs for All Inclusive Care for the Elderly be DHHS
reviewed; continue to monitor providers participating
in the managed care program.
26 103 Require that case files contain supporting 93.775, 93.777, Agree 12/31/1999 Joeseph Keebaugh
documentation in chronological order from case & 93.778 (303)866-2487
opening to disposition with a corresponding log of the (N)
case history. DHHS
27 109 Develop an overall framework to heighten 93.775, 93. 777, Agree 12/1/1999 Joeseph Keebaugh

accountability for fighting Medicaid fraud and abuse.

& 93.778
(A) & (B)
DHHS

(303)866-2487

-10-



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
28 111 Work with the Medicaid Fraud Control Unit to recover 93.775, 93.777 Agree 5/1/2000 Joeseph Keebaugh
past-unrefunded prescription creditsand monitor future & 93.778 (303)866-2487
prescription refunds to make sure new pharmacy (B)
program controls are working as intended. DHHS
29 114 Ensure that all nursing facilities receive in-depth 93.775, 93.777, Agree 7/1/2001 Joeseph Keebaugh
reviews of billing practices and persona needs funds & 93.778 (303)866-2487
on a systematic basis. (B)
DHHS
30 116 Undertake a comprehensive review of high-risk 93.775, 93.777, Agree 12/1/1999 Joeseph Keebaugh
programsthat resultininappropriate payments, modify & 93.778 (303)866-2487
policies and procedures to prevent payment of (A) & (B)
inappropriate claims. DHHS
31 121 Review and revise regulations, statutes, application 93.775, 93.777, Partially 7/1/2000 Joeseph Keebaugh
materials, and provider agreements. & 93.778 Agree (303)866-2487
(A)
DHHS
32 123 Work with the Medicaid Fraud Control Unit and the 93.775, 93.777, Agree 1/31/2000 Joeseph Keebaugh

General Assembly on developing anti-kickback, civil
fdse clams, and anti-unbundling statutes and
regulations.

& 93.778

(A)
DHHS

(303)866-2487

-11-



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

33 125 Obtain date of death information for use in seeking 93.775, 93.777, Agree 12/1/1999 Joeseph Keebaugh
recoveriesfor past inappropriate claimsand preventing & 93.778 (303)866-2487
payment for services provided after date of death inthe (B)
future. DHHS

34 126 Work with the fiscal agent to verify and document that 93.775, 93.777, Agree 7/1/2005 Joeseph Keebaugh
all required application materialsareincluded with the & 93.778 (303)866-2487
initial application and that application materials are (A)
filled out completely before enrollment into the DHHS
Medicaid program.

35 127 Ensure that case files for the Children's Health 93.767 Agree 6/30/2000 Joeseph Keebaugh
Insurance Program clearly document the eligibility (E) (303)866-2487
status for each child. DHHS

Department of Higher Education
University of Colorado Health Sciences Center

7 a7 Ensure compliance with federal and University 93.854 Agree 10/31/1999 TwilaReighley

regulations, policies, and procedures concerning grant (AI)D g éB) (303)724-0096

purchases and dispositions of federally-funded assets
over $5,000.

-12-



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
Colorado Historical Society-State Historical Fund
8 49 Develop standard criteriato bedocumented and used in N/A Agree 7/31/1999 Mark Wolfe
determining the level of monitoring to occur for (303)866-2776
historical preservation projects.
Colorado School of Mines
38 139 Establish policiesand proceduresto ensurecompliance  Various CFDAS & Agree Steve Bridgeman

with federal requirements by:

a

Identifying all entities that receive federal
funds from the University and evaluating
which entities are subrecipients and
monitoring subrecipients as dictated by the
federal government.

Developing a plan and timetable for
eliminating the backlog of grant close-out
reports.

Retaining appropriate documentation to
demonstrate compliance with federal
matching requirements.

Reporting non-cash assistance in accordance
with federal requirements.

Federal Entities

(M)

(H)

(©)

(L)

(303)273-3262

3/31/2000

6/30/2000

1/31/2000

6/30/2000

13-
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CFDA No./
Compliance Contact for
Rec. Page Recommendation Requirement/ Agency I mplement- Corrective
No. No. Summary Federal Entity Response ation Date Action Plan
Colorado Student L oan Division
36 132 Work with the State Treasurer's Office to resolve 84.032 Agree 6/30/2000 Sherry Gansert
problems with the outstanding check reports. (L) (303)305-3272
DOE
37 133 Continue to exercise due diligence to obtain 84.032 Agree 1/31/2002 Sherry Gansert
information from the lenders on loans closed by the (L) (303)305-3272
lender. DOE
Department of Human Services
9 54 Implement a methodology ~ for accumulating, N/A Agree 1/31/2000 Richard Taylor
recording, and reporting revenue within all divisions (303) 866-2732
that includes adequate reconciliation procedures and
utilizes automated systems.
10 55 Require supervisory or secondary review of all N/A Agree 12/31/1999 Richard Taylor
manually calculated payroll transactions. (303)866-2732
11 57 Improve controls over the personnel process by N/A Agree 11/15/1999 Richard Taylor

implementing a monitoring process to ensure that
employee performance evaluations are completed
annually and enforcing disciplinary actions when
annual performance evaluations are not completed.

(303)866-2732

-14-



RECOMMENDATION LOCATOR

CFDA No./
Compliance Contact for
Rec. Page Recommendation Requirement/ Agency Implement- Corrective
No. No. Summary Federal Entity Response ation Date Action Plan
39 143 Improve the on-site review process for the Adoption 93.569 Agree 3/31/2000 Jane Beveridge
Assistance Program by implementing a risk-based (M) Sharen Ford
approach for selection of counties to be monitored; DHHS (303)866-3197
using a random-sampling method for case file (303)866-4365
selection; documenting review procedures to be Overall Agency
performed; providing written results of the review to Contact:
appropriate county management; and requiring Sue Quintana
counties to correct noted deficiencies. (303)866-3620
Department of Labor and Employment
12 60 Perform a reconciliation of federal revenue from the N/A Agree 6/30/2000 Mel Madden
Department’s grant accounting system to the State's (303)620-4718
accounting system annually. x303
Department of Natural Resour ces
Division of Minerals and Geology
13 65 Identify discrepancies between the State Treasury’s N/A Agree 12/1/1999 Bob Goodnough

records for mined land reclamation cash deposits and
the State’ s accounting records.

(303)866-2857

-15-



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 Personnel
State Controller's Office

14 71 Refine the methods used to compile the statement of N/A Agree 9/20/2000 Art Barnhart
cash flows by utilizing all available information, (303)866-3281
working with agencies to ensure that transactions are
properly categorized, improving the methodology to
compile the statement, and netting warrants payable
against cash.

15 74 Strengthen the procedures used to compile the Cash N/A Agree 8/31/2000 Art Barnhart
Funds Uncommitted Reserves Report by providing (303)866-3281
training to agency personnel and devel oping analytical
review procedures.

