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EXECUTIVE SUMMARY

SUMMARY OF INDEPENDENT AUDITOR’S REPORT ON FINANCIAL STATEMENTS

The State of Florida’s basic financial statements, as of and for the fiscal year ended June 30, 2010, were fairly
presented in all material respects, in accordance with accounting principles generally accepted in the United
States. Our report is included in the Florida Comprehensive Annual Financial Report for fiscal year ended
June 30, 2010, issued by the Chief Financial Officer.

SUMMARY OF INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF THE FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Internal Control Over Financial Reporting

We noted the following matters involving the internal control over financial reporting and its operation to be
significant deficiencies:

» The Agency for Health Care Administration did not record a receivable and defetred revenue to
represent its claim on Federal financial resources related to incurred but not reported (IBNR)
Medicaid claims liabilities. (Finding No. FS 10-001)

» For receivable and related financial statement accounts, we found that the Agency for Health Care
Administration did not properly accrue revenues in accordance with generally accepted accounting
principles. (Finding No. FS 10-002)

» The Department of Financial Services made an error in estimating the portion of escheat collections
received that is expected to be reclaimed and paid. This error lead to overstated assets and
deductions in the Unclaimed Property Trust Fund and understated liabilities and revenues in the
Public Education fund. (Finding No. FS 10-003)

» For accounts payable and related accounts, the Agency for Health Care Administration did not
follow established fiscal year-end procedures to accrue expenditure amounts in accordance with
generally accepted accounting principles. (Finding No. FS 10-004)

» For accounts payable and accrued liability accounts, the Agency for Workforce Innovation did not
correctly record amounts due related to benefit payments. Additionally, the Agency for Workforce
Innovation did not properly record a receivable to represent its claim on Federal financial resources
for the payment of the Federally-funded portion of unemployment benefit payments. (Finding No.
FS 10-005)

» The Department of Financial Setvices, Statewide Financial Reporting Section did not record all
financial statement transactions for the State Treasury External Investment Trust Fund. (Finding
No. FS 10-006)

We consider the significant deficiencies described above relating to finding Nos. FS 10-001 through FS
10-006 to be material weaknesses.

We noted additional matters that were reported to management but that we did not consider to be
significant deficiencies or material weaknesses.

» For accounts payable and accrued liabilities, the Department of Environmental Protection did not
accrue expenditures in accordance with generally accepted accounting principles. (Finding No. FS
10-007)

» The Departments of Management Services and Corrections did not properly record the assets and
liabilities resulting from the issuance of certificates of participation. Although responsible for the
resulting debt, the Department of Management Services did not record any entries in its records
related to the issuance of the certificates of participation. (Finding No. FS 10-008)
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» The Department of Financial Services did not have sufficient procedures or did not completely
follow established procedures to ensure that adjustments made to the financial statements had the
intended results and that a reserve account was propetrly established. (Finding No. FS 10-009)

» The Department of Financial Services did not adequately review the data presented on the Schedule
of Expenditures of Federal Awards (SEFA) and Notes to the SEFA to ensure accuracy and
completeness. (Finding No. FS 10-010)

» The Department of Children and Family Services did not follow written procedures related to the
steps required to complete the Schedule of Expenditures of Federal Awards. (Finding No. FS
10-011)

Compliance

The results of our audit of the State’s basic financial statements disclosed no instances of noncompliance
that are required to be reported by Government Auditing Standards.

SUMMARY OF INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE
WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM
AND ON INTERNAL CONTROL OVER COMPLIANCE
IN ACCORDANCE WITH OMB CIRCULAR A-133

State agencies, universities, colleges, and community colleges administered approximately 650 Federal
awards programs or program clusters during the 2009-10 fiscal year. Expenditures for the 38 major
programs totaled $39.4 billion, or approximately 98 percent of the total expenditures of $40.4 billion, as
reported on the supplementary Schedule of Expenditures of Federal Awards.

Compliance requirements for major programs are identified pursuant to the OMB Circular A-133
Compliance Supplement. Types of compliance requirements include: Activities Allowed or Unallowed;
Allowable Costs/Cost Principles; Cash Management; Davis-Bacon Act; Eligibility; Equipment and Real
Property Management; Matching, Level of Effort, Earmarking; Period of Availability of Federal Awards;
Procurement and Suspension and Debarment; Program Income; Real Property Acquisition/Relocation
Assistance; Reporting; Subrecipient Monitoring; and Special Tests and Provisions.

Compliance

The State of Florida complied, in all material respects, with the compliance requirements applicable to each
of its major Federal awards programs, except as described in the following instances, which resulted in
opinion qualifications:

» The Department of Environmental Protection did not provide for and submit an annual audit
required by grant agreements for the Capitalization Grants for Drinking Water State Revolving
Funds. (Finding No. FA 10-015)

» The Department of Education did not meet maintenance of effort requitements for the Special
Education Cluster or the State Fiscal Stabilization Fund - Education State Grants, Recovery Act.
(Finding Nos. FA 10-026 and FA 10-034)

» The Department of Education was continuing to negotiate an agreement on its time distribution
system and, as a result, the Department did not maintain appropriate records to support salaries and
benefits charged to the Vocational Rehabilitation Cluster. (Finding No. FA 10-029)

» The Department of Children and Family Services did not timely impose child support sanctions on
clients who were receiving benefits under the TANF (Temporary Assistance for Needy Families)
Cluster. (Finding No. FA 10-042)

» The Department of Revenue did not timely establish support obligations or commence proceedings
to establish support obligations and, if necessary, paternity. Additionally, for interstate cases, the
Department of Revenue did not provide required child support services within specified time
frames. (Finding Nos. FA 10-044 and FA 10-045)

i
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» The Department of Children and Family Services did not document, in a significant number of
instances, the eligibility of clients to receive benefits under the Medicaid Cluster. Additionally, data
exchange processes were not timely performed. (Finding No. FA 10-064)

» Agency for Health Care Administration procedures did not reasonably ensure that cutrent provider
agreements were in effect for Medicaid providers receiving payments. (Finding No. FA 10-067)

» The Department of Children and Family Services did not meet maintenance of effort requirements
for the Block Grants for Community Mental Health Services and the Block Grants for the Prevention
and Treatment of Substance Abuse Programs. (Finding Nos. FA 10-071 and FA 10-072)

» The Division of Emergency Management’s final inspections and project closeout procedures did not
provide an adequate and timely accounting of eligible costs for completed large projects.
Additionally, Division of Emergency Management records were inaccurate and incomplete.
(Finding No. FA 10-079)

The results of our audit also disclosed other instances of noncompliance pertaining to programs
administered by various State agencies, universities, colleges, and community colleges as described in the
SCHEDULE OF FINDINGS AND QUESTIONED COSTS. Some of the instances of noncompliance

resulted in questioned costs subject to disallowance by the grantor agency.

Internal Control Over Compliance

We noted numerous matters at various State agencies, universities, colleges, and community colleges
involving internal control over compliance and its operation that we considered to be significant
deficiencies.  Significant deficiencies are described in the SCHEDULE OF FINDINGS AND
QUESTIONED COSTS and pertained to several compliance requirements. The following significant
deficiencies were considered material weaknesses:

» The Department of Health did not always maintain records to support salaries and benefits charged
to the Public Health Emergency Preparedness Program. Additionally, various methodologies used
by county health departments to allocate salaries resulted in overcharges to the Program. (Finding
No. FA 10-039)

» The instances described in the previous paragraphs on compliance for Vocational Rehabilitation
Cluster (Finding No. FA 10-029); Child Support Enforcement (Finding Nos. FA 10-044 and FA
10-045); Medicaid Cluster (Finding Nos. 10-064 and FA 10-067); Block Grants for Community Mental
Health Services (Finding No. FA 10-071); Block Grants for the Prevention and Treatment of
Substance Abuse (Finding No. FA 10-072); and Disaster Grants - Public Assistance (Presidentially
Declared Disasters) (Finding No. FA 10-079) also involved material weaknesses in internal control.

SUMMARY OF INDEPENDENT AUDITOR’S REPORT
ON SUPPLEMENTARY INFORMATION

The State’s supplementary Schedule of Expenditures of Federal Awards (SEFA) is presented for purposes of
additional analysis as required by OMB Circular A-133 and is not a required part of the State’s basic
financial statements. The State’s SEFA does not include the State’s blended component units, Workforce
Florida, Inc., and Scripps Florida Funding Corporation; discretely presented component units of the State’s
universities, colleges, and community colleges; or discretely presented component units other than the
State’s universities, colleges, and community colleges. Information on the SEFA is fairly stated, in all
material respects, in relation to the basic financial statements taken as a whole.

AMERICAN RECOVERY AND REINVESTMENT ACT OF 2009 (ARRA)

During the 2009-10 fiscal year, the State of Florida received and expended over $8.2 billion in Federal
funding provided pursuant to the ARRA. The United States Congress mandated additional reporting and
transparency requirements to be met by recipients of ARRA funds, and the Federal Single Audit has been
identified as one of the tools that will be used to measure the degree of stewardship and accountability
provided by the states for moneys provided under ARRA. Expenditures of ARRA funds are separately
identified on the supplementary Schedule of Expenditures of Federal Awards. Programs that included

il
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ARRA funds, and for which findings are disclosed in the SCHEDULE OF FINDINGS AND
QUESTIONED COSTS, are distinctively identified in the INDEX OF FINDINGS BY FEDERAL AGENCY AND
COMPLIANCE REQUIREMENT.

SCOPE

As a condition of receiving Federal funds, the U.S. Office of Management and Budget (OMB) requires, as
described in OMB Circular A-133, an audit of the State’s financial statements and major Federal awards
programs. Pursuant to Section 11.45, Florida Statutes, we conducted an audit of the basic financial
statements of the State of Florida as of and for the fiscal year ended June 30, 2010. We also subjected
supplementary information contained in the State’s Comprehensive Annual Financial Report and the State’s
Schedule of Expenditures of Federal Awards to auditing procedures applied in our audit of the basic
financial statements. Additionally, we audited the State’s compliance with governing requirements for the

Federal awards programs or program clusters that we identified as major programs for the fiscal year ended
June 30, 2010.

OBJECTIVES
The objectives of our audit were:

» The expression of opinions concerning whether the State’s basic financial statements were presented
fairly, in all material respects, in accordance with accounting principles generally accepted in the
United States.

» The expression of an opinion concerning whether the State’s Schedule of Expenditures of Federal
Awards is presented fairly, in all material respects, in relation to the State’s basic financial
statements taken as a whole.

» To obtain an understanding of the internal control over compliance for each major Federal program,
assess the control risk, and perform tests of controls, unless the controls were deemed to be
ineffective.

» The exptession of opinions concerning whether the State complied, in all material respects, with
laws, regulations, and the provisions of contracts or grant agreements that may have a direct and
material effect applicable to each of the major Federal programs.

METHODOLOGY

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America, applicable standards contained in Government Auditing Standards issued by the Comptroller
General of the United States, and OMB Circular A-133.

v
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AUDITOR GENERAL
STATE OF FLORIDA

G74 Claude Pepper Building
111 West Madison Street PHONE: 850-488-5534

DAvID W. MARTIN, CPA K
AUDITOR GENERAL Tallahassee, Florida 32399-1450 FAX: 850-488-6975

The President of the Senate, the Speaker of the
House of Representatives, and the
Legislative Auditing Committee

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN
AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS

We have audited the financial statements of the governmental activities, the business-type activities, the aggregate
discretely presented component units, each major fund, and the aggregate remaining fund information of the State of
Florida as of and for the fiscal year ended June 30, 2010, which collectively comprise the State of Florida’s basic
financial statements and have issued out report thereon dated February 28, 2011. Our report includes a reference to
other auditors, the State’s reporting of certain bond issues previously reported by universities, the reporting of an
additional external investment pool, and disclosure of issues with respect to the measurement of the Retiree Health
Insurance Subsidy Program’s actuarial accrued liability and unfunded actuarial accrued liability. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the
United States. Other auditors audited the financial statements of the Prepaid College Program, Florida Turnpike
Fund, Hurricane Catastrophe Fund, College Savings Plan, and the trust funds maintained by the State Board of
Administration to account for the investments of the Florida Retirement System and the Public Employee Optional
Retirement Program, certain discretely presented component units, and the Legislature, as described in our report on
the State of Florida’s financial statements. This report does not include the results of the other auditors’ testing of
internal control over financial reporting or compliance and other matters that are reported on separately by those

auditors.
Internal Control Over Financial Reporting

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

control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in the preceding

paragraph and was not designed to identify all deficiencies in internal control over financial reporting that might be
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significant deficiencies or material weaknesses and therefore, there can be no assurance that all deficiencies, significant
deficiencies, or material weaknesses have been identified. However, as discussed in the FINANCIAL STATEMENT
FINDINGS section of the accompanying SCHEDULE OF FINDINGS AND QUESTIONED COSTS, we identified

certain deficiencies in internal control over financial reporting that we consider to be material weaknesses.