16 76 Develop and document improved analytical review N/A Agree 8/31/2000 Art Barnhart
techniques for TABOR revenue. (303)866-3281

Division of Risk Management
17 78 Classify revenue properly for TABOR purposes by N/A Agree 6/30/2000 Bill Archambault

ensuring that there is adequate follow-up on
information submitted by the State agencies and
routinely analyzing financial statement information.

(303)866-2285

-16-



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
Central Services

18 78 Follow written procedures and store the back-up of N/A Agree 10/31/1999 Bill Archambault
Central Collection records in a secured off-site (303)866-2285
location.

Department of Public Health and
Environment

19 82 Establish, implement, and monitor departmentwide N/A Agree 12/31/1999 Zgé %g?g?gg
security policiesand practicesfor information systems. (303)692-

20 84 Assemble a team with appropriate representatives to N/A Agree 3/31/2000 Ray Campbell
define the procedures for documenting application (303)692-2125
events, vendor responses, and communicating
information. The team should follow-up and report on
findings of the Post Implementation Review.

Department of State

21 87 Strengthen controls over financial transactions by N/A Agree 6/30/2000 Karen Jackson

performing and documenting timely reconciliationsfor (303) 83?35200
X

property and equipment, and payroll.

-17-
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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 Transportation
2 90 Transfer custody of the credit card reconciliation N/A Agree 9/30/2000 George McCullar
program to the Information Technology Division and (303)757-9657
maintain it in accordance with the Department's
procedures to protect the data against unauthorized
access.
Compliance Requirements Federal Entities:
(A) Adctivities/Allowed or Unallowed DHHS - Department of Health and Human Services
(B) Allowable Costs/Cost Principles DOE - Department of Education
(C) Cash Management
(E) Eligibility
(G) Matching, Level of Effort, Earmarking
(L) Reporting

(M)
(N)

Subrecipient Monitoring
Special Tests and Provisions

-18-
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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_X no

* Reportable conditions identified
that are not considered to be
material weaknesses? X __yes none reported

Noncompliance materia to financia
statements noted? yes__ X no

Federal Awards

Internal control over major programs:

o Material weaknesses identified? yes__ X no

* Reportable conditions identified
that are not considered to be material
weaknesses? X __yes 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 Number Name of Federal Program or Cluster
14.239 HOME Investment Partnerships Program
15.UNKNOWN Minerals Management/Royalties Management
17.225 Unemployment Insurance
17.250 Job Training Partnership Act (JTPA)
20.205 Highway Planning and Construction
84.027 Specia Education: Grantsto States
84.126 Rehabilitation Services: Vocational Rehabilitation

Grantsto States
84.276 Goals 2000: State and Local Education Systemic
Improvement Grants

93.268 Immunization Grants
93.558 Temporary Assistance for Needy Families (TANF)
93.568 Low-Income Home Energy Assistance (LIHEAP)
93.658 Foster Care: TitleIV-E
93.659 Adoption Assistance
93.767 State Children’s Insurance Program (SCHIP)
96.001 Socia Security: Disability Insurance
Various Food Stamps Cluster
Various Medica Assistance Program (Medicaid) Cluster
Various Research & Development Cluster

Various Student Financia Aid Cluster
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Dollar threshold used to distinguish
between type A and type B programs: $8 million

Auditee qualified as low-risk auditee?

yes

no

23
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Department of Corrections

| ntroduction

The Department of Corrections manages the State’ s adult correctional facilities and
the adult parole system. The Department also operates the Prison Canteens and the
Division of Correctional Industries. The canteens provide various persona itemsfor
purchase by inmates, including toiletries, snack foods, and phone services.
Correctional Industries operates a furniture manufacturing facility, various farming
and ranching facilities, Colorado State forms production and distribution facilities, an
automotive service station, the State's license plate manufacturing facility, and
management of the State’ s surplus property.

TheDepartment’ sFiscal Y ear 1999 operating budget was approximately $400 million
with 4,771 full-time-equivdent staff (FTE). Administrative offices for the
Department are located in Canon City and Colorado Springs. Correctional facilities
are located throughout the State and include Buena Vista, Canon City, Denver,
Pueblo, Limon, Ouray, Delta, Rifle, and Sterling.

Thefollowing commentswere prepared by the public accounting firm of Baird, Kurtz
& Dobson, who performed audit work at the Department of Corrections.

Inventory of the Central Phar macy

The Department of Corrections' Central Pharmacy (Pharmacy) in Canon City handles
the majority of the inmates prescriptions within the Department. In prior year
findings we stressed the importance of a perpetual inventory tracking system for
prescriptions. We recommended that measures be taken to improve the perpetual
inventory system for tracking quantities on hand, received, and dispensed for each
inventory item. Proper segregation of duties is a critical part of establishing the
proper control environment. Proper procedures combined with effective segregation
of duties would help ensure that drugs are not misused or stolen.

As aresult of the prior year finding, the Department has implemented policies to
maintain control of the inventory located in the Pharmacy. We have reviewed these
policies and tested for their implementation and effectiveness and found no control
deficiencies. We have, however, noted a better means of recording and controlling
transactions of obsolete inventory returning to the Central Pharmacy.
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The Pharmacy maintains a handwritten perpetual inventory log for recording
transactions of controlled substances. During our observation of inventory we noted
obsolete or outdated inventory was being returned to the Pharmacy but not recorded
in the perpetua inventory until removed by the company contracted to destroy such
controlled substances. This creates a situation where expired drugs are not on the
perpetual inventory listing and the potential for misuse increases because thereis no
control log during this period of time.

Recommendation No. 1.
The Department of Corrections should make an entry in the perpetual inventory

system to record the receipt of all pharmaceuticals transferred into or out of the
Pharmacy.

Department of Corrections Response:

Agree. TheCentral Pharmacy hasimplemented thisadditional record keeping
step.
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Department of Health Care Policy
and Financing

| ntroduction

The Department of Health Care Policy and Financing (HCPF) was created as part of
the restructuring of state departments under House Bill 93-1317 effective on July 1,
1994, or the beginning of Fiscal Year 1995. The Department is the state agency
responsiblefor administering the Medicaid program, thefederal program designed to
provide health services to eligible needy persons. HCPF contracts with the
Department of Human Services for some services, such as determining individuals
eigibility for Medicaid benefits. The Medicaid grant is the largest federa program
administered by the State and is funded approximately equally by federal funds and
state general funds. During Fiscal Y ear 1999 the Department expended almost $1.91
billion and had 159 full-time-equivalent staff (FTE), compared with $1.67 billion in
expenditures and 146 FTE in Fiscal Year 1998.

During Fiscal Year 1999 the Department continued to work on developing an
expanded children’ s health insurance program for children 18 years of age and under
as authorized by House Bill 97-1304, referred to as the Children's Basic Health Plan
or Children's Health Plan Plus. In October of 1997 the Department submitted the
State’'s plan for children’s hedlth insurance to the federal government in order to
obtain federal funds for these types of programs under the federal Title XXI, the
Children’s Hedlth Insurance Program.

The public accounting firm of Baird, Kurtz & Dobson (BKD) performed the audit
work at HCPF as of and for the fiscal year ended June 30, 1999. During its audit
BKD reviewed and tested HCPF's internal controls over financia reporting and
federal programs, including compliance with certain state and federa laws and
regulations, as required by generaly accepted auditing standards, Government
Auditing Standards and U.S. Office of Management and Budget (OMB) Circular
A- 133.
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Obtain Approval for Cost Allocation
Plans

Under federal regulations, entitiesthat receivefederal awards, referred to asgrantees,
may be reimbursed for a portion of indirect costs related to operating a federal
program. Indirect costs, or overhead costs, arethose coststhat benefit more than one
program or activity, such as a staff person that performs accounting functions for
multiple programs. To recover indirect costs, organizations must develop a cost
alocation plan (CAP, plan) that provides a reasonable and consistent basis for
allocating costs in the indirect cost pool to the various programs and activities that
benefit from these costs. The CAP must be prepared in accordance with applicable
OMB guidelines, and the plan must be submitted to and approved by the federal
government.

During the Fiscal Year 1998 audit, it was noted that the Department did not have
approved cost alocation plansin placefor theyearssinceit wascreatedin Fiscal Y ear
1995. The Department agreed to increase its efforts to submit the CAPs and work
to obtainfederal approval. During the Fiscal Y ear 1999 audit, BKD found that Fiscal
Year 1997 was the only year for which the Department had an approved CAP.
Subsequent to the audit HCPF received approval for its Fiscal Year 1996 CAP in
October 1999. Interms of the other outstanding years, the Department submitted a
proposal for the Fiscal Year 1995 CAP in June 1996 that was not approved, and the
Department has not yet resubmitted it. HCPF has not submitted proposed CAPs for
Fiscal Y ears 1998 or 1999.

| mplementation of Additional Programsand Impact on
Indirect Costs

With the addition of the Children's Hedth Insurance Program (CHIP) to the
Department’ sresponsibilitiesin Fiscal Y ear 1998, many personnel whose salariesare
part of the Department'sindirect cost pool began devoting time and effort to multiple
programs, such as Medicaid and CHIP. Accordingly, the methodology used in the
approved Fiscal Year 1997 CAP is inappropriate for Fiscal Years 1998 and 1999.
HCPF has not performed time and effort studies or maintained other documentation
such as personnel activity reports to support the allocation of these personnel costs
intheindirect cost pool to the various programsthat benefit from these costs. During
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Fiscal Years 1998 and 1999, the Department has continued to charge a portion of
indirect coststo the Medicaid program; however, it has not charged any indirect costs
to CHIP. Accordingly, the entire federal share of indirect costs claimed under the
Medicaid and Medicaid-related programs for Fiscal Year 1999 in the amount of
$2,493,611 is questioned as to its appropriateness.

Without an approved cost allocation plan in place, the federal government could
choose not to continue reimbursing the State for the federal share of indirect costs
incurred by the Medicaid program. In addition, the federal government could
disalow indirect costs already reimbursed to the State and require that they berepaid.
This would drastically increase the cost to the State for operating the Medicaid
program. (CFDA Nos. 93.775, 93.777 and 93.778—Medicaid Cluster—Allowable
Costs (Cost Allocation Plan).)

Indirect Costs and the Children's Health I nsurance Program

In terms of CHIP, the federal reimbursement rate is 65.42 percent, which is higher
than the 50 percent reimbursement rate for indirect costs under the Medicaid
program. By not charging indirect costs to CHIP the State appears to be under
recovering federa funds, thus unnecessarily increasing the burden on the State's
General Fund. Without an approved allocation methodology, and cost allocation
plan, the amount of this underrecovery isnot known. Thisisfurther complicated by
the fact that the State currently exceedsthe allowable 10 percent non-benefit activity
cost levels for CHIP, and indirect costs are considered part of these non-benefit
activity costs (see Recommendation No. 6).

Findly, since the Department is charging someindirect coststo Medicaid that should
be charged to CHIP, the State is shifting CHIP costs to Medicaid. Shifting costs
between federa programsis not allowable under federal regulations. This could be
of particular concern because costs are being shifted from a capped grant award
(CHIP) to afedera entitlement program where the award is not capped (Medicaid).
However, as of June 30, 1999, the State had used only $7.2 million of itsinitial $41.8
million federal grant award for CHIP, or about 17.2 percent. In other words, even
if ashare of indirect costs were charged to CHIP, the State is unlikely to exceed the
award amount; however, by charging a portion of indirect costs to CHIP the State
would increase the amount by which it exceedsthe alowable 10 percent level of non-
benefit activity costs. The State has until September 30, 2000, to use the remaining
$34.6 million balance on this first award. (CFDA No. 93.767—State Children’s
Insurance Program—Allowable Costs (Cost Allocation Plan).)
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Recommendation No. 2:

The Department of Health Care Policy and Financing should prioritize completion and
submission of cost alocation plansfor Fiscal Year 1999 aswell asFiscal Y ears 1998
and 1995. As part of this process, the Department should develop appropriate
documentation of time and effort studies or a similar methodology to support the
plans to be submitted as required by OMB Circular A-87, Cost Principles for State,
Local, and Indian Tribal Governments.

Department of Health Care Policy and Financing
Response:

Agree. The Department made the cost allocation plansatop priority in Fiscal
98-99 and was successful in obtaining federal approval on two plan yearsto
date (Fiscal Year 95-96 and Fiscal Year 96-97). Inaddition, wewill havethe
plan for Fiscal Year 94-95 submitted to the federal Health Care Finance
Administration (HCFA) on February 1, 2000. Additionally, we plan to have
the Fiscal Y ear 97-98 plan submitted to HCFA by March 1, 2000. That will
leave only the Fiscal Year 98-99 and Fiscal Y ear 99-00 plans to be resolved.
As part of our efforts to become current with our plans, we will develop an
appropriate methodology that is acceptable to the federal government to
support the allocation of al costs claimed. Our goal isto be current with our
cost allocation plans by July 1, 2000.

Allowable Costs Under Medicaid

Under the federal Medicaid program, certain expenditures are considered allowable
costs and thereby qualify for reimbursement by the federal government. Out of the
total Medicaid program expendituresof $1,761,088,128 for Fiscal Y ear 1999 (federal
share $905,564,250), an audit sample of 217 program expenditures with a value of
$5,824,487 (federal share $2,946,608) was tested for allowability under Medicaid
regulations.

The evaluation of the sampleidentified 54 program expendituresthat did not comply
with one or more alowable cost criteriafor the Medicaid program. These 54 sample
items had avalue of $11,674 (federal share $5,906). The errors were as follows:
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Third Party Resources. Fourteen instances were found in which the beneficiary's
Medicare or other third party resource information was entered into the Medicaid
Management I nformation System (MMI1S) subsequent to the date the claim was paid.
There was no evidence noted in these files showing subsequent attempts to bill the
third party. Federa regulations state that where athird party liability is established
after the claimis paid, reimbursement from the third party should be sought (42 CFR
8433.135 through 433.154). The Department risks being required to refund federal
reimbursement dollarsif third party resources are not properly pursued and billed.