A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect misstatements on a
timely basis. A material weakness is a deficiency, or combination of deficiencies, in internal control such that there is
a reasonable possibility that a material misstatement of the entity’s financial statements will not be prevented, or
detected and corrected on a timely basis. We consider the deficiencies described in finding Nos. FS 10-001 through
FS 10-006 in the FINANCIAL STATEMENT FINDINGS section of the accompanying SCHEDULE OF
FINDINGS AND QUESTIONED COSTS to be material weaknesses.

Compliance and Other Matters

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

We also noted five additional matters involving the State’s internal control over financial reporting that we reported to
management as finding Nos. FS 10-007 through FS 10-011 in the FINANCIAL STATEMENT FINDINGS section of
the accompanying SCHEDULE OF FINDINGS AND QUESTIONED COSTS.

State agency responses to each of the findings identified in our audit are included in the SCHEDULE OF FINDINGS
AND QUESTIONED COSTS. We did not audit these responses and, accordingly, we express no opinion on them.

Pursuant to Section 11.45(4), Florida Statutes, this report is a public record and its distribution is not limited.
Auditing standards generally accepted in the United States of America require us to indicate that this report is
intended solely for the information and use of the Legislative Auditing Committee, members of the Florida Senate
and the Florida House of Representatives, Federal and other granting agencies, the Executive Office of the Governor,
and applicable management and is not intended to be used and should not be used by anyone other than these

specified parties.

Respectfully submitted,

JLC &) e

David W. Martin, CPA
February 28, 2011
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AUDITOR GENERAL
STATE OF FLORIDA

G74 Claude Pepper Building

DAvID W. MARTIN, CPA 111 West Madison Street PHONE: 850-488-5534

Fax: 850-488-6975
AUDITOR GENERAL Tallahassee, Florida 32399-1450 .

The President of the Senate, the Speaker of the
House of Representatives, and the
Legislative Auditing Committee

INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE WITH REQUIREMENTS THAT
COULD HAVE A DIRECT AND MATERIAL EFFECT ON EACH MAJOR PROGRAM AND ON
INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

Compliance

We have audited the State of Florida’s compliance with the types of compliance requirements described in the United
States Office of Management and Budget (OMB) Circular A-133 Compliance Supplement that could have a direct and
material effect on each of the State of Florida’s major Federal programs for the fiscal year ended June 30, 2010. The
State of Florida’s major Federal programs are identified in the SUMMARY OF AUDITOR’S RESULTS section of the
accompanying SCHEDULE OF FINDINGS AND QUESTIONED COSTS. Compliance with the requirements
of laws, regulations, contracts, and grants applicable to each of its major Federal programs is the responsibility of the
State of Florida’s management. Our responsibility is to express an opinion on the State of Florida’s compliance based

on our audit.

The State of Florida’s basic financial statements include the operations of component units that received Federal
awards during the fiscal year ended June 30, 2010, that are not included in the State’s supplementary Schedule of
Expenditures of Federal Awards. Our audit of Federal awards, as described below, did not include the operations of
the blended component units, Workforce Florida, Inc., and Scripps Florida Funding Corporation, or discretely
presented component units of the State agencies, universities, and community colleges. As applicable, Federal awards
administered by these component units are the subjects of audits completed by other auditors. Our audit, as

described below, also did not include the operations of the Legislature.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United States
of America; the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States; and OMB Circular A-133. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance with the
types of compliance requirements referred to above that could have a direct and material effect on a major Federal
program occurred. An audit includes examining, on a test basis, evidence about the State of Florida’s compliance with
those requirements and performing such other procedures as we considered necessary in the circumstances. We
believe that our audit provides a reasonable basis for our opinion. Our audit does not provide a legal determination

of the State of Florida’s compliance with those requitements.
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As described in the accompanying SCHEDULE OF FINDINGS AND QUESTIONED COSTS, the State of
Florida did not comply with the requirements listed below for the Federal programs listed below. Compliance with

such requitements is necessary, in our opinion, for the State of Florida to comply with the requirements applicable to

the respective Program.

Finding Major Program Types of Compliance Requirements Not
No. Complied With
FA 10-

015 Capitalization Grants for Drinking Water State Reporting
Revolving Funds (CFDA No. 66.468)

026 Special Education Cluster (CFDA Nos. 84.027, Matching, Level of Effort, Earmarking
84.173, 84.391, and 84.392)

029 Vocational Rehabilitation Cluster (CFDA Nos. Allowable Costs/Cost Principles
84.126 and 84.390)

034 State Fiscal Stabilization Fund (SFSF) — Matching, Level of Effort, Earmarking
Education State Grants, Recovery Act (CFDA
No. 84.394)

042 TANF (Temporary Assistance for Needy Special Tests and Provisions - Child Support
Families) Cluster (CFDA Nos. 93.558, 93.714, Non-Cooperation
and 93.710)

044 Child Support Enforcement (CFDA No. Special Tests and Provisions — Establishment
93.563) of Paternity and Support Obligations

045 Child Support Enforcement (CFDA No. Special Tests and Provisions — Provision of
93.563) Child Support Services for Interstate Cases

064 Medicaid Cluster (CFDA Nos. 93.775, 96.776, Eligibility
93.777, and 93.778)

067 Medicaid Cluster (CFDA Nos. 93.775, 96.770, Special Tests and Provisions — Provider
93.777, and 93.778) Eligibility

071 Block Grants for Community Mental Health Matching, Level of Effort, Earmarking
Services (CFDA No. 93.958)

072 Block Grants for Prevention and Treatment of Matching, Level of Effort, Earmarking
Substance Abuse (CFDA No. 93.959)

079 Disaster Grants — Public Assistance Special Tests and Provisions — Project
(Presidentially Declared Disasters) (CFDA No. Accounting
97.030)

In our opinion, except for the noncompliance described in the preceding paragraph, the State of Florida complied, in
all material respects, with the compliance requirements referred to above that could have a direct and material effect
on each of its major Federal programs for the fiscal year ended June 30, 2010. The results of our auditing procedures
also disclosed other instances of noncompliance with those requirements, which are required to be reported in
accordance with OMB Circular A-133 and which are described in the accompanying SCHEDULE OF FINDINGS
AND QUESTIONED COSTS as finding Nos. FA 10-:

002 006 through 008 010 and 011 013
017 through 020 023 025 028
033 039 through 041 047 through 049 052
054 and 055 058 060 through 062 065 and 066
069 and 070 078 080 through 083 085 through 088

091 through 112
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Internal Control Over Compliance

Management of the State of Florida is responsible for establishing and maintaining effective internal control over
compliance with the requirements of laws, regulations, contracts, and grants applicable to Federal programs. In
planning and performing our audit, we considered the State of Florida’s internal control over compliance with the
requitements that could have a ditect and material effect on a major Federal program to determine auditing
procedures for the purpose of expressing our opinion on compliance and to test and report on internal control over
compliance in accordance with OMB Circular A-133, but not for the purpose of expressing an opinion on the
effectiveness of internal control over compliance. Accordingly, we do not express an opinion on the effectiveness of

the State of Florida’s internal control over compliance.

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

deficiencies that we consider to be significant deficiencies.

A deficiency in internal control over compliance exists when the design or operation of a control over compliance does not
allow management or employees, in the normal course of performing their assigned functions, to prevent, or detect
and correct, noncompliance with a type of compliance requirement of a Federal program on a timely basis. A waterial
weakness in internal control over compliance is a deficiency, or combination of deficiencies, in internal control over
compliance, such that there is reasonable possibility that material noncompliance with a type of compliance
requirement of a Federal program will not be prevented, or detected and corrected, on a timely basis. We consider
the deficiencies in internal control over compliance described in the following finding Nos. of the accompanying
SCHEDULE OF FINDINGS AND QUESTIONED COSTS to be material weaknesses.

Finding No. Major Program Compliance Requirement
FA 10-
029 Rehabilitation Services — Vocational Rehabilitation Allowable Costs/Cost Principles
Grants to States (CFDA Nos. 84.126 and 84.390)
039 Public Health Emergency Preparedness (CFDA Activities Allowed or Unallowed and
No. 93.069) Allowable Costs/Cost Principles
044 Child Support Enforcement (CFDA No. 93.563) Special Tests and Provisions —
Establishment of Paternity and Support
Obligations
045 Child Support Enforcement (CFDA No. 93.563) Special Tests and Provisions — Provision
of Child Support Services for Interstate
Cases
064 Medicaid Cluster (CFDA Nos. 93.775, 96.776, Eligibility
93.777, and 93.778)
067 Medicaid Cluster (CFDA Nos. 93.775, 96.770, Special Tests and Provisions — Provider
93.777, and 93.778) Eligibility
071 Block Grants for Community Mental Health Matching, Level of Effort, Earmarking
Services (CFDA No. 93.958)
072 Block Grants for Prevention and Treatment of Matching, Level of Effort, Earmarking
Substance Abuse (CFDA No. 93.959)
079 Disaster Grants — Public Assistance (Presidentially Special Tests and Provisions — Project

Declared Disasters) (CFDA No. 97.030)

Accounting
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A significant deficiency in internal control over compliance is a deficiency, or combination of deficiencies, in internal control
over compliance with a type of compliance requirement of a Federal program that is less severe than a material
weakness in internal control over compliance, yet important enough to merit attention by those charged with

governance. We consider the deficiencies in internal control over compliance described in the following finding Nos.
of the accompanying SCHEDULE OF FINDINGS AND QUESTIONED COSTS to be significant deficiencies:

003 through 010 012 through 014 017 through 019 022
024 and 025 027 030 and 031 033
035 through 038 040 043 046
048 through 050 053 through 056 058 and 059 062 and 063
068 through 070 074 076 078
080 082 through 088 091 094
098 and 099 102 and 103 106 through 112

The State agencies’, universities’, colleges’, and community colleges’ responses to the findings identified in our audit
are described in the accompanying SCHEDULE OF FINDINGS AND QUESTIONED COSTS. We did not

audit these responses and, accordingly, we express no opinion on the responses.

Pursuant to Section 11.45(4), Florida Statutes, this report is a public record and its distribution is not limited.
Auditing standards generally accepted in the United States of America require us to indicate that this report is
intended for the information and use of the Legislative Auditing Committee, members of the Florida Senate and the
Florida House of Representatives, the Executive Office of the Governor, applicable management, Workforce Florida,
Inc., and Federal awarding agencies and pass-through entities, and is not intended to be and should not be used by

anyone other than these specified parties.

Respectfully submitted,

JLC &) A

David W. Martin, CPA
March 11, 2011
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AUDITOR GENERAL
STATE OF FLORIDA

G74 Claude Pepper Building

DAvID W. MARTIN, CPA 111 West Madison Street PHONE: 850-488-5534

Fax: 850-488-6975
AUDITOR GENERAL Tallahassee, Florida 32399-1450 .

The President of the Senate, the Speaker of the
House of Representatives, and the
Legislative Auditing Committee

INDEPENDENT AUDITOR’S REPORT ON
SUPPLEMENTARY INFORMATION

Schedule of Expenditures of Federal Awards

We have audited the financial statements of the governmental activities, the business-type activities, the aggregate
discretely presented component units, each major fund, and the aggregate remaining fund information of the State of
Florida as of and for the year ended June 30, 2010, and have issued our Independent Auditor’s Report thereon dated
February 28, 2011. Our report includes a reference to other auditors, the State’s reporting of certain bond issues
previously reported by universities, the reporting of an additional external investment pool, and disclosure of issues
with respect to the measurement of the Retiree Health Insurance Subsidy Program’s actuarial accrued liability and
unfunded actuarial accrued liability. Our audit was performed for the purpose of forming opinions on the financial

statements that collectively comprise the State of Florida’s basic financial statements.

The accompanying SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS is the responsibility of
management and was derived from, and relates directly to, the underlying accounting and other records used to
prepare the financial statements. The SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS is
presented for purposes of additional analysis as required by OMB Circular A-133 and is not a required part of the
basic financial statements. Such information has been subjected to the auditing procedutes applied in the audit of the
basic financial statements and certain additional procedures, including comparing and reconciling such information
directly to the undetlying accounting and other records used to prepare the financial statements or to the financial
statements themselves, and other additional procedures in accordance with auditing standards generally accepted in
the United States of America. The SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS, in our

opinion, is fairly stated, in all material respects, in relation to the basic financial statements taken as a whole.