Claims Supported by Medicaid Records. There were three instancesin which an
Electronic Data Interchange (EDI) agreement was not available for review. EDI
agreements are required in caseswhere medical providers submit claimsfor payment
in batches. These agreements are the provider's attestation they have appropriate
medical records to support the claims. To be allowable under Medicaid, costs for
medical services must be supported by medical records. Without confirming these
agreements are in place with providers, the Department does not adequately ensure
providers have supported medical records for the claims submitted. Payments for
clamsunsupported by medical records are not allowed under the Medicaid program.

Prescription Credits: 1n33 sampleitems, documentation wasnot present toindicate
whether prescriptions were actually picked up by the Medicaid recipient within the
prescribed 14-day period. Regulations allow the costs for prescriptions only if the
client obtains the prescription within 14 days. Should a client not pick up a
prescription within 14 days, the provider is required to credit the original
reimbursement back to the program. This requirement is stated clearly in the
Pharmacy Provider Manual supplied by HCPF. Currently thereis no control in place
ensuring that the Department receives credits for al prescriptions not picked up by
beneficiaries within the alowable 14-day period.

HCPF is in the process of preparing an amendment to the pharmacy provider
agreements requiring the provider to maintain a signature log. These signature logs
will greatly assist the Department with postpayment reviews. Such reviewsareavery
necessary process for maintaining control over prescription drugs. Over $62 million
of federal funds aone were distributed in Fiscal Year 1999 for these types of
payments.

Recommendation No. 3:

The Department of Health Care Policy and Financing should ensure payments are
made only for allowable costs under the Medicaid program by:
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Implementing control procedures to ensure Medicare or other third party
resources are exhausted.

. Establishing a postpayment review of claimsto identify claims that could be

recovered from Medicare and other third party resources and undertaking
appropriate collection efforts.

Requiring al claims submitted for payment have detailed support at the client
level.

. Ensuring that Electronic Data Interchange agreements are current for every

provider submitting batch transactions before payment is made for those
claims.

. Amending the pharmacy provider agreements to require providers

periodically submit or otherwise make Medicaid recipient signature logs
accessible to HCPF to facilitate postpayment reviews.

Department of Health Care Policy and Financing
Response:

a. Agree. The third party liability was known at the time the claim was
processed, and the claim was paid correctly in apay and report status. It
is agreed that the Department did not complete the process in this cycle
of working that report to ensure that Medicare or other third party carrier
resources were indeed exhausted or that in fact the service rendered was
abenefit under that carrier. Corrective actions are being implemented by
February 2000 as noted below in b.

b. Agree. When claimsare paid recognizing that thereisathird party carrier
for the service rendered, the claim line sets a pay and report edit. The
State will review the report to assure appropriate billing by the provider.
Rather than requiring postpayment review of claimspaid, our home health
policy analyst is proceeding with a change in the process of how home
health claims are paid. An edit will be added that requires the provider
obtain a Medicare denia before acute home hedth claims are paid.
Without that denial, those claims will be denied, and the pay and report
edit will not be utilized for the specified home health codes.

c. Agree. Refer to response provided in Recommendation No. 25a and b.

d. Agree. Refer to response provided in Recommendation No. 25a and b.
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e. Agree. HCPF personnel will be meeting with pharmacy providers during
December 1999 to determine the best method of obtaining needed
information. Provider agreements will be amended based on the results
of thismeeting. Thiswill be completed prior to March 31, 2000.

Controls Over Automated Systems

TheMedicaid program isdependent on extensive, complex computer systemsand the
internal controls over such systems for ensuring the proper payment of Medicaid
benefits. Federal regulations (45 CFR 95.621) require state agenciesto establish and
maintain aprogram for conducting abiennial risk analysis and system security review
of automated dataprocessing (ADP) systemsfor theMedicaid program. Thepurpose
of these requirements is to ensure that appropriate, cost-effective controls and
safeguards are incorporated and operating effectively in both new and existing
systems.

As described earlier, HCPF has a contract with a nongovernmental service
organization that functions as the fiscal agent for the Medicaid program. This fiscal
agent processes all provider paymentsfor the Medicaid program, which totaled over
$1.76 billionin Fiscal Year 1999. Thefiscal agent isresponsible for the operation of
the Department’s new Medicaid Management Information System (MMIS) put in
place during Fiscal Year 1999, which is the automated system that processes all
clams for payment under the Medicaid program.

HCPF was able to provide substantial documentation from its fiscal agent for the
MMIS. HCPF was aso able to provide documentation of numerous meetings and
discussions with the fiscal agent regarding the testing performed by the fiscal agent
of the new MMIS as part of the conversion to the new system.

However, the Department has not performed and documented theon-siterisk analysis
and system security review required by federa regulations for MMIS. In addition,
HCPF has not obtained an independent audit of the controls over MMIS or other
documentation that would demonstrate controls over the system have been verified.
(CFDA Nos. 93.775, 93.777 and 93.778—Medicaid Cluster—Specia Tests and
Provisions (Automated Data Processing).) The Department can help ensure the
reliability of the MMIS by performing the necessary reviews over the system.
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Recommendation No. 4:

The Department of Health Care Policy and Financing shoul d ensure adequate controls
arein place over automated systems for the Medicaid program by:

a. Performing and documenting the required analysis under federal regulations
for the Medicaid Management Information System and following up on any
corrective action deemed necessary as aresult of that analysis.

b. Consider including arequirement that the fiscal agent obtain an independent
assessment of controls over the Medicaid Management Information System
on an annual or biennia basis.

Department of Health Care Policy and Financing
Response:

a. Agree. Subsequent to the audit, the Department received notification
(October 1, 1999) from HCFA (Health Care Financing Administration)
that the current MMIS was certified retroactive to December 1, 1998
(implementation date). This was based on HCFA'’s on-site review that
was conducted July 26-30, 1999, whichincluded security. Inaddition, the
Department did review the “Colorado State Auditor’s Office — Possible
Control Procedures for 1/S Auditing” and the fiscal agent is meeting all
possible control procedures. The Department will create and implement
a periodic risk anaysis review process effective July 1, 2000 in
accordance with the federal regulations (45 CFR 95.621).

b. Partially agree. The Department and the fiscal agent have and continue
to maintain adequate controls that address security and confidentiality
issues. Additionally, due to the recent implementation of the new MMIS
on December 1, 1998, which required the Department to complete the
security requirement based on the RFP and HCFA guidelines, the
Department will consider, but at the current time cannot commit to,
requiring the fiscal agent to obtain an independent assessment over the
controls over the MMIS on an annual or biennial basis. Thisrequirement
would result in a supplemental request, a contract amendment with the
fiscal agent (because this is not required in 45 CFR 95.621) and cost
about $50,000-$70,000. The Department will agree to create an annual
plan to review the controls by March 31, 2000, which is within
compliance of 45 CFR 95.621.
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Drawdowns of Federal Fundsfor the
Medicaid Program

The audit found some problems with controls over the process for drawdowns of
federal funds made to receive reimbursement for the federal share of Medicaid
expenditures. Out of 30 drawdowns tested during the audit, one occurrence of a
duplicate drawdowns of federal funds was discovered for Fiscal Year 1999. This
error occurred in relation to the Medicaid Disproportionate Share Hospital program.
Transactions for this program require staff to perform severa manual interventions
in the Department's automated system for federal drawdowns, and in this case a
required manual adjustment was not madeto asystem-generated federal drawdowns.
This error was identified by the Department and corrected within 30 days.

In addition, during the testing of fiscal year-end balances we found that, as of
September 10, 1999, the June 30, 1999, federa receivable of $54.9 million for
Medicaidwasstill outstanding. Wedetermined that HCPF had overspent itsquarterly
available funds for the period ending June 30, 1999. Through an oversight, the
Department had not identified the outstanding amount and requested supplemental
funding from the federal government in order to increase the allotment and cover the
excess expenditures. Because the supplemental request was not filed, $54.9 million
of state funds were utilized to cover Medicaid costs for the intervening period, when
these costs should have been reimbursed with federal dollars. Subsequently, the
Department requested the supplemental and made the drawdowns for the $54.9
million in federd funds.

On the basis of the average interest earned by the State Treasurer on the State's
pooled cash funds during July and August 1999, we estimated that the use of state
fundsto carry the $54.9 million for thefederal share of the Medicaid program resulted
inacost to the State of approximately $537,500. The Department needsto improve
oversight of the drawdowns process to help ensure such errors do not occur in the
future. (CFDA Nos. 93.775,93.777 and 93.778 Medi caid Cluster—Cash M anagement
(Cash drawdowns).)

Recommendation No. 5:

The Department of Hedth Care Policy and Financing should enhance control
proceduresand review processesfor federal drawdownsunder the Medicaid program

by:
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a. Establishing standardized procedures that specifically address the manual
Disproportionate Share Hospital program transactions and prevent duplicate
federal drawdowns.

b. Implementing review procedures at the end of each quarter that compare
expenditures and alotments and determine if a request for supplemental
federal funds needs to be submitted to reduce the State’s exposure for
unnecessarily fronting the cost of the Medicaid program.

Department of Health Care Policy and Financing
Response:

a. Agree. The Department does have standardized procedures to address
the unique nature of the Disproportionate Share program. A human error
did occur, but the procedures in place quickly caught and corrected the
error.

b. Agree. Again, the Department has procedures in place to ensure that
adequate federal authority existsin the federa cash management system.
Due to a staffing issue, an experienced staff member was performing this
as anew duty, and unfortunately missed the problem condition. We will
review our existing procedures and staff assignments to ensure that they
are both appropriate and adequate. This review will be completed by
February 28, 2000.

Strengthen M onitoring and Reporting for
the Children's Health Insurance Program

The audit included a review of the Department's internal controls and compliance
related to federal requirementsfor the Children's Health Insurance Program (CHIP).
Thisisthe State's subsidized insurance program for children in low-income families
that exceed Medicaid income limitations. The Department expended atotal of about
$16.3 million from all funding sources for this program for Fiscal Y ear 1999.
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Federal Drawsfor Non-Benefit Activities Under
CHIP

Federal Title XXI allows for federal reimbursement to states for a share of "non-
benefit activity" expenditures for CHIP, and the law limits qualifying non-benefit
expenditures to 10 percent of total program expenditures. Eligible non-benefit
activitiesinclude administration and other specified costs such as outreach programs.
Thelaw does not provide afederal match for non-benefit expenditures exceeding the
10 percent limit.

The federal Health Care Finance Administration (HCFA) has issued a letter to the
statesallowing them to delay submitting claimsfor non-benefit expendituresin excess
of the 10 percent limit to the subsequent fiscal year. HCFA hasverbally informed the
Department that states are allowed to draw the related federal share of these excess
expenditureswithout reporting either the excessexpendituresor related federal draws
onthe corresponding quarterly reportsto HCFA. Normally, statesarerequiredtofile
reports to the federa government based on actua expenditures made and actual
federal reimbursement received during the quarterly reporting period. The
Department isrequired to maintain areconciliation between theamountsreported and
the excess non-benefit expenditures and federal draws made. The reconciliation is
submitted to HCFA along with the federal quarterly report.

HCFA indicated to the auditors that this practice is being permitted to assist states
with funding program start-up costs for CHIP that may result in states exceeding the
10 percent limit. HCFA hasnot indicated verbally or inwriting how long it will allow
states to follow these procedures. HCFA's expectation is that as enrollments and
benefit expendituresincrease, therel ative share of non-benefit activity costswill drop
to the 10 percent level.

When HCFA discontinues this practice, the 10 percent limitation in federal law will
beenforced. Itisnot known what timeframeor flexibility, if any, HCFA might allow
the statesin order for them to achieve compliance or face a disallowance for federal
draws received related to non-benefit costs over the 10 percent limit. Asof June 30,
1999, the Department reports that it had received about $1.8 million in federal
matching fundsfor non-benefit expendituresin excessof the 10 percent limit. Intotal,
the Department had expended about $3.9 million on non-benefit activities, which
represented approximately 28.3 percent of total program expenditures reported to
HCFA since the program'’s inception.

Further, the Department itself has not been charging any share of its own indirect
coststo CHIP. Therefore, the actua level of non-benefit activity costsis higher than
the $3.9 million. The amount of indirect costs attributable to CHIP is not known
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because the Department does not have a federally approved cost allocation plan in
place that includes CHIP (see Recommendation No. 2.).

Federal Liability Should Be Recognized

Regardless of HCFA's decision at this time not to enforce the 10 percent limitation
on non-benefit activity costs relative to federal reimbursement, the Department's
related receipt of $1.8 million in federal fundsis not in compliance with federal law.
It is understandable that the Department is taking advantage of the opportunity to
provide additional funds to establish the Children's Basic Health Plan in Colorado
using CHIPfunds. However, the State should report this$1.8 millionin federal funds
asaliability onitsfinancial statements. The Department should consult withthe State
Controller's Office to determine the proper method to record this liability, and it
should adjust the amount quarterly as federa reports are filed.

In addition, program and accounting staff at the Department need to develop a
strategy for reducing non-benefit activity expenditures to the required level to avoid
a possible disallowance by the federal government. Finally, the Department should
report regularly to the General Assembly on the success of the Department's efforts
to reach the 10 percent limit and the status of the federa liability. The information
should beincluded in the quarterly report the Department isrequired to submit to the
Joint Budget Committee (JBC) on administrative costs, enrollment efforts, and
casel oads (HB98-1401, Footnote #51a; SB99-215, Footnote 63). We noted that the
Department included thisinformation in quarterly reportsto the JBC up through June
30, 1999. However, it discontinued these disclosures in reports dated October 1,
1999, and January 1, 2000. (CFDA No. 93.767—State Children’ s Health Insurance
Program—Matching, Level of Effort, Earmarking.