Respectfully submitted,

JLC &) e

David W. Martin, CPA
February 28, 2011
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS

SUMMARY OF AUDIT RESULTS

Financial Statements

Type of auditor's report issued:
Unqualified on all opinion units

Internal control over financial reporting:
Material weakness identified? Yes

Significant deficiencies identified that are not considered
to be material weaknesses? Yes

Noncompliance material to financial statements noted? No

Federal Awards
Internal control over major programs:

Material weaknesses identified? Yes

Significant deficiencies identified that are not considered
to be material weaknesses? Yes

Type of report the auditor issued on compliance for major programs:
Unqgualified for all major programs, except for the following programs
which were qualified:

Capitalization Grants for Drinking Water State Revolving
Funds (66.468)

Special Education Cluster (84.027, 84.173, 84.391, and 84.392)

Rehabilitation Services — Vocational Rehabilitation Grants to
States (84.126 and 84.390)

State Fiscal Stabilization Fund (SFSF) — Education State Grants,
Recovery Act (84.394)

TANF (Temporary Assistance for Needy Families) Cluster
(93.558, 93.714, and 93.716)

Child Support Enforcement (93.563)

Medicaid Cluster (93.775, 93.776, 93.777, and 93.778)

Block Grants for Prevention and Treatment of Substance
Abuse (93.959)

Disaster Grants — Public Assistance (Presidentially Declared
Disasters) (97.036)

Any audit findings disclosed that are required to be reported

in accordance with Section .510(a) of OMB Circular A-133? Yes

Dollar threshold used to distinguish between
Type A and Type B programs: $60,662,918

Auditee qualified as low-risk auditee? No
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LISTING OF MAJOR PROGRAMS
F1scAL YEAR ENDED JUNE 30, 2010

Name of Federal Program or Cluster (1)

SNAP Cluster (3)
Child Nutrition Cluster

Special Supplemental Nutrition Program for Women, Infants, and Children

Child and Adult Care Food Program
CDBG - State Administered Small Cities Program Cluster (3)

Recovery Act - Edward Byrne Memorial Justice Assistance Grant (JAG)

Program/Grants to States and Territories (3)
Employment Service Cluster (3)
Unemployment Insurance (3)
WIA (Workforce Investment Act) Cluster (3)
Highway Planning and Construction Cluster (3)
Capitalization Grants for Clean Water State Revolving Funds (3)

Capitalization Grants for Drinking Water State Revolving Funds (3)

Weatherization Assistance for Low-Income Persons (3)
Title I, Part A Cluster (3)

Special Education Cluster (3)

Federal Family Education Loans - Guarantee Agency
Career and Technical Education - Basic Grants to States
Vocational Rehabilitation Cluster (3)

Improving Teacher Quality State Grants

State Fiscal Stabilization Fund Cluster (3)

Public Health Emergency Preparedness

Immunization Cluster (3)

TANF Cluster (3)

Child Support Enforcement (3)

Refugee and Entrant Assistance - State Administered Programs
Low-Income Home Energy Assistance

CCDF (Child Care Development Fund) Cluster (3)
Foster Care - Title IV-E (3)

Adoption Assistance (3)

Children's Health Insurance Program

Medicaid Cluster (3)

HIV Care Formula Grants

Block Grants for Prevention and Treatment of Substance Abuse
Disability Insurance/SSI Cluster

Homeland Security Cluster

Disaster Grants - Public Assistance (Presidentially Declared Disasters)

Hazard Mitigation Grant

Student Financial Assistance Cluster (including CFDA No. 84.032 Lenders) (3)

Research and Development Cluster (3)

Total

CFDA Number(s)

Total
Expenditures

10.551 & 10.561

10.5583, 10.555, 10.556, & 10.559

10.557
10.558
14.228, 14.255

16.803

17.207, 17.801, & 17.804
17.225, 17.245, & 97.034
17.258, 17.259, & 17.260
20.205, 20.219

66.458

66.468

81.042

84.010 & 84.389

84.027,84.173, 84.391, & 84.392

84.032

84.048

84.126 & 84.390
84.367

84.394 & 84.397
93.069

93.268 & 93.712
93.558 & 93.714
93.563

93.566

93.568

93.575, 93.596, & 93.713
93.658

93.659

93.767

93.775, 93.777, & 93.778
93.917

93.959

96.001

97.004 & 97.067
97.036

97.039

()

@

$ 4,241,379,471
806,532,037
352,669,480
153,387,835
53,629,007

28,163,548
60,665,561
7,800,486,729
209,883,962
1,745,243,876
78,047,383
57,194,072
27,152,703
818,817,398
897,233,396

707,749,653 (2)

63,337,691
128,770,032
129,010,941

1,371,756,821
131,341,401
207,612,449
480,371,074
235,795,464

87,238,471

86,586,303
429,563,197
199,318,076

83,160,857
331,096,184

12,252,702,942
142,857,731

98,953,359
121,921,551

61,431,251
303,331,622

70,492,548

3,760,429,432
678,081,149

$39,493,396,657

Notes: (1) The Schedule of Expenditures of Federal Awards identifies the programs included within the respective clusters.

(2) The amount shown includes the value of loans guaranteed during the 2009-10 fiscal year totaling $504,218,734. See the
Schedule of Expenditures of Federal Awards, Note 2, for a description of the determination of the value of loans guaranteed.

(3) These programs include ARRA funds expended during the 2009-10 fiscal year.
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FINANCIAL STATEMENTS FINDINGS

Our audit of the State of Florida’s basic financial statements for the fiscal year ended June 30, 2010, disclosed certain
matters that we communicated in the INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN
AUDIT OF BASIC FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS. These findings are categorized in accordance with auditing
standards generally accepted in the United States of America and the standards applicable to financial audits contained
in Government Audjting Standards issued by the Comptroller General of the United States. Those standards require that
findings be categorized in a manner that discloses their significance. The categorizations established and defined by

the standards are as follows:

A deficiency in internal control exists when the design or operation of a control does not allow management or employees,
in the normal course of performing their assigned functions, to prevent or detect misstatements on a timely basis. A
material weakness is a deficiency, or a combination of deficiencies, in internal control such that there is a reasonable
possibility that a material misstatement of the financial statements will not be prevented, or detected and corrected on

a timely basis.

A significant deficiency is a deficiency or a combination of deficiencies in internal control that is less severe than a

material weakness, yet important enough to merit attention by those charged with governance.

Our audit also disclosed additional matters, which are issues that, in the auditor’s opinion, should be reported, but which

do not clearly fit in any of the above-noted designations.

11
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Finding Number
Opinion Unit
Financial Statements
Account Title(s)
SW Fund Number
State Agency
OLO-GF-SF-FID
GL Code(s)
Adjustment Amount
Prior Year Finding

Finding

Criteria

Condition

Cause

Effect

Recommendation

State Agency Response and
Corrective Action Plan

Estimated Corrective
Action Date

Agency Contact and
Telephone Number

MATERIAL WEAKNESS
NET RECEIVABLES

FS 10-001
Governmental Fund: Health and Family Services
Net Receivables and Deferred Revenues

202400

Florida Agency for Health Care Administration (FAHCA)
680000-20-2-474001

164, 389

$320,112,216

Report No. 2010-165, Finding No. FS 09-001

As previously reported, the FAHCA, Bureau of Finance and Accounting (Bureau),
did not record a receivable and deferred revenue to represent its claim on
Federal financial resources related to the incurred but not reported (IBNR)
Medicaid claims liabilities.

Unmatured long-term indebtedness, including IBNR Medicaid claims liabilities,
should be reported as long-term liabilities in the government-wide financial
statements, and a receivable and deferred revenue should be recorded in the
governmental fund financial statements to represent the State’s claim on Federal
resources that will be used to finance the Federal portion of expenses related to
the IBNR amounts.

The Bureau recorded the long-term liability for IBNR Medicaid claims for the
fiscal year ending June 30, 2010; however, the Bureau had not recorded the
receivable and deferred revenue equal to the amounts due from Federal
resources.

Although the Bureau had fiscal year close-out procedures to record the
receivable and deferred revenue representing the Federal resources due related
to the IBNR amounts, the Bureau inadvertently omitted the entry.

Prior to audit adjustments, net receivables and deferred revenues in the
governmental fund financial statements were understated by approximately $320
million.

We again recommend that the Bureau follow established procedures to record
net receivables and deferred revenue in recognition of the State’s claim on
Federal resources related to the IBNR Medicaid claims.

We concur with the recommendation. Management will more closely review the
checklist for completion. Additionally, a review meeting is being added to the
procedures to review and discuss each item on the checklist.

07/01/2011

Paula Shirley
(850) 412-3820
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Finding Number
Opinion Unit
Financial Statements
Account Title(s)
SW Fund Number
State Agency
OLO-GF-SF-FID
GL Code(s)
Adjustment Amount

Finding

Criteria

Condition

Cause

Effect

Recommendation

State Agency Response and
Corrective Action Plan

Estimated Corrective
Action Date

Agency Contact and
Telephone Number

MATERIAL WEAKNESS
NET RECEIVABLES

FS 10-002

Governmental Fund; Health and Family Services Fund

Receivables, net; Grants and donations revenue, Due from Federal government,
and Human services expenditures

202400

Florida Agency for Health Care Administration (FAHCA)
680000-20-2-339094

151, 159, 164, 614, 711

$80,225,234, $3,264,453, $76,960,780, $52,056,272

FAHCA did not record all drug rebate receivables at fiscal year end.

Generally accepted accounting principles require that all receivables,
representing amounts uncollected at year-end, for which the agency has a legal
claim, be reported in the financial statements.

The FAHCA Bureau of Finance and Accounting (Bureau) had established
procedures to record receivables related to drug rebates based on a vendor
report, which included calculations based on information received from the U.S.
Department of Health and Human Services (USDHHS). Procedures required
that the drug rebate receivables be initially recorded as refund revenues, and
during the financial statement preparation process, the revenues were to be
reclassified as a reduction in Medicaid expenditures, with a corresponding
reduction in Federal receivables and revenue.

Recently-enacted Federal health care legislation resulted in the establishment of
new rebate terms; however, the USDHHS was not able to provide states with the
updated rebate rates as of fiscal year-end, and instead provided rates which
were set at zero. Accordingly, the report provided to the Bureau by the vendor
was calculated using rates of zero for the period of time affected by the rate
changes. The Bureau recorded the amount reported on the erroneous vendor
report without performing additional analytical procedures to determine whether
the amount appeared reasonable.

The Bureau’s procedures were to record rebates receivable based on the
vendor’'s report, but did not include analytical procedures to independently
determine whether the amount recorded was reasonable based on historical
rebate amounts.

Before audit adjustment, Receivables were understated by $80,225,234, the
Allowance for uncollectable accounts was understated by $3,264,453, Human
services expenditures were overstated by $76,960,780, and Due from Federal
government and Grants and donations revenue were understated by the Federal
share of $52,056,272.

We recommend the Bureau enhance procedures to include the use of analytical
procedures to investigate significant fluctuations in the amount of rebate
receivables reported by the vendor at year-end.

We concur with the recommendation. Staff will apply the use of analytics in the
review process and management will meet with staff to discuss the analytical
procedures that were used.

07/01/2011

Paula Shirley
(850) 412-3820
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Finding Number

Opinion Units
Financial Statements
Account Title(s)

SW Fund Number
State Agency
OLO-GF-SF-FID

GL Code(s)
Adjustment Amount

Finding

Criteria

Condition

Cause
Effect

Recommendation

State Agency Response and
Corrective Action Plan

Estimated Corrective
Action Date

Agency Contact and
Telephone Number

MATERIAL WEAKNESS

ADVANCES TO AND FROM OTHER FUNDS

FS 10-003

Other Aggregate Fund: Private Purpose Fund, Public Education

Advances to/from other funds; Fines, forfeits, settlements, and judgments;
Payments to unclaimed property claimants; and Distributions to State School
Fund

719999, 200200

Florida Department of Financial Services (FDFS)

Various

25100, 45100, 61600, 78920, 78921

$196,564,323, $127,848,187, $68,716,136

FDFS’ Advance to other funds account within the Unclaimed Property Trust Fund
(Fund) was significantly understated by $196,564,323 due to an inadvertent error
in calculating an estimate of the amount yet-to-be reclaimed by and paid to
unclaimed property claimants (future claim payments). Correspondingly,
Department of Education’s (FDOE) Advance from other funds account was
understated by the same amount.

Generally accepted accounting principles require that a portion of the escheat
collections received be set aside to represent the best estimate of amounts
ultimately expected to be reclaimed and paid.

The FDFS Bureau of Unclaimed Property had established a methodology to
estimate the amount of escheat collections that would be reclaimed and paid.
The methodology was documented in a worksheet which included amounts
collected, claims paid, and an estimate of the amounts that would be reclaimed.
FDFS communicated to FDOE the necessary adjustment information to allow
FDOE to record the appropriate entries.

Our audit disclosed a worksheet formula error that resulted in misstatements.

Prior to audit adjustment, the FDFS Advance to other funds account was
understated by $196,564,323, the Payments to unclaimed property claimants
account was overstated by $127,848,187, and the Distributions to state school
fund account was overstated by $68,716,136. Also, the FDOE State School
Fund's Advance from other funds account was understated by $196,564,323,
and the Fines, forfeits, settlements, and judgments account was overstated by
the same amount.

We recommend that the Bureau enhance its procedures over estimating future
claim payments to unclaimed property claimants to ensure that the amounts are
fairly reported.

Concur. The procedures for the Bureau of Unclaimed Property and the Bureau
of Financial and Support Services will be enhanced to ensure that amounts for
estimating future claim payments are fairly reported.