Auditor’s Addendum

Subsequent to our audit, thefederal Health Care Finance Administration notified
the Department that as of September 30, 2000, the State would be required to
comply with the 10 percent limit on qualifying non-benefit expenditures for the
purposes of receiving federal reimbursement. Thisisfurther indication that the
Stateshouldreportaliability for excessfederal reimbursementsfor CHIP andthat
theliability should be adjusted quarterly based on federal reporting periods. The
Department reports that as of December 31, 1999, it had received $1.9 million in
federal reimbursement for non-benefit expenditures in excess of the 10 percent
limit, or an increase of about $100,000 since June 30, 1999.

The Department's response below has been revised by Department staff to reflect
HCFA's decision to enforce the 10 percent limit.
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Recommendation No. 6:

The Department of Health Care Policy and Financing should recognize and work to
meet federal limitsfor non-benefit activity costsunder the Children'sHealth Insurance
Program (CHIP) by:

a. Recording a liability for federa reimbursement received related to
expenditures in excess of the 10 percent limit and updating this information
quarterly.

b. Developing a strategy to ensure non-benefit activity costs are appropriately
reduced.

c. Informingthe General Assembly on the status of reducing non-benefit activity
costsfor CHIPto therequired level under federal regulations and the amount
of therelated liability to the federal government as part of its quarterly report
to the Joint Budget Committee on administrative costs, enrollment, and
caseloads.

Department of Health Care Policy and Financing
Response:

a. Agree. The Department understands that we are in violation of the law;
however, thisviolation occurred with the prior permission and knowledge
of the local office of the federal administrating agency for the Children’s
Health Insurance Program (the federal Health Care Finance
Administration--HCFA). Up until February 1, 2000, we had no indication
from HCFA how long we would be able to operate in this manner.
Because therewas no “due date,” we were unabl e to estimate the amount
due and as such we did not feel it was appropriate to record a liability.
However, on February 1, 2000, we were informed by HCFA that as of
September 30, 2000, we will no longer be alowed to draw federal funds
for non-benefit expenditures in excess of the 10 percent federa
participation limit. We will record a liability by March 31, 2000, and
adjust it quarterly.

b. Agree. The Department is clearly aware of the federal government’s 10
percent participation limit for what they define as non-benefit activity
expenditures. It must be clearly understood that this limit only appliesto
theamount of administrative expendituresthat thefederal government will
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provide match for. Total administrative expenditures may exceed the 10
percent cap by using additional State funds or funds from other sources
without federal match.

The Department has been studying these non-benefit costs in an effort to
determinehow they can beappropriately and effectively minimized, regardless
of whether state or federal funds are used to pay the costs. The Children’s
Health Insurance Program (CHIP) is new, and it is very important to the
success of the program for costs defined as administrative to be adequate to
allow the program to achieve the goal of providing insurance to uninsured
children. For example, marketing and outreach costs are defined as
administrative costs by the federal government; if expenditures for outreach
programs for enrolling eligible children are insufficient, enrollments will not
meet program objectives, but these costs can and do drive a substantial
amount of administrative costs.

The Department and the CHIP Policy Board have actively addressed
marketing and outreach budgeting and strategies in the context of overall
program design, development, and budgeting. The Department’ s strategies
for controlling administrative costs is comprised of three parts.

1. Decreasing administrative costs per enrollee, as start-up and fixed costs
are distributed across an expanded number of enrollees.

2. Performance-based contracting for marketing and outreach, eligibility and
enrollment and related administrative functions, with increasing emphasis
on payment for attainment of measurable products and outcomes.

3. Spreading start-up costs across multiple years, including developing and
employing systems that will reduce operational costs over an extended
system life cycle.

Our budget proposal for Fiscal Year 00-01 is for no more than 10 percent
administrative expenditures. It isclearly our intent to begin living within this
10 percent administrative cap during that fiscal year. To determinetheimpact
of the plan, we will have to assess our status at the close of that fiscal year.
Implementation of this recommendation should occur by June 30, 2001.

c. Agree. The Department has been and intends to continue being
completely openwiththe General Assembly onthisissue. The Department
addressed theissue at avery detailed level in the June 30, 1999, quarterly
report to the Joint Budget Committee, which was required by Footnote
#51a of the Fiscal Year 1998-99 Long Bill. It istrue that this level of
detail was not repeated in the October 1999 or January 2000 reports.
(Thequarterly reporting requirement was continued in the Fiscal Y ear 99-
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00 Long Bill by Footnote #63.). The principal reason for thisdetail being
excluded was adifference of opinion between the Department and HCFA
as to what constitutes administrative expenditures in the program. This
disagreement caused some ambiguity asto the actual dollar amount of the
excess federal draws, and so the specifics were not included in the two
reports. However, the issue continued to be addressed in other forums.
The Department addressed the issue in both its Fiscal Year 99-00
supplemental budget request and its Fiscal Year 00-01 budget request.
Our discussions with the General Assembly will be ongoing.
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Department of Higher Education

| ntroduction

The Department of Higher Education was established under Section 24-1-114,
C.R.S,, andincludes all public education institutionsin the State. It also includesthe
Auraria Higher Education Center, the Colorado Commission on Higher Education,
the Colorado Council onthe Arts, the Colorado Student L oan Division, the Colorado
Historical Society, and the Division of Private Occupational Schools.

State publicinstitutions 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

University of Colorado at Colorado Springs
University of Colorado at Denver

Health 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

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

Trustees of the University of Northern Colorado
University of Northern Colorado

Trustees of 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 1999
State of Colorado College & University
FTE Student Enrollment by Governing Board
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Source:  Financial and compliance audit reports for the applicable governing boards
as of June 30, 1999.
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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 established on November 7, 1861, by Act of the
Territorial Government. Upon the admission of Colorado into the Unionin 1876, the
University was declared an institution of the State of Colorado, and the Board of
Regents was established under the State Constitution as its governing authority.

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

Internal Control Over Compliance Requirements Can Be
| mproved at the Health Sciences Center (UCHSC)

As part of our audit, we tested compliance with federal, state, and University
guidelines in accordance with Government Auditing Standards, Office of
Management and Budget Circular A-133, Audits of States, Local Governments and
Non-Profit Organizations, State Fiscal Rules, Statutes, and University policies. The
following are interna controls over compliance matters that need improvement:

Office of Grants and Contracts Purchase Review

The UCHSC policy for purchases with federal fundsis for the Office of Grants and
Contracts (OGC) to review and approve al purchases over $3,000. Thispolicy isin
place to ensure purchases are alowable in accordance with the grant agreement and
federal guidelines. The normal operating procedureisfor the requesting department
to obtain OGC approval prior to submission to the purchasing department. If the
purchasing department identifies a purchase order with restricted funds that has not
been previoudy approved by the OGC, purchasing is to forward the purchase order
back to that requesting department to obtain appropriate approvals. We noted in a
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sample of fifteen federally funded fixed assets purchases, two were not approved by
OGC in accordance with campus policy. These purchases were alowable under
federa guidelines and the grant agreement; however, there is an increased risk that
purchases may not be allowable if the OGC does not review the purchase. The
UCHSC should ensurethat departmentsand the new Consolidated Service Center are
aware of the University policy relating to federally funded purchases and ensure
appropriate approvals are obtained prior to disbursement of funds.

Federally Funded Fixed Asset Disposals

Office of Management and Budget Circular A-110, Uniform Administrative
Requirements for Grants and Agreements with Institutions of Higher Education,
Hospitals, and Other Non-Profit Organizations (the Circular), outlinesrequirements
related to equipment purchased with federal funds. The Circular states that:

“The recipient shall use the equipment in the project or program for which it was
acquired as long as needed, whether or not the project or program continues to
be supported by Federal funds and shall not encumber the property without
approval of the Federal awarding agency. When no longer needed for the original
project or program, the recipient shall use the equipment in connection with its
other federally-sponsored activities, inthefollowing order of priority: (i) activities
sponsored by the Federal awarding agency which funded theoriginal project, then
(i) activities sponsored by other Federal awarding agencies.”

The Circular further outlines requirements for the disposition of such equipment:

“When the recipient no longer needs the equipment, the equipment may be used
for other activities in accordance with the following standards. For equipment
with a current per unit fair market value of $5,000 or more, the recipient may
retain the equipment for other uses provided that compensation is made to the
original Federal awarding agency or its successor. The amount of compensation
shdll be computed by applying the percentage of Federal participation in the cost
of the origina project or program to the current fair market value of the
equipment. If the recipient has no need for the equipment, the recipient shall
request disposition instructions from the Federal awarding agency. The Federal
awarding agency shall determine whether the equipment can be used to meet the
agency’s requirements.  If no requirement exists within that agency, the
avalability of the equipment shall be reported to the General Services
Administration by the Federal awarding agency to determine whether a
requirement for the equipment exists in other Federal agencies. The Federa
awarding agency shall issueinstructionsto therecipient no later than 120 calendar
days after the recipient's request and the following procedures shall govern.”
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If an asset acquired with federal fundsis sold and proceeds are realized, the UCHSC
offersthe proportionate shareto the federal awarding agency. If the asset isnot sold,
the UCHSC does not contact the awarding agency and request disposition
instructionsin accordance with federal regulations. Asaresult, the UCHSC may be
inviolation of the Circular requirementsrel ating to equi pment dispositions. However,
our testwork did not note any instances of noncompliance.

The UCHSC should implement a process to identify disposals of federally-funded
assets with a current fair market value of $5,000 and ensure the sponsoring agency
is contacted for disposition instructions.

Recommendation No. 7:

The University of Colorado Health Sciences Center should ensure compliance with
federal and University regulations, policies and procedures concerning grants
purchases and disposition of federally-funded assets over $5,000.

University of Colorado Response:

Agree. New procedures are in place to ensure compliance.

State Historical Society

The State Historical Society, founded in 1879, is an educational institution of the
State and acts as trustee for the State in collecting, exhibiting, and interpreting
collections and properties of state historical significance. The Society maintains
museums and historical sites throughout Colorado and provides assistance to local
and regiona historical societies and museums. The Society also distributes funding
to gaming cities and administers a statewide grant program for historic preservation.
The Society operates on a budget of $19.9 million with 106.1 full-time-equivalent
staff (FTE). The following graph shows the Society’s source of funds for its Fiscal
Y ear 1999 operating budget.
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Colorado Historical Society
Fiscal Year 1999 Operating Budget by Fund
(In Millions)

Federal Grants

$0.7
Private Gifts & Grants

$0.5

Museums

$1.8
General Funds

$2.2

Source: Joint Budget Committee Fiscal Y ear 1999 Appropriations
Report.

State Historical Fund

The State Historical Fund (SHF) was established in 1990 with a constitutional
amendment legalizing gamblingin Central City, Black Hawk, and Cripple Creek. The
amendment allocates 28 percent of the revenue generated from gaming to the State
Historical Fund. Of the amount allocated to the State Historical Fund, 20 percent is
returned to the gaming cities for historic preservation projects. The remaining 80
percent of the fund is used to provide grants for preservation projects in all other
areas of the State.

Background

Part of the goal of the State Historical Fund is to emphasize local participation and
responsbility in the preservation of Colorado’s resources. The Society provides
grantsand financia incentivesto organizationsand individuals. Toreceiveagrant, an
individual or organization submits an application to the State Historical Fund. The
applications are reviewed twice a year. The Fund informs the applicants of the
outcome of their requests aswell as continues to monitor the projectsthat it chooses
to fund. One typical example of a project is enhancements to restore a historical
building to its original state.



Report of The Colorado State Auditor 49

Documentation is Lacking to Support Monitoring
Decisions

The State Historical Fund does not maintain adequate documentation to support the
degree to which it monitors projects. There are many aspects that need to be
considered when determining the level of monitoring needed. Some of the factors
creating variability to decisionsare previousexperience with theapplicant, knowledge
of the contractors to be hired by the applicant, the dollar amount of the project, and
the nature of the project. Although contact with the applicants is well documented,
the reasons as described above for the chosen level of monitoring are not
substantiated. In our review of 25 files we could not determine the rationale used to
determinethe number and extent of sitevisitsperformed. Consequently, we could not
determine whether an appropriate number of site visits were performed and whether
the same basic factors were considered by the different staff members responsible to
oversee the projects.

Staff indicated that the level of documentation maintained in the file is largely
dependent upon the individua staff involved and that there are no written
requirements or policies regarding documentation. A written policy requiring
documentation of key risk factors would help provide assurance that al relevant
factors were considered. Such a policy would also help to ensure that projects with
amilar levels of risk received comparable levels of monitoring when overseen by
different persons.

Recommendation No. 8:

The State Historical Fund should develop astandard list of key criteriathat should be
documented for each historical preservation project and that supports the level of
monitoring to occur.

State Historical Fund Response;

Agree. A list of key criteria has been developed, and incorporated into a
report form that is reviewed and signed by SHF staff before their initial
contact with each grant recipient. If conditions change as the project is
carried out, anew review formiscompleted. Thisform hasbeenin usesince
July of 1999.
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Wefound the following problemswith the Grand Junction Regional Center'srevenue
compilation and recording process:

C Regional Center staff do not periodically reconcile revenue infor mation
calculated by thethreeinformation systemsto information recorded on
COFRS. Staff indicated that revenue information compiled from the three
systems and adjustment information provided by various sources is entered
onto COFRS throughout the year. However, staff do not on a monthly or
yearly basis perform acomparison of revenue cal culated using approved rates
and appropriate adjustments to revenue reported on COFRS for the same
period. We noted that total revenue reported on spreadsheets prepared by
Regiona Center staff was $687,051 lessthan that reported on COFRSfor the
fiscal year.

C Regional Center staff do not use an automated system for tracking
patient charges and resulting revenue and receipts. We found that
Regional Center staff use various manual methods for tracking this
information. For example, staff track accounts receivable activity using a
manual ledger.

During our Fiscal Year 1996 audit we noted weaknesses in the revenue compilation
and recording processes used at two Department facilities: the Colorado Mental
Health Institute at Ft. Logan and the Colorado Mental Health Institute at Pueblo.
While the Department appears to have implemented an effective revenue
reconciliation process at the two Institutes, our review indicates a need for such a
process at the Grand Junction Regional Center.