June 30, 2011

Teresa Weeks
Bureau of Unclaimed Property
(850) 413-5623

Asheema Vemuri
Bureau of Financial and Support Services
(850) 413-3890
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Finding Number
Opinion Unit
Financial Statements
Account Title(s)
SW Fund Number
State Agency
OLO-GF-SF-FID
GL Code(s)
Adjustment Amount

Finding

Criteria

Condition

Cause

Effect

Recommendation

MATERIAL WEAKNESS

ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

FS 10-004

Governmental Funds: General Fund and Health and Family Services Fund
Accounts payable and accrued liabilities, Expenditures, Due from Federal
government, and Grants and donations

100000 and 202400

Florida Agency for Health Care Administration (FAHCA)
680000-10-1-000298, 680000-20-2-339094, and 680000-20-2-474001
164, 311, 614, 711

$261,305,607, $73,876,636, $129,087,314

The FAHCA Bureau of Finance and Accounting (Bureau) did not follow
established fiscal year-end procedures to record adjustments to accounts
payable and expenditure balances which caused material overstatements in the
General Fund and the Health and Family Services Fund. Additionally, the Due
from Federal government and Grants and donations accounts were also
overstated by the amount related to Federal programs of $129,087,314.

Generally accepted accounting principles require the reporting of accounts
payable and expenditures at fiscal year-end for goods and services received, but
for which payment has not been made. In addition, a corresponding receivable
(Due from Federal government) and revenue (Grants and donations) should be
recorded for the portion of the accrued expenditures that will be funded through
Federal resources.

The majority of the accounts payable recorded by FAHCA relate to Medicaid
claims for services provided by June 30, but that have not yet been submitted by
providers. Since the exact amount of claims that will be submitted by providers is
not known at fiscal year-end, the Bureau must use an estimate. For these
Medicaid claims, the Bureau established fiscal year-end procedures to record the
remaining balance of appropriated funds initially as accrued accounts payables
and expenditures. Subsequently, procedures required that, after considering
disbursements made during the 90 days after fiscal year-end, an additional
adjustment be made to both accounts to reflect the actual expenditures, with a
corresponding adjustment to Due from Federal government and Grants and
donations related to the Federal share of expenditures.

We noted that for the fiscal year ending June 30, 2010, the Bureau did not follow
established fiscal year-end procedures to record adjustments to accounts
payable and expenditure balances to reflect actual expenditures made or
adjustments to the receivable and revenue amounts related to the Federal share
of actual expenditures.

Prior to audit adjustment, accounts payable and accrued liabilities and
expenditure accounts for the General Fund and the Health and Family Services
Fund were overstated by $261,305,607 and $202,963,950, respectively. Due
from Federal government and Grants and donations accounts were also
overstated by the amount related to Federal programs of $129,087,314.
Additionally, FAHCA overstated expenditures for the Medical Assistance
Program (CFDA No. 93.778) and the Children’'s Health Insurance Program
(CFDA No. 93.767) by $138,516,413 and $6,448,781, respectively, on the
Schedule of Expenditures of Federal Awards.

We recommend that the Bureau revise its procedures for recording Medicaid
accounts payable and the related accounts (expenditures, Federal receivables,
and Federal revenue) at year-end. The estimating methodology chosen by the
Bureau should allow for a materially accurate amount to be recorded at year-end.

15
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State Agency Response and
Corrective Action Plan

Estimated Corrective
Action Date

Agency Contact and
Telephone Number

For example, the estimate could be based on historical amounts adjusted for
factors such as changes in Medicaid enrollment.

Due to the need to carry forward the budget for Medicaid payments for services
provided on or before June 30" and the uncertainty of the totals amount of claims
that may be filed, the unexpended budget is established as a payable. The
payables and related Federal receivables are adjusted after the final certified
forward payment. This final step was overlooked for the FY 09-10 financial
statements, but the task has been added to the checklist. We will investigate the
feasibility of another methodology for estimating the payables.

07/01/2011

Paula Shirley
(850) 412-3820

16



MARCH 2011

REPORT NoO. 2011-167

MATERIAL WEAKNESS

ACCOUNTS PAYABLE, DUE FROM FEDERAL GOVERNMENT AND REVENUES

Finding Number

Opinion Unit

Financial Statements
Account Title(s)

SW Fund Number
State Agency
OLO-GF-SF-FID

GL Code(s)
Adjustment Amount

Finding

Criteria

Condition

Cause

Effect

FS 10-005

Proprietary Fund: Unemployment Compensation

Accounts payable and accrued liabilities and Benefit payments; Due from
Federal government; and Grants and donations revenues

507501

Florida Agency for Workforce Innovation (FAWI)
750000-50-2-765002

311, 779, 164, 683

$114,762,237

FAWI's accounts payable and accrued liabilities account was misstated due to
deficiencies in the procedures used to estimate and record the accrued balances
related to extended unemployment compensation benefit payments that are
funded through the receipt of Federal grants.

In accordance with accounting principles generally accepted in the United States
(GAAP), proprietary fund financial statements are presented using a full accrual
basis of accounting. GAAP requires accounts payable to be recognized and
reported when expenses have been incurred, but not yet paid. When applicable,
a corresponding receivable and revenue amount should be recorded for any
portion of the accrued expenses that is to be funded through future receipts of
Federal grants.

A portion of FAWI accounts (benefits) payable for financial statement purposes
included extended unemployment compensation payment amounts funded
through Federal resources. Our audit disclosed that FAWI's methodology, used
to estimate these payable amounts, did not consider all necessary factors
contributing to the expense incurred and the amounts payable as of June 30,
2010. As a result, before audit adjustment, various accounts on the financial
statements were materially understated. FAWI's methodology included
multiplying an average number of unemployment claims per week by the
average-weekly benefit amount in June 2010. However, FAWI's methodology
did not take into account the Federal Unemployment Compensation Extension
Act enacted July 22, 2010, retroactively extended the benefits from the period of
June 6, 2010, through December 31, 2010. Before the Act, the allowable period
of time to qualify was set to expire on June 5, 2010. The newly enacted
extension caused a significant increase in the receipt of claims, many of which
retroactively applied to June 2010. Absent consideration of these claims and the
impact on the June time period, FAWI's methodology understated the expenses
incurred and the accounts payable for these unemployment compensation
benefits, as well as the related receivable and revenue amounts.

FAWI's fiscal year-end closing procedures related to accounts payable and
accrued liabilities and receivables did not include guidance on how to estimate
accrual amounts for incurred but unpaid extended unemployment compensation
benefit payment amounts at year end that were to be funded with Federal
resources.

Prior to audit adjustments, the amounts reported for accounts payable and
accrued liabilities and benefit payments expense were understated by
$114,762,237 (CFDA No. 17.225). The Due from Federal government account
and the corresponding Grants and donations revenue account were also
understated by the same amount.
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Recommendation

State Agency Response and
Corrective Action Plan

Estimated Corrective
Action Date

Agency Contact and
Telephone Number

We recommend that for the extended benefit payments funded by certain
Federal grants, FAWI enhance its fiscal year-end closing procedures to include
adequate guidance to estimate and record the expenses incurred, accounts
payable and accrued liabilities and the corresponding amounts due from the
Federal government.

FAWI is revising fiscal year-end closing procedures to include adequate
guidance to estimate and record the expenses incurred, accounts payable and
accrued liabilities and the corresponding amounts due from the Federal
government. In addition, the Year-End Activity Calendar will be updated to
reflect new procedural steps where applicable.

Enhanced procedures include the following:

¢ Planned mid-June contact with key UC program staff to anticipate and identify
any legislative action or program changes that could have a significant effect
on the amount of benefits liabilities as of fiscal year-end June 30. This
information will be considered in calculating the year-end accrual and entries
will be reviewed with the FAWI Controller for adequacy.

e Compensable Weeks reports to be run monthly through October (for
September data). The year-end accrual will be estimated by incorporating
current payment trends along with the July report data, since it is the only
report available prior to the Agency’s closing date. August and September
reports will be reviewed for activity pertaining to fiscal year-end June 30, and
accruals can be adjusted accordingly.

February 28, 2011

Wayne Summerlin
(850) 245-7348
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MATERIAL WEAKNESS

STATE TREASURY EXTERNAL INVESTMENT TRUST FUND

Finding Number

Opinion Unit

Financial Statements
Account Title

SW Fund Number

State Agency

OLO-GF-SF-FID

GL Code(s)

Adjustment Amount

Finding

Criteria

Condition

Cause

Effect

Recommendation

State Agency Response and
Corrective Action Plan

FS 10-006

Other Aggregate Funds: Investment Trust Funds

Adjustments to increase (decrease) beginning net assets; Deposits; Interest
income; Withdrawals; Administrative expense

769999

Florida Department of Financial Services (FDFS)

430000-76-7-768844

53200, 66603, 68600, 76600, 77293

Various

All financial statement transactions associated with the State Treasurer’s activity
of a separate external investment pool were not reported in the related Combining
Statement of Changes in Fiduciary Net Assets.

GASB Caodification Section 150.117 states governmental entities that sponsor one
or more external investment pools should report the external portion of each pool
as a separate investment trust fund (a fiduciary fund) using the accrual basis of
accounting. The external portion of an investment pool is the portion that belongs
to legally separate entities that are not part of the sponsoring government’s
financial reporting entity.

In accordance with statutory authority, the Division of Treasury (Division) invested
cash received from legally separate entities which were not part of the State’s
financial reporting entity. Prior to fiscal year 2009-10, these investments were
reported with other investments of the State’s financial reporting entity due to the
small amounts administered. During the fiscal year, the Division received
amounts from legally separate entities which at fiscal year-end, exceeded eight
percent of total Treasury holdings. This material increase in the percentage of
holdings from legally separate entities required that the related balances and
transactions be reported separately as an external investment trust fund. In
recognition of this requirement, the Division provided the CFO Statewide Financial
Reporting Section (SFRS) financial information necessary to report the balances
and transactions in a separate external investment trust fund. Upon receiving the
financial information from the Division, the SFRS created a separate external
investment trust fund to record and report the balances. However, all related
transactions and balances were not identified and recorded.

When preparing the adjustments necessary to report the external investment pool
balances and transactions, SFRS did not identify all transactional activity related
to the external investment pool's fiscal year activity. As a result, the Combining
Statement of Changes in Fiduciary Net Assets did not, prior to audit adjustment,
reflect the appropriate account balances.

Prior to audit adjustment, the following account balances were overstated:
Adjustment to increase (decrease) beginning net assets $957,307,549; and the
following account balances were understated: Deposits $2,485,635,522; Interest
income $27,800,191; Withdrawals $1,554,761,156; and Administrative expense
$1,367,007.

We recommend that SFRS enhance its fiscal year-end reporting procedures to
ensure that all financial transactions related to external investment pool activities
are accurately and completely reported in the State’s financial statements.

Concur. SFRS procedures will be enhanced to ensure that financial transactions
related to external investment pool activities are accurately and completely
reported in the State's financial statements.

19



MARCH 2011

REPORT NoO. 2011-167

Estimated Corrective
Action Date

Agency Contact and
Telephone Number

June 30, 2011

Paul Reynolds, Financial Administrator

Bureau of Accounting

(850) 413-5687
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Finding Number
Opinion Unit
Financial Statements
Account Title(s)
SW Fund Number
State Agency
OLO-GF-SF-FID
GL Code(s)
Adjustment Amount

Finding

Criteria

Condition

Cause

Effect

Recommendation

State Agency Response and
Corrective Action Plan

ADDITIONAL MATTERS

ACCOUNTS PAYABLE AND EXPENDITURES

FS 10-007
Governmental Fund: Environment, Recreation, and Conservation Fund
Accounts payable and accrued liabilities, Expenditures

202600

Florida Department of Environmental Protection (FDEP)
370000-20-2-339074, 370000-20-2-506002

311, 711

$2,841,314

FDEP’s accounts payable and accrued liabilities were misstated due to
deficiencies in the procedures employed to identify and record payables as of
fiscal year-end.

Accounting principles generally accepted in the United States require the
reporting of accounts payable and related expenditures at fiscal year-end for
goods and services received, but for which payment has not been made.

Our audit disclosed two instances in which FDEP did not record payables for
goods and services received as of fiscal year-end. Specifically, the FDEP
contracted for and received services from an engineering firm for installation and
inspection of booms as a consequence of the Deep Water Horizon Oil Spill. An
invoice was received for services provided from June 3 through July 20, 2010,
but FDEP did not record the portion of the payable and the expenditure for
services received as of June 30. The portion that pertained to the 2009-10 fiscal
year was $1,831,125. In another instance, the FDEP received water
management services from a contractor for the month of June 2010 relating to
the Mulberry Phosphogypsum Stack System, but failed to record the payable and
expenditure of $1,010,189.

FDEP procedures for determining accounts payable included a review of all
transactions over a million dollars that were paid after June 30. This review was
performed; however, the procedures did not detect and result in the recording of
all payables in excess of a million dollars that were incurred but not paid as of
fiscal year-end.

Prior to audit adjustment, the amounts reported for accounts payable and
accrued liabilities and expenditures were understated by $2,841,314 in the
Environment, Recreation, and Conservation Fund. This amount represented 5.5
percent of the amount reported as accounts payable and accrued liabilities
before adjustment.

We recommend that FDEP enhance its procedures to detect and record all
payables and related expenditures in excess of a million dollars that were
incurred but not paid as of fiscal year-end.