Reconciliation procedures provide a means for an entity to identify errors and make
appropriate correctionsto itsfinancia information. In addition, reconciliations may
aso enable an entity to identify possible inappropriate entries related to
misappropriated funds. If adequate reconciliation procedures are not in place, there
is greater risk of errors and irregularities going undetected. Since we have noted
revenue-control weaknesses at different Department entities at different times, our
audit indicatesthat areconciliation policy needsto beimplemented Department-wide.

The Department should further automate its revenue compilation and receivable
recording processes. As noted earlier, Regional Center staff manualy track some
patient information. We believe the Department should discontinue its manual
processes. Thiswill ensure that information is managed more efficiently and with a
smaller risk of inaccuracy than with manual methods.
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By ingtituting improved methods for tracking and compiling patient financial
information, the Department can ensure that its financial data are properly recorded
and that reports provided internally are accurate for decision-making purposes.

Recommendation No. 9:

The Department of Human Services should implement a clear and consistent
methodol ogy for accumulating, recording, and reporting revenuewithin all divisions.
This should include:

a. Developing and instituting adequate monthly and year-end reconciliation
procedures that contain al necessary financial information for revenue.

b. Utilizing an automated method for tracking patient charges, revenue, and
payments at all appropriate agencies within the Department.

Department of Human Services Response:

a. Agree. The Division of Accounting will implement a procedure for al
three regional centers to complete a reconciliation process.

b. Agree. TheDivision of Accounting will utilize an automated method for
tracking patient charges, revenue, and payments.

Further Improve Controls Over
Manually Calculated Payroll
Transactions

As a part of the Department's payroll process, adjustments are made to employees
pay due to particular circumstances, such as deductions for leave taken without pay
or additions for excess hours worked. These types of adjustments are calculated
manually outside of the automated payroll system by payroll staff.

During our Fiscal Year 1999 audit we reviewed a sample of three payroll reports
prepared by payroll staff at different agencies within the Department. During this
review we noted oneinstancein which an employeewasoverpaid for additional hours
worked. The employee was owed $87.50 for these additional hours. In one month,
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staff made a manual adjustment and incorrectly paid the employee $525, which was
$437.50 more than the employee was owed. In the following month, payroll staff
then attempted to correct this error and made a second manual adjustment and
deducted $350 from the employee'spay. After thisadjustment, theemployeewasstill
overpaid by $87.50. Staff then corrected the error with a final adjustment and
deducted $87.50 from the employee's pay in a subsequent month.

This is not the first time we have noted problems with the Department's payroll
process. During our Fiscal Y ear 1996 audit we noted that the Department needed to
strengthen itspoliciesand proceduresfor nonroutinepayroll transactions, or manually
calculated payroll transactions. In response to our recommendation the Department
agreed that the payroll supervisor or another payroll technician would review and
initial the calculations for all nonroutine payroll adjustments.

Although the Department implemented policies and procedures for the review of
nonroutine payroll transactions, the procedures are clearly not adequate because they
do not include the bulk of manual adjustments made. The Department defined
nonroutine transactions as those adjustments that payroll technicians do not make
frequently. Department payroll staff report that they manually calculate 45-70 payroll
adjustments each month, on average, depending onthe agency. Of these adjustments,
staff indicatethat they consider fewer than 10 percent asnonroutine. Theinstancewe
noted was not reviewed for accuracy, since the type of adjustment is made frequently
and, therefore, is not considered nonroutine by the Department's definition.

We believe that all manually calculated payroll adjustments should be subject to
review due to the higher risk of errors with this type of transaction. A secondary
review process will reduce the risk of not detecting errors.

Recommendation No. 10:

The Department of Human Services should require supervisory or secondary review
of al manually calculated payroll transactions.

Department of Human Services Response:

Agree. The Division of Accounting will require a review of al manualy
calculated payroll adjustments before the next payroll processing.
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Complete Annual Performance
Evaluations

Employee performance evauations are an important part of the personnel system
because they allow supervisors to identify and communicate job expectations to
employees. As part of our audit work we reviewed personnel files for various
attributes including whether employees have a current performance evaluation. Five
of the twelve files we reviewed, or 42 percent, did not contain a current written
performance evaluation for theemployee. Four of these employees evaluationswere
oneto two years past due, while thefifth employee did not have an evaluation for any
of the past five years.

State statutes and personnel rules require employees to be evaluated once a year.
Thisevaluation isto be used asafactor in compensation, promotions, and demotions.
Colorado Revised Statutes also state that supervisors who do not evaluate their
subordinate employees at least once annually shall be suspended from work without
pay for a period of not less than one work week. In addition, personnel rules state
that supervisorsareto be evaluated on their performance management and evaluation
of employees.

Thisis not the first time we have raised concerns regarding the Department's failure
to evauate its employees. We identified instances of noncompliance in both our
Fiscal Year 1998 audit of the Department's Child Care Licensing Division and our
Fiscal Year 1996 audit of the Department's Office of Human Resources. Our audits
indicatethat the Department hasnot fully implemented aninternal, centralized process
for monitoring and enforcing the completion of performance evaluations. Thus, itis
difficult to monitor supervisors and hold them accountable for noncompliance.

Compliance with the employee evauation requirements is increasingly important as
the Department implementsthenew Col orado Peak Performance system. Thissystem
will allow management to provide monetary rewards to employees based on their
performance. Lack of compliancewith the performance eval uation requirements may
resultin employeegrievancesand potential lawsuits, since some employeeswould not
be receiving consideration for these potential rewards. Conversdly, if staff are not
informed of unsatisfactory performance, the quality of service the State provides
could be lacking.
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Recommendation No. 11;

The Department of Human Services should improve controls over the personnel
process by:

a

Implementing a monitoring process for management's use to ensure that
employee performance eval uationsare completed annually in accordancewith
state regulations.

Enforcing disciplinary actionsagainst supervisorswho do not compl eteannual
performance evaluations.

Department of Human Services Response:

a. Agree. The Colorado Department of Human Services (CDHS) agrees
with this audit recommendation. In 1998, the CDHS Office of Human
Resources developed an automated employee planning and evaluation
database (CPP Tracking System) in anticipation of our implementation of
Colorado Peak Performance. The program was implemented in 1999.
The automated planning and evaluation database made it possible for the
Department to track and document the Fiscal Year 1999 annua
evaluations of our 5,000 plus classified employee workforce. Webelieve
we are in compliance with this audit recommendation.

b. Agree. The CDHSOffice of Human Resourceshas utilized the automated
employee planning and evauation database to generate lists of non-
complying CDHS supervisorsand/or ratersand distributethoseliststothe
appropriate authorities. In addition to the notification of delinquencies,
appointing authorities were sent a template corrective action with
instructionsto issue corrective and/or disciplinary actions as appropriate.
As of November 1999, completed copies of corrective actions for non-
complying supervisorgraters had been received in the Office of Human
Resources. CDHS has implemented this recommendation and will
continue to comply with this requirement.