We concur with this recommendation. Disbursements to Water Management
Districts (WMD's) over $1 million that were paid after June 30, 2010, were
reviewed and payables were recorded for fiscal year 2009-2010. However,
disbursements to entities other than WMD's were inadvertently overlooked. The
Bureau of Finance and Accounting's written fiscal year end procedures for
identifying payables as of June 30 have been enhanced to specify review of all
disbursements over $1 million made July through October, including but not
limited to, disbursements to WMD's. This review has also been clarified in the
Bureau's fiscal year end task checklist.
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Bureau of Finance and Accounting written procedures and fiscal year end task
checklist were updated in February 2011 and enhanced procedures will be
implemented during fiscal year 2010-2011 year end closing.

Lynda Watson, Chief of Finance and Accounting
(850) 245-2420
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ADDITIONAL MATTERS
CERTIFICATES OF PARTICIPATION

FS 10-008
Other Aggregate Funds: Nonmajor Governmental Fund, Internal Service Fund
Long-term liabilities - Due within one year, Long-term liabilities — Due in more
than one year, Certificates of participation payable, and other related accounts
900000, 800000, 201800, 607201
Florida Department of Management Services (FDMS)

Florida Department of Corrections (FDOC)
7200000-60-2-495001, 700000-30-2-339063, 700000-80-9-000001,
700000-90-9-90009
387, 487, 372, 462, and other related accounts
$11,620,000, $325,365,000, and other various amounts

Amounts related to the issuance of FDMS, Florida Correctional Finance
Corporation, Certificates of Participation, Series 2009B and 2009C (COPs), were
incorrectly recorded.

Assets and liabilities resulting from the issuance of certificates of participation
(debt) should be recorded in the fund and by the agency responsible for paying
the debt. According to the bond documents, the debt should have been reported
by FDMS in the Internal Service Fund, as FDMS is identified as the agency
responsible for servicing the debt.

Our audit disclosed that various accounting entries for the issuance of the COPs
were recorded by FDOC within the Nonmajor Governmental Funds and in the
Governmental Activities financial statements. FDMS did not record any entries in
its records related to the issuance of the COPs.

FDMS and FDOC communicated with each other and made efforts to determine
how to record the COPs; however, contrary to the requirements contained in the
bond documents, FDMS and FDOC determined that the COPs were debt of
FDOC. The bond documents provide that FDMS is the lessee pursuant to the
master lease agreement. Furthermore, the documents state FDMS will provide
for the acquisition, construction, financing, and operation of the projects with the
FDOC as sublessee.

Prior to audit inquiry, the Certificates of participation payable and various other
related accounts in the Internal Service Fund were understated.
Correspondingly, related accounts in the Nonmajor Governmental Fund were
overstated. Additionally, in the notes to the financial statements, specifically
Note 10 — Changes in Long-Term Liabilities, the COPs were reported as
installment purchases/capital leases rather than certificates of participation
payable.

We recommend that in future debt issuances of this nature, FDMS and FDOC
record the appropriate accounting entries in accordance with the applicable bond
documents.

Florida Department of Management Services

We concur with the Auditor General's recommendation. FDMS will continue to
work with FDOC to ensure accounting entries are recorded according to the
applicable bond documents.

June 30, 2011

Mitchell E. Clark
(850) 487-9888
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Florida Department of Corrections

State Agency Response and We concur with the finding, the appropriate accounting entries have been
Corrective Action Plan processed.

Estimated Corrective November 23, 2010
Action Date

Agency Contact and Lemuel Toro
Telephone Number (850) 410-3602
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ADDITIONAL MATTERS
SFRS COMPILATION PROCEDURES

FS 10-009

General Fund, Health and Family Services Fund, Other Aggregate Fund:
Nonmajor Governmental Fund, and Internal Service Fund

Due from and to state funds within department, Transfers in and out within
department, Net assets: invested in capital assets, net of related debt, Other
reserves, and Unrestricted net assets

100000, 202400, 209999, 609999

Florida Department of Financial Services (FDFS)

Various

162, 352, 657, 757, 536, 538, 539, 549

$61,774,110, $373,474,405, $626,723,830

Compilation procedures performed by the CFO Statewide Financial Reporting
Section (SFRS) did not ensure, in all instances, that interfund transfers were
properly adjusted, that all agency adjustments were identified prior to entering
SFRS adjustments, and that fund balance reserves were properly reflected.

SFRS procedures require that adjustments be made where needed to eliminate
duplicate reporting. This would include adjusting the accounts representing
transfers in and out, due from’s, and due to’'s among the various agencies such
that any duplicate reporting is eliminated. In addition, SFRS procedures require
that all agency adjustments are to be identified and considered prior to making
SFRS adjustments in order to avoid duplicate posting of adjustments.

Generally accepted accounting principles require reporting, as reserved, the
portion of fund balance that is legally segregated for a specific use or not
available for expenditure because the underlying asset is not a financial resource
available for current appropriation or expenditure. In addition, SFRS procedures
establish fund balance reserves for any underlying assets not available for
expenditure or appropriation, and also require fund balance reserves for deferred
charges or any other required reserve to be reported as Other reserves.

We noted instances in which amounts were recorded in error and in which SFRS
compilation procedures were not updated to correctly report the reserved fund
balances. The errors and omissions described below were corrected through
SFRS posting of audit adjustments.

» SFRS erroneously recorded adjustments totaling $61,774,110 to accounts
related to the Health and Family Services Fund. The adjustments should
have been recorded in accounts related to Nonmajor Governmental Fund
accounts.

» SFRS made adjusting entries to two internal service fund net asset accounts
to correct the balance in the Invested in capital assets, net of related debt
account. However, adjusting entries were submitted by the Florida
Department of Management Services (FDMS) to correctly reflect the balance
in the account. The SFRS posted both entries which overstated the Invested
in capital assets, net of related debt account and understated the
Unrestricted net asset account.

» The Lawton Chiles Endowment Fund (LCEF) was established to provide a
perpetual source of enhanced funding for, among other things, State
children’s health programs, and biomedical research activities related to
tobacco use. During the fiscal year ended June 30, 2009, a permanent fund
designation was removed and the LCEF's accounts were moved to the
General Fund, with its net resources recorded as a reserve. We noted that
the balance of $626,723,830 in the LCEF as of June 30, 2010, was initially
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recorded as Unreserved fund balance in the General Fund, although the net
resources remain reserved for specific purposes.

SFRS procedures were not sufficient or completely followed in some instances.

» Agency staff submitted two adjusting entries to move amounts between
budget entities within the Nonmajor Governmental Fund. SFRS review
procedures failed to recognize that the two entries were related to budget
entries within the same fund type, and created offsetting entries to the Health
and Family Services Fund instead of rejecting the adjustments.

» Contrary to procedures, the SFRS posted an adjustment causing an
overstatement without considering all agency adjustments previously
submitted.

» Subsequent to the change in the reporting of the LCEF, SFRS procedures
were not updated to ensure LCEF net resources are reported as Other
reserves.

Prior to audit adjustment, due from and to state funds within department and
transfers in and out within department were overstated in both the Health and
Family Services and the Nonmajor Governmental Funds by $61,774,110.
Additionally, the Invested in capital assets, net of related debt account was
overstated and the Unrestricted net asset account within the Internal Service
Fund was understated by $373,474,405.

Also, prior to audit adjustment, the General Fund’s Unreserved fund balance was
overstated and the General Fund’s Other reserves account was understated by
$626,723,830.

We recommend that SFRS enhance its compilation procedures to ensure that
due from and to state funds and transfers in and out within departments are
appropriately identified and adjusted, and that all agency adjustments are
identified and considered prior to posting SFRS adjustments. Additionally, we
recommend that SFRS enhance its compilation procedures to ensure that the
LCEF’s net resources are reported in the financial statements as Other reserves.

Concur. SFRS procedures will be enhanced to ensure that due from and to state
funds and transfers in and out within departments are appropriately identified and
adjusted, and that agency adjustments are identified and considered prior to
posting SFRS adjustments. Additionally, SFRS procedures will be enhanced to
ensure that the LCEF's net resources are properly reported in the financial
statements.

June 30, 2011

Paul Reynolds, Financial Administrator
Bureau of Accounting
(850) 413-5687
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ADDITIONAL MATTERS

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FS 10-010
Florida Department of Financial Services (FDFS)

FDFS did not adequately review the data presented on the Schedule of
Expenditures of Federal Awards (SEFA) and in the Notes to the SEFA to ensure
accuracy and completeness.

OMB Circular A-133 §___ .310(b), requires the auditee to prepare a SEFA for the
period covered by the auditee’s financial statements. The SEFA shall provide
total Federal awards expended for each individual Federal program, include
notes that describe the significant accounting policies used in preparing the
schedule, and identify the total amount provided to subrecipients from each
Federal program.

OMB Circular A-133 Compliance Supplement, Part 4 — Agency Program
Requirements, provides that the States should include a statement as a note to
the SEFA disclosing the portion of the Supplemental Nutrition Assistance
Program Cluster (SNAP) received from ARRA and regularly appropriated funds.

OMB Circular A-133 Compliance Supplement, Part 5 — Clusters of Programs,
provides that ARRA funds for the Federal Work-Study Program (CFDA 84.033)
are being accounted for within the Federal government, but disbursements to
auditees have been made without a separate identification of the ARRA portions.
Consequently, it is not possible for auditees to separately report in their SEFAs
ARRA expenditures based on accounting records for the Program.

FDFS compiled the State’s SEFA from information provided by State agencies,
universities, and colleges. Federal award expenditures reported on the 2009-10
fiscal year SEFA totaled approximately $36 billion. As part of its compilation
procedures, FDFS performed analytics, data validations, and reviews to help
ensure the accuracy and completeness of the data provided by the State
agencies, universities, and colleges. However, FDFS’' procedures were not
sufficient to detect material errors and omissions in the amounts provided.
Specifically:

» FDFS omitted from the SEFA expenditures totaling approximately $6.8
million reported by one State agency and one university.

> For some programs, comparisons of current to prior year amounts were not
made. Had they been made the following errors would have been subject to
detection:

e The Florida Department of Children and Family Services (FDCFS)
understated amounts reported as Subgranted to State of Florida Entities
by $443,653,604. As part of its review process, FDFS did not compare
the amount reported on the 2008-09 fiscal year SEFA as Subgranted to
State of Florida Entities to the amount reported by FDCFS for the
2009-10 fiscal year.

e The Florida Department of Education (FDOE) did not record the value of
new net loan guarantees as part of the total expenditures for the Federal
Family Education Loans (FFEL) Program (CFDA No. 84.032). As a
result, expenditures for the Program were understated by $504,218,734.

» FDCEFS did not include a note disclosure, required by the 2010 OMB Circular
A-133 Compliance Supplement, related to reporting the percentage of the
SNAP Cluster benefits paid by regularly appropriated funds and the
percentage of incremental funds paid by ARRA.
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» Contrary to the provisions of OMB Circular A-133, ARRA funds for the
Federal Work-Study Program were separately identified on the SEFA.

Subsequent to our audit inquiry, adjustments were made to correct the errors
noted above on the State’'s SEFA.

Established procedures with regard to preparation of the SEFA and the Notes to
the SEFA were not always followed. In addition, FDFS staff indicated they were
not aware of the ARRA reporting issue for the Federal Work-Study Program.
Staff turnover also contributed to the errors.

Absent effective procedures for compiling and reviewing the SEFA and the Notes
to the SEFA, inaccurate and incomplete information may be reported.

We recommend that FDFS follow its established review procedures to ensure
that amounts reported on the SEFA and the Notes to the SEFA are accurate,
complete, and in accordance with OMB Circular A-133 and the Compliance
Supplement.

Concur. Procedures will be followed to ensure that amounts reported on the
SEFA and the Notes to the SEFA are accurate, complete, and in accordance
with OMB Circular A-133 Compliance Supplement.

Fiscal year ending June 30, 2011

Mike Rutherford, Financial Administrator
Bureau of Accounting
(850) 413-5594
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ADDITIONAL MATTERS

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FS 10-011
Florida Department of Children and Family Services (FDCFS)

FDCFS procedures for preparing the Schedule of Expenditures of Federal
Awards (SEFA) data form were not sufficient to ensure amounts reported were
accurate.

OMB A-1338___ .310(b), Schedule of Expenditures of Federal Awards — A SEFA
is to be prepared for the same period of time covered by the financial statements.

To reasonably ensure the accuracy and completeness of the State's SEFA, the
Florida Department of Financial Services (FDFS) prepared SEFA Instructions,
which required State agencies to prepare a SEFA data form and certify its
accuracy. Included were specific instructions for each column of the data form.
FDFS accumulated the information reported on the agencies’ SEFA data forms
to prepare the State’s SEFA.

The column “Subgranted to State of Florida Entities” was to include the amounts
provided (subgranted) to other State of Florida Entities. State of Florida Entities
included State Agencies, State Universities, State Colleges, and State
Community Colleges.

FDCFS initially reported on its SEFA data form Total Expenditures of
$5,741,503,735, with Subgrants to State of Florida Entities totaling $39,416,056.
However, FDCFS understated amounts Subgranted to State of Florida Entities
by $446,221,730. This error caused expenditures reported on the State’s SEFA
to be overstated by the same amount, before adjustment. The errors pertained
to the following programs:

93.558 — Temporary Assistance for Needy Families (TANF)

93.714 — American Recovery and Reinvestment Act (ARRA) Emergency
Contingency Fund for TANF State Programs

93.566 — Refugee and Entrant Assistance — State Administered Programs

93.658 — Foster Care Title IV-E

93.575 — Child Care and Development Block Grant

93.667 — Social Services Block Grant

Our review of the amounts reported by FDCFS also disclosed that FDCFS
included payments to a vendor totaling approximately $11.2 million in the total
expenditures Subgranted to Non-State Entities. Of the $11.2 million,
approximately $10.7 million was reported under the SNAP (Supplemental
Nutrition Assistance Program) Cluster and $450,000 under the TANF Cluster.

In response to audit inquiries, FDCFS prepared and submitted to FDFS a revised
SEFA data form.

In addition, FDCFS did not include a note disclosure required by the 2010 OMB
A-133 Compliance Supplement, related to reporting the percentage of SNAP
benefits paid by ARRA and regularly appropriated funds.

FDCFS personnel did not follow written procedures related to the steps required
to complete the SEFA. In addition, while FDCFS personnel indicated that the
information reported on the SEFA data file and the related documentation was
reviewed, the reviews were not sufficient to detect the errors that occurred in the
SEFA preparation process.

Absent effective procedures for identifying and classifying expenditures,
inaccurate or incomplete information may be reported on the SEFA.
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We recommend that FDCFS enhance its supervisory review procedures to
ensure that amounts reported are accurately classified, complete, and in
accordance with FDFS instructions. Additionally, FDCFS should ensure that any
notes required by the OMB A-133 Compliance Supplement are properly included
in the information submitted to FDFS.

The Department concurs. The SEFA procedures, including the supervisory
review procedures, will be enhanced to provide reasonable assurance that the
amounts reported are accurately classified, complete, and in accordance with
FDFS instructions. Also, the enhanced procedures will include a review of the
OMB A-133 Compliance Supplement to identify required disclosures.

May 31, 2011

Kimberly McMurray
(850) 921-8181
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FEDERAL FINDINGS AND QUESTIONED COSTS

Our audit findings with regard to compliance and internal controls over compliance with the requirements of major
Federal awards programs are disclosed on the following pages. Where applicable and determinable, we have disclosed
actual questioned costs where known or likely questioned costs exceeded $10,000. To identify the nature and

significance of each finding, we have identified each finding with one or more of the following designations:

» Opinion Qualification. A finding presenting a condition that affects the auditor’s ability to give an
unqualified opinion on compliance. This would include findings of (a) noncompliance with provisions of
laws, regulations, contracts, or grants, the effects of which are material to the respective major Federal award

program; or (b) inadequate records that resulted in restrictions being placed on the scope of the audit.

» Material Noncompliance. A finding presenting noncompliance with provisions of laws, regulations,
contracts, or grants caused by error or fraud, the effects of which are material in relation to a major Federal

program taken as a whole.

» Noncompliance. A finding presenting noncompliance with provisions of laws, regulations, contracts, ot
grants caused by error or fraud, the effects of which are material in relation to a type of compliance

requirement or applicable audit objective identified in the OMB Circular A-133 Compliance Supplement.

» Material Weakness. A material weakness in internal control over compliance is a deficiency, or combination of
deficiencies, in internal control over compliance, such that there is reasonable possibility that material
noncompliance with a type of compliance requirement of a Federal program will not be prevented, or
detected and corrected, on a timely basis. A material weakness is considered in relation to a type of
compliance requitement or applicable audit objective identified in the OMB Circular A-133 Compliance

Supplement.

» Significant Deficiency. A significant deficiency in internal control over compliance is a deficiency, or combination of
deficiencies, in internal control over compliance with a type of compliance requirement of a Federal program
that is less severe than a material weakness in internal control over compliance, yet important enough to merit
attention by those charged with governance. A deficiency in internal control over compliance exists when the design
or operation of a control over compliance does not allow management or employees, in the normal course of
performing their assigned functions, to prevent, or detect and correct, noncompliance with a type of
compliance requirement of a Federal program on a timely basis. A significant deficiency is considered in
relation to a type of compliance requirement or applicable audit objective identified in the OMB Circular

A-133 Compliance Supplement.

» Questioned Costs. Costs that are questioned by the auditor because of an audit finding that reported: (a) a
violation or possible violation of a provision of a law, regulation, contract, grant, cooperative agreement, or
other agreement or document governing the use of Federal funds, including funds used to match Federal
funds; (b) costs, at the time of the audit, which were not supported by adequate documentation; or, (c) costs
incurred that appeared unreasonable and did not reflect the actions a prudent person would take in the

circumstances.

» Other. Matters that, in the auditot’s opinion, should be treported but do not clearly fit in any of the

above-noted designations.
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As part of the audit process, our findings were provided to the applicable agencies for management’s response. The
responses were prepared by agency management and are included with the audit findings. The agency responses
include the agency’s corrective action plan, a point of contact responsible for ensuring appropriate corrective action,

and an estimated corrective action date.

We have presented our findings, generally, by Federal grantor agency and in the order of the Catalog of Federal
Domestic Assistance Number (CFDA No.) assigned to each applicable Federal award program. Findings that pertain
to multiple programs are generally presented as the first finding within the Federal grantor agency section. In some
instances, a finding may pertain to programs provided by more than one Federal grantor agency. In such instances,
the finding is presented within the section for the Federal grantor agency that provided the most funding for the
applicable State agency. Findings for the Student Financial Assistance Cluster and the Research and Development
Programs Cluster are presented within separately marked sections of the report. An INDEX OF FEDERAL FINDINGS
BY FEDERAL AGENCY AND COMPLIANCE REQUIREMENT is included to assist Federal grantor agencies in
identifying applicable findings.

32



MARCH 2011

REPORT NoO. 2011-167

Finding Number

CFDA Number

Program Title

Compliance Requirement

State Agency

Federal Grant/Contract
Number and Grant Year

Finding Type

Finding

Criteria

Condition

Cause

Effect

Recommendation

State Agency Response and

Corrective Action Plan

Estimated Corrective
Action Date

Agency Contact and
Telephone Number

U.S. DEPARTMENT OF AGRICULTURE

FA 10-001

10.551 and 10.561

SNAP (Supplemental Nutrition Assistance Program) Cluster
Activities Allowed or Unallowed and Allowable Costs/Cost Principles
Florida Department of Children and Family Services (FDCFS)

5FL400402
Questioned Costs — $225,875.91 (Federal Share $112,937.95)

FDCFS did not always maintain appropriate documentation to support salary and
benefits charged to SNAP.

OMB Circular A-87, Attachment A, Section C, Basic Guidelines
OMB Circular A-87, Attachment B, Section 8.h., Support of Salaries and Wages

During the 2009-10 fiscal year, SNAP expenditures totaled approximately $4.24
billion. FDCFS had six employees who worked solely on SNAP during the year.
Our test of salary payments to these six FDCFS employees disclosed five
instances where periodic certifications were not available indicating that the
employee had worked solely on SNAP. The salary and benefit costs attributable
to the five employees totaled $225,875.91.

FDCFS did not identify the employees who were assigned to the SUNCAP
(Florida’s Combined Application Project) processing unit within the ACCESS
(Automated Community Connection to Economic Self-Sufficiency) Program
Office as employees who were required to sign periodic certifications.

SNAP was charged costs that were not substantiated by appropriate records.

We recommend that FDCFS ensure that certifications are obtained from all
employees working solely on SNAP.

The Department subsequently received all five certifications indicating that these
specific employees worked solely on SNAP during the 09-10 fiscal year. The
Department will implement additional procedures to ensure that certifications are
obtained from the appropriate employees.

May 31, 2011

Kimberly McMurray
(850) 921-8181
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U.S. DEPARTMENT OF AGRICULTURE

FA 10-002

10.551 and 10.561

SNAP (Supplemental Nutrition Assistance Program) Cluster
Special Tests and Provisions — ADP System for SNAP

Florida Department of Children and Family Services (FDCFS)

5FL400402

Noncompliance
Questioned Costs — $3,427

SNAP benefits were not always timely adjusted for changes in a client’s child
support income. In addition, amounts provided to clients were not timely
discontinued.

7 CFR 272.10 — ADP/CIS Model Plan; 7 CFR 273.10 — Determining household
eligibility and benefit levels; 7 CFR 273.15 — Fair Hearings; Program Policy
Manual 1810.0700 Support (FS)

During the 2009-10 fiscal year, FDCFS made SNAP benefit payments totaling
approximately $4.1 billion. We examined FDCFS records of eligibility for 41
clients (cases). Our examination disclosed one instance in which the benefit
payment amount was incorrect. A client's SNAP benefit payment of $526 per
month was determined during the May 2010 recertification based on a
caseworker’s calculation of child support income. An error in the calculation
resulted in an overpayment of $86 per month for a total overpayment of $172
during the 2009-10 fiscal year.

In addition, as part of our analysis of all SNAP cases, we identified three
instances where FDCFS did not timely terminate the client's SNAP benefit
payments. In all three instances, the clients were involved in hearings related to
their SNAP benefits. Upon resolution of the hearings, caseworkers did not enter
the resolution date in FDCFS’ Florida On-line Recipient Integrated Data Access
(FLORIDA) System and, as a result, the clients continued to receive benefits.
During the 2009-10 fiscal year, the clients received a total of $3,255 in SNAP
benefits.

Adjustments to benefit payments for changes in child support income and the
need for a resolution date in the FLORIDA System to terminate benefits requires
caseworker action. An increase in caseload may have affected the employees’
ability to properly perform these manual procedures.

SNAP payments were made for incorrect amounts and were not timely
terminated resulting in overpayments to the clients.

We recommend that FDCFS take the necessary steps to ensure benefit
payments are accurately determined and that caseworkers timely enter
information into the FLORIDA System.

1. The Department ensures the accuracy of benefit payments by monitoring
SNAP through its quality control and quality assurance efforts at the state and
local levels. Budgeting of income and calculation of the benefit amount are a
primary focus of these reviews.

In the one instance where the Department incorrectly budgeted the child support
income, a request will be made for a Benefit Recovery review of this case.

2a. Technical Assistance will be provided to the SUNCAP unit to ensure staff
understand how and the importance of timely updating the FLORIDA case
following a decision on a Hearing request.
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2b. A request will be made for a Benefit Recovery review of the three SUNCAP

cases.

Estimated Corrective 1.& 2b. May 31, 2011
Action Date 2a. April 1, 2011

Agency Contact and 1. & 2b. Cindy Mickler
Telephone Number (850) 488-5342

2a. Suzanne Poirier
(850) 921-2383
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U.S. DEPARTMENT OF AGRICULTURE

FA 10-003

10.553, 10.555, 10.556, 10.559

Child Nutrition Cluster

Activities Allowed or Unallowed, Allowable Costs/Cost Principles, Eligibility, and
Reporting

Florida Department of Education (FDOE)

Various

Significant Deficiency
Report No. 2010-165, Finding No. FA 09-001

FDOE management had not implemented certain access security controls for the
Child Nutrition Program (CNP) System.

Information Technology Best Practices

Access Controls: Management should implement and document procedures that
provide access control based on an individual's demonstrated need to view, add,
or delete data. Access controls should include the use of individual user
identifications (IDs) and passwords to allow for attributing user activities to the
responsible user. Additionally, the risk of inappropriate or unnecessary access
privileges can be reduced through the employment of such controls as
documenting authorizations for system access, periodically reviewing the
appropriateness of access privileges, and promptly removing the access
privileges of former employees.

FDOE used the CNP System, a Web-based application and claims processing
system in its administration of USDA Child Nutrition programs. The CNP System
contains comprehensive maintenance utilities allowing online submission and
approval of documents and claims via the Internet by FDOE personnel and
sponsor users. Key features are: (1) through a single interface, information
regarding sponsors, applications, claims, reports, and advances can be
managed; (2) a single database contains core information that can be utilized
across the Child Nutrition programs; (3) partially completed documentation can
be saved online, allowing the user to complete the process at a later time; and
(4) user access to the programs is administered by FDOE personnel and
assigned by security groupings via login ID and password. The CNP System
was used in the processing of approximately $733 million in claims paid to
sponsors during the 2009-10 fiscal year.

Our audit disclosed that certain aspects of FDOE access security controls did not
sufficiently reduce the risk of inappropriate or unnecessary access. We are not
disclosing specific details of access security control deficiencies in this report to
avoid the possibility of compromising FDOE security. However, we have notified
appropriate FDOE personnel of these issues.

FDOE did not establish adequate access security controls for the CNP System.

Absent appropriate access security controls, the integrity of the data contained
within the CNP System is subject to increased risk of compromise.

FDOE should establish adequate access security controls for the CNP System.

Controls were either developed or revised to ensure appropriate documentation
of system modifications. All system modification files and related information are
stored in one location on the network drive, which is backed up at regular
intervals by the FDOE Data Center. Access to the CNP System is now
supported solely by user authorization forms. The user authorization form has
been updated for 2011 and provides an electronically editable format. E-mail
reminders and detailed instructions to food service directors to review staff
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access to the CNP System and advise of any changes will be sent quarterly.
FDOE has also revised existing policies and procedures governing system
modifications.

The FDOE is currently engaged in the procurement process in search of a
provider to manage the CNP system. Upon completion of this process, the
selected provider’s priorities will include further enhancement of existing access
security controls.

June 2011 and upon completion of procurement process.

Martha K. Asbury
(850) 245-0420
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U.S. DEPARTMENT OF AGRICULTURE

FA 10-004

10.558

Child and Adult Care Food Program (CACFP)
Allowable Costs/Cost Principles, Eligibility
Florida Department of Health (FDOH)

Various

Significant Deficiency

FDOH had not employed effective access security controls in the operation of the
Management Information and Payment System (MIPS).

Department of Health Information Security Policies and the Southwood Shared
Resource Center (SSRC) Information Technology Security Policy Handbook,
dated June 2010.

FDOH utilized MIPS to maintain the organizational and eligibility information of
approved vendors and administer CACFP claim processing. MIPS is a
Web-based system that facilitates the compilation of client information, provides
a history of claims, allows the filing of monthly claims by vendors, and produces
management reports. Approximately 1,650 vendors and 54 FDOH employees
had access to MIPS. Our review disclosed that the access security controls in
place did not sufficiently reduce the risk of inappropriate or unnecessary access.
We are not disclosing specific details of access security control deficiencies in
this report to avoid the possibility of compromising FDOH security. However, we
have notified appropriate FDOH personnel of these issues.

CACFP had not established certain access security controls for MIPS.

Without adequate access security controls, the confidentiality, integrity, and
availability of MIPS data and information technology resources may be at
increased risk of compromise.

We recommend FDOH implement appropriate access security controls for MIPS.

We concur. We have had the system’s programmer make changes that meet
access security control requirements for MIPS.

Completed. Implemented appropriate access security controls on 01/11/11.

Annette Phelps
(850) 245-4102
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FA 10-005

14.228, 14.255

Community Development Block Grants (CDBG) — State Administered Small
Cities Program Cluster

Allowable Costs/Cost Principles and Subrecipient Monitoring

Florida Department of Community Affairs (FDCA)

Various

Significant Deficiency
Report No. 2010-165, Finding No. FA 09-007

FDCA management had not established appropriate internal controls regarding
user access for the Grants Records Information Tracking System (GRITS).

24 CFR 570.490, Recordkeeping requirements
Information Technology Best Practices

Access Controls: Management should implement and document procedures that
provide access control based on an individual's demonstrated need to view, add,
or delete data. Access controls should include the use of individual user
identification (user IDs) and passwords to allow for attributing user activities to
the responsible user. Additionally, the risk of inappropriate or unnecessary
access privileges can be reduced through the employment of such controls as
ensuring users participate in information security awareness training,
documenting authorizations for system access, periodically reviewing the
appropriateness of access privileges, and promptly removing the access
privileges of former employees.

FDCA used GRITS to track CDBG grants and related activities, including
subgrantee payments and monitoring efforts. CDBG expenditures totaled
approximately $51.8 million to 133 subgrantees during the period July 1, 2009,
through June 30, 2010.

Our review disclosed that, as similarly noted in the prior audit, security controls
related to user access privileges needed improvement. Specific details of the
issues are not disclosed in the report to avoid the possibility of compromising
FDCA security. Appropriate FDCA personnel have been notified of the issues.

FDCA staff indicated that GRITS was being replaced by a new grants
management system. As a result, no enhancements were made to GRITS and
none were planned.

Absent appropriate security controls, the integrity of the data contained within
GRITS could be compromised.

Until GRITS is replaced or no longer used to support critical grant activities,
FDCA should ensure that GRITS security controls are enhanced to ensure
access privileges are appropriately controlled.

FDCA has contracted with an IT firm to improve GRITS to a web-based system
and to update the centralized tracking system used by staff. This update
includes security controls. Grant managers will only be able to enter and change
information related to the contracts and the activities that they manage. Only a
limited number of staff will have complete access to the system.

6/30/11

Jackie Dupree, Community Program Manager
(850) 922-1879
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U.S. DEPARTMENT OF JUSTICE

FA 10-006 (Interim Finding Nos. FDLE-1 and FOSCA-1)
16.803
Recovery Act — Edward Byrne Memorial Justice Assistance Grant (JAG)
Program/Grants to States and Territories
Allowable Costs/Cost Principles
Florida Department of Law Enforcement (FDLE)
Florida Office of State Courts Administrator (FOSCA)

2009-SU-B9-0021

Noncompliance and Significant Deficiency

FOSCA submitted an agreement to FDLE which proposed the payment of
indirect costs in excess of the amount allowed pursuant to Federal regulations.
FDLE's review of the agreement did not detect the provisions allowing the excess
indirect costs.

U.S. Department of Justice (USDOJ), Office of Justice Programs, 2009 Financial
Guide, Part Ill, Chapter 17: Indirect Costs — The base to which the approved
indirect cost rate is allowed to be applied includes only direct costs incurred by
the organization with the exception of distorting items such as equipment, capital
expenditures, pass-through funds, and each major subcontract or subgrant over
$25,000.

During the 2009-10 fiscal year, FDLE entered into an agreement, totaling
$18,633,223, including indirect costs totaling $819,000, with FOSCA to expand
post-adjudicatory drug courts to reduce future prison admissions. The
agreement contained a provision allowing FOSCA to apply its approved indirect
cost rate to total FOSCA direct costs and, contrary to USDOJ guidance, to costs
incurred by other governmental entities. FDLE approved the award with indirect
costs totaling $713,000 related to the application of FOSCA's indirect cost rate to
approximately $15.5 million of proposed costs to be incurred by other
governmental entities.

In June 2010, FOSCA submitted its first reimbursement request which included
$2,203.47 in indirect costs based on costs incurred by other governmental
entities. FDLE initially approved the reimbursement request for payment;
however, subsequent to audit inquiry, FDLE disallowed FOSCA'’s reimbursement
request which included the unallowable indirect costs.

FOSCA management indicated that this grant was new to the agency and they
were not familiar with all the grant requirements.

FDLE's agreement review procedures did not include a review of the base
against which indirect costs would be charged to verify compliance with Federal
regulations. Although FDLE reviewed the invoice to ensure it was in accordance
with the approved agreement, FDLE did not ensure indirect costs billed by
FOSCA complied with Federal regulations, prior to approving FOSCA's
reimbursement request.

FOSCA billed the Program for indirect costs not allowed pursuant to Federal
regulations. Any FDLE payment of such unauthorized costs is subject to
disallowance by USDOJ.

In August 2010, FOSCA revised its reimbursement request to include indirect
cost charges calculated only on qualifying expenditures incurred by FOSCA.
FOSCA should ensure that charges for indirect costs comply with Federal
regulations. Additionally, FDLE should enhance its review procedures, for both
agreements and requests for reimbursement, to ensure that indirect costs
authorized and paid comply with the limitations set forth in Federal regulations.
FOSCA and FDLE should also modify the terms of the existing agreement to
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comply with applicable Federal regulations.

Florida Department of Law Enforcement

FDLE has revised the Application Review Checklist and the Grant Adjustment
Review Checklist to include a review of the base against which indirect costs
would be charged to verify compliance with Federal regulations. The
reimbursement request procedures have been amended to ensure that indirect
costs authorized and paid comply with the limitations set forth in Federal
regulations. In addition, the existing agreement with FOSCA has been amended
to comply with applicable Federal regulations.

The Application Review Checklist and the Grant Adjustment Review Checklist
were revised on October 26, 2010 to include a review of the base against which
indirect cost would be charged. The existing agreement with FOSCA was
modified on September 27, 2010 to comply with applicable Federal regulations.

Clayton H. Wilder, Office of Criminal Justice Grants Administrator
(850) 617-1250

Florida Office of State Courts Administrator

The FOSCA responded to findings of the Auditor General's Office immediately
following the meeting in June where the issue of indirect cost was discussed. 1)
The FOSCA requested the indirect costs be removed on an expenditure report to
FDLE that was submitted but pending payment. Consequently FOSCA was
never paid any indirect costs associated with pass-through funds as had been
approved by FDLE on the original program budget. 2) The Drug Court
Expansion Program budget was adjusted to reflect a new indirect cost that
follows the Federal regulations. The original indirect cost amount of $819,000
was adjusted to $82,230 and is based on only personnel charges and other non
pass-through funds in accordance with the Federal regulations. 3) The FOSCA
examined each County Grant-in-Aid agreement and each county’s indirect cost
plan. As a result, it was determined that four counties had been paid for indirect
costs not allowed by Federal regulations. These counties were contacted and
discussions began on how these funds would be reimbursed. To date, three of
the four counties have returned the indirect funds, totaling $813.90. Orange
County still has an outstanding overpayment totaling $1,365.83, but is expected
to provide reimbursement soon. Currently, all eight counties participating in this
project have adjusted their budgets to either take no indirect costs or to reflect
indirect costs consistent with the Federal regulations.

Immediately

Jennifer Grandal
(850) 922-5101
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U.S. DEPARTMENT OF JUSTICE

FA 10-007 (Interim Finding No. FDLE-2)

16.803

Recovery Act — Edward Byrne Memorial Justice Assistance Grant (JAG)
Program/Grants to States and Territories

Reporting

Florida Department of Law Enforcement (FDLE)

2009-SU-B9-0021

Noncompliance and Significant Deficiency

Contrary to U.S. Department of Justice guidance, FDLE reported unexpended
cash advanced to other entities as expenditures on the quarterly Federal
Financial Reports (SF-425). FDLE procedures were not adequate to ensure
expenditures reported for the Program were in accordance with the selected
basis of reporting.

U.S. Department of Justice, Office of Justice Programs Training and Technical
Assistance GMS User Guide — GMS Financial Status Reports Module (SF-425)
for Recipients - Financial Report (SF-425) Key Terms — Accrual Basis; Cash
Basis; and Expenditure

U.S. Department of Justice guidance provides that each recipient shall choose its
type of accounting basis (accrual or cash) and that once the choice is made on
the first SF-425 Federal Financial Report, the type selected is locked for
subsequent reports. FDLE selected the accrual basis of accounting in which
cash advances to other entities are to be reported once the advance is expended
by the entity. Our review of FDLE’s Federal Financial Reports for two quarters
disclosed that the actual expenditures reported improperly included cash
advances to other entities that had not been expended. FDLE reported Federal
expenditures totaling approximately $3 million and $9.5 million on the Federal
Financial Reports for the quarters ended December 31, 2009, and March 31,
2010, respectively. The amounts reported were overstated by approximately
$1.3 million and $1.1 million, for the quarters selected for testing, or 77 percent
and 13 percent of total Federal expenditures reported, respectively.

FDLE staff based the expenditure data for the report on the amounts in the
State’s accounting system, which did not include accruals at the time the report
was prepared. FDLE staff indicated that they wanted the reports to trace directly
to the accounting system.

Failure to provide accurate information limits the Federal Government’s ability to
properly administer the program.

FDLE should revise its procedures to ensure expenditures are reported on the
quarterly Federal Financial Reports in accordance with Federal Regulations and
the selected basis of reporting.

FDLE's accounting records for expenditures are maintained on a cash basis
except that accruals are recorded at year-end for statewide financial statement
purposes. The expenditure accruals are not included in the SF-425 Report and
the cash basis should have been selected. In September 2010, the U. S.
Department of Justice approved our request to change our reporting basis from
the accrual to the cash basis. All SF-425 reports for the quarter ended
September 30, 2010, and future reports will be reported on the cash basis. On
the cash basis, cash disbursements including cash advances are reported in the
SF-425 Report.
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October 30, 2010

Teddy F. Payne, Finance and Accounting Administrator

(850) 410-7165
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U.S. DEPARTMENT OF JUSTICE

FA 10-008 (Interim Finding No. FDLE-3)

16.803

Recovery Act — Edward Byrne Memorial Justice Assistance Grant (JAG)
Program/Grants to States and Territories

Reporting

Florida Department of Law Enforcement (FDLE)

2009-SU-B9-0021

Noncompliance and Significant Deficiency

Contrary to American Recovery and Reinvestment Act (ARRA) reporting
provisions, FDLE misstated the Total Amount of ARRA Expenditures on the
guarterly Report on the Use of Funds (Section 1512 Report). In addition, FDLE
reported the amount of disbursements made to subrecipients as the Total
Amount of ARRA Funds Received/Invoiced on the Section 1512 Report. Further,
FDLE procedures were not adequate to ensure expenditures and funds reported
as received/invoiced for the Program were in accordance with applicable
reporting requirements and reconciled to expenditures and funds received, as
recorded in the State’s accounting system.

American Recovery and Reinvestment Act, Subtitle A, Section 1512 — Reports
on Use of Funds

U.S. Department of Justice, Office of Justice Programs 2009 Financial Guide for
Recipients — Chapter 20: The American Recovery and Reinvestment Act of 2009
Provisions of Section 1512(c)

ARRA requires that FDLE submit for the JAG Program a quarterly report (Section
1512 Report). The Section 1512 report must contain the total amount of
recovery funds received from the United States Department of Justice (USDOQOJ),
the amount of recovery funds received that were expended or obligated to
projects or activities, and a list of all projects or activities funded. Our review of
the Section 1512 Report for the quarter ended March 31, 2010, disclosed that
FDLE reported ARRA expenditures of $9,219,717.95; however, supporting
documentation indicated that ARRA expenditures actually totaled $8,107,305.38,
resulting in an overstatement totaling $1,112,412.57, or approximately 14
percent. Our review of the Report also disclosed that FDLE used the same total
when reporting the amount of ARRA funds received/invoiced, rather than using
revenue data to determine the amounts received. Since the disbursement
amount reported by FDLE as expenditures included all amounts received,
including advances, the amount reported as received/invoiced was correct on the
March 31, 2010, Section 1512 Report. However, FDLE'’s practice of using the
amount reported as expenditures to report funds received/invoiced may lead to
inaccuracies in the amount reported as received/invoiced on subsequent Section
1512 reports.

The deficiency noted in the finding regarding the quarterly Federal Financial
Reports (SF-425) also contributed to the reporting errors described above for
ARRA expenditures.

FDLE staff based the expenditure data for the report on the Total Subaward
Funds Disbursed amounts in the Department’s Subgrant Information
Management On-line (SIMON) System which, due to an error in the data extract,
included amounts advanced to subrecipients but not expended. In addition,
FDLE staff considered the subaward amounts in SIMON to be the amount
received for the Program. FDLE staff did not reconcile amounts reported in
SIMON to the State’s accounting system.
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Failure to provide accurate information limits the Federal Government's ability to
evaluate the Program. In addition, Section 1512 Report information is provided
to the public as part of the transparency and oversight requirements of ARRA
and, as such, is to provide additional accountability for the expenditure of public
funds.

FDLE should revise its procedures to ensure that the quarterly Section 1512
Reports include only expenditures incurred and that the amount reported as
received/invoiced is determined using applicable revenue accounts. In addition,
FDLE should ensure the amounts reported in the Section 1512 Reports reconcile
to the amounts recorded in the State’s accounting system.

Various federal guidelines provide that the Section 1512 Report may be prepared
on either the cash or accrual basis. The March 2010 Report was prepared on
the cash basis and included cash advances as permitted by the federal
guidelines. Since the quarterly Federal Financial Report (SF-425) was approved
in September 2010 by the U. S. Department of Justice to be prepared on the
cash basis and to provide consistency in reporting, based on the accounting
records, the subsequent Section 1512 Reports will also be prepared on the cash
basis. Appropriate reconciliations will be made to the accounting records.

January 2011

Clayton H. Wilder, Office of Criminal Justice Grants Administrator
(850) 617-1250
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U.S. DEPARTMENT OF LABOR

FA 10-009 (Interim Finding No. FAWI-1)

17.225

Unemployment Insurance

Cash Management

Florida Agency for Workforce Innovation (FAWI)

Various

Significant Deficiency

FAWI did not have procedures in place to ensure that amounts were accurately
reported in the Cash Management Improvement Act (CMIA) Annual Report to the
Florida Department of Financial Services (FDFS).

The Cash Management Improvement Act of 1990; 31 CFR Part 205 § .26,
Preparing Annual Reports, and §_.27, Calculation of interest costs

FAWI is required to annually report to FDFS drawdown data related to the receipt
of Federal funds for direct program costs, direct administrative costs, payroll
costs, and indirect costs. This information is utilized in calculating the State’s
CMIA interest liability.

We reviewed the annual report submitted by FAWI on November 6, 2009, for the
2008-09 fiscal year, and noted overstatements totaling $3,003,303.31, the
majority representing a $3 million overstatement in direct program costs (benefit
payments). Subsequent to our audit inquiry, FAWI submitted a revised report to
FDFS correcting the $3 million overstatement, and FDFS determined that the
State’s interest liability was overstated by approximately $148.

FAWI staff manually entered data into a worksheet that was utilized to compile
the CMIA Annual Report. Procedures that clearly explained the method of data
collection and how to compile the report had not been established. In addition,
no independent review was performed on the report prior to submission to FDFS.

Although the amount of the errors detected were not material to the Program, in
the absence of adequate procedures to ensure the accuracy of data reported to
FDFS, significant errors may occur in the State’s interest liability calculation.

According to FDFS personnel, the overstatement will be reported as a prior year
adjustment on the CMIA Annual Report for the 2009-10 fiscal year. FAWI should
establish written procedures that clearly document the process of data collection
and report preparation. The procedures should also provide for an independent
review prior to report submission.

FAWI will establish written procedures to enhance the steps outlined in the CMIA
agreement guidance. FAWI staff will work with the FDFS CMIA Coordinator
staff, in conjunction with the annual CMIA Agreement review, to update
procedures for any identified needs and incorporate additional guidance
provided. FAWI's procedures will clearly document the process of data collection
and report preparation and will define a step to detect errors resulting from
manual data entry, as occurred in this case. The procedures will also require
independent review prior to submission to FDFS.

March 31, 2011

Wayne Summerlin
(850) 245-7348

47



MARCH 2011

REPORT NoO. 2011-167

Finding Number

CFDA Number

Program Title

Compliance Requirement

State Agency

Federal Grant/Contract
Number and Grant Year

Finding Type

Finding

Criteria

Condition

Cause

Effect

U.S. DEPARTMENT OF LABOR

FA 10-010 (Interim Finding No. FAWI-2)

17.225

Unemployment Insurance (Ul) Program
Reporting

Florida Agency for Workforce Innovation (FAWI)

N/A

Noncompliance and Significant Deficiency

FAWI did not accurately report data on the ETA 2112 - Ul Financial Transaction
Summary Report. In addition, FAWI did not perform a sufficient supervisory
review to detect material errors.

Ul Reports Handbook No. 401, ETA 2112 Ul Financial Transaction Summary

As the State agency responsible for administering the Ul Program, FAWI is
required to submit the ETA 2112 report to USDOL on a monthly basis. The ETA
2112 is a summary of data transactions in a state’s unemployment fund.
Transaction summaries reported include State unemployment insurance tax
collections, regular benefits paid, Federal and State share of extended benefits
paid, Federal temporary program benefits paid, and other transactions affecting
the unemployment trust fund. USDOL utilizes the reported data along with other
data reported on other statistical reports to study trends in financial aspects of
the Ul Program and as a basis for solvency studies.

The report completed for the month ended September 30, 2009, included
erroneous totals that were not detected by FAWI personnel prior to the
submission of the report to USDOL. The following errors were disclosed by our
audit.

» Line 13, column E - U.S. Treasury Interest Credits, FAWI reported
$618,768.16; however, the amount shown by supporting documentation
totaled $2,361,430.11, a difference of $1,742,661.95.

» Line 17, column E — From Other States - Interstate Benefits, FAWI reported
$617,800.34; but provided documentation indicating the amount should have
been $550,078.57, a difference of $67,721.77.

» Line 33, column F, Net Reimbursable Benefit Payments (Local Government
and Other Political Subdivisions and Indian Tribes), FAWI reported
$6,691,510.43; however, a review of the financial records showed a total of
$9,691,510.43, a difference of $3,000,000.

» Line 43, column E, To Other States — Interstate Benefits, FAWI reported
$3,254,271.37; but provided support for $3,789,579.33, for a difference of
$535,307.96.

While FAWI's procedures for the review of the ETA 2112 report required the
preparer to submit the report and supporting documentation to supervisory staff
for review, these procedures were not adequate to detect the errors described
above. For example, some of the errors noted above were caused by FAWI staff
using data for a State other than Florida. Although the other State was identified
numerous times in the supporting documentation, this error was not detected by
the supervisory review of the report.

According to FAWI management, increased workloads caused by the State’s
high unemployment rate and the additional responsibilities involved in
administering American Recovery and Reinvestment Act funds, led to a more
minimal review of the ETA 2112,

Material errors could occur and not be timely detected.

48



MARCH 2011

REPORT NoO. 2011-167

Recommendation

State Agency Response and
Corrective Action Plan

Estimated Corrective
Action Date

Agency Contact and
Telephone Number

We recommend that FAWI follow its established procedures regarding the
supervisory review of the ETA 2112 report to ensure unemployment insurance
data is properly reported.

The 2112 checklist was updated to detect the type of oversight that occurred
here, and will continue to be reviewed and updated as needed. In addition,
FAWI will continue to follow established procedures regarding the supervisory
review of the ETA 2112 report in order to minimize the likelihood of errors and
ensure unemployment insurance data is properly reported.

Corrections of the ETA 2112 reporting errors were reflected on the March 2010
report. The updated checklist was in place by November 30, 2010.

Wayne Summerlin
(850) 245-7348
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U.S. DEPARTMENT OF LABOR

FA 10-011

17.258, 17.259, 17.260

Workforce Investment Act (WIA) Cluster
Reporting

Florida Agency for Workforce Innovation (FAWI)

AA186330955A12 — PY 2009, AA171150855A12 — PY 2008, AA160220755A12
— PY 2007, AA154730655 — PY 2006
Noncompliance

FAWI did not accurately report amounts listed on the Employment and Training
Administration (ETA) 9130 reports.

TEGL No. 16-99 (USDOL Training and Employment Guidance Letter), Change 1,
WIA Financial Reporting; U.S. DOL ETA Financial Report Instructions (Basic
Instructions for ETA — 9130, date July 8, 2008); 20 CFR 660.300, What
definitions apply to the regulations for workforce investment systems under title |
of WIA?; and 20 CFR 667.150(d), What reallocation procedures does the
Secretary use?

States are required to submit quarterly ETA 9130 financial reports using USDOL
instructions and clarifications as guidance. The reports are due no later than 45
calendar days after the end of the reporting quarter. For the period July 1, 2009,
through March 31, 2010, FAWI prepared and submitted 181 ETA reports relevant
to the State’s Statewide Adult, Workforce Statewide Youth, Statewide Dislocated
Worker, Local Adult, Local Youth, and Local Dislocated Worker Workforce
Investment Grant Programs.

Pertaining to the local area funding, TEGL No. 16-99 specified that Federal
unliquidated obligations consist of obligations incurred against the local area
funds for which an outlay (accrued expenditure) has not yet been recorded in the
local entities’ official accounting records. The amount should include the
unexpended portion of awards to subgrantees and contractors. On the final
Financial Status Report, this amount should be zero. Additionally, these
instructions provide that amounts reported on the local ETA 9130 reports as
Total Federal Obligations, which include the Federal unliquidated obligations, are
required to include the aggregate of legal commitments made by all local grant
recipients to pay for future activities. The legal commitments made by the local
grant recipients are considered an obligation at the local level at the time of legal
execution of applicable agreement(s). Also, the amount reported should not
reflect the State’s obligation of funds to the local areas.

Contrary to USDOL instructions, FAWI did not have a procedure in place that
collected and maintained the amounts of legal commitments made by the local
grant recipients, therefore, the total obligations incurred at the local level were
not reported as required. Instead, FAWI recorded the State’s obligation of funds
to the local grant recipients on the ETA 9130 reports.

FAWI staff was not familiar with the requirements outlined in the USDOL
instructions.

FAWI management indicated that training for the appropriate staff had been
provided, a process for capturing the new information had been developed, and
changes in its methodology for reporting the obligations had been implemented
effective with the June 30, 2010, quarter. For perspective, however, regarding
the previous reports, for the quarter ending June 30, 2010, FAWI'S new
methodology for computing unliquidated obligations at the local level totaled
$36,059,928; whereas, under the previous methodology which reported the
State’s obligations, unliquidated obligations would have totaled $104,806,590, a
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difference of $68,746,662.

Recommendation FAWI supervisory reviews of the reports should be used to ensure that future
ETA 9130 reports are prepared in accordance with USDOL instructions.

State Agency Response and FAWI concurs with the finding. This finding was initially identified by the U.S.

Corrective Action Plan Government Accountability Office-American Recovery and Reinvestment Act
(GAO-ARRA) review in March 2010. The issue was resolved after programming
changes were made effective May 2010, in OSMIS (One Stop Management
Information System) to permit the reporting of grant obligations. In addition,
training was provided to the workforce boards on grant obligation reporting
requirements.

Estimated Corrective Completed; correctly reported beginning with the June 2010 Federal reporting
Action Date cycle.

Agency Contact and Wayne Summerlin
Telephone Number (850) 245-7348
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State Agency

Federal Grant/Contract
Number and Grant Year

Finding Type

Finding

Criteria

Condition

Cause

Effect

U.S. DEPARTMENT OF LABOR

FA 10-012 (Interim Finding No. FAWI-3)

17.207, 17.801, 17.804

17.258, 17.259, 17.260

Employment Service (ES) Cluster

Workforce Investment Act (WIA) Cluster
Reporting

Florida Agency for Workforce Innovation (FAWI)

Various

Significant Deficiency

FAWI did not ensure that adequate information technology security controls had
been established for the Employ Florida Marketplace System (EFM).

29 USC 49i, Record keeping and accountability; 29 USC 2871(f), Fiscal and
management accountability information systems; and National Institute of
Standards and Technology, U.S. Department of Commerce, Special Publication
800-53, Revision 3

FAWI is responsible for administering the Federal workforce programs, and
Section 445.004(2), Florida Statutes, designates Workforce Florida, Inc. (WFI),
as the principal workforce policy organization for the State. As a collaborative
effort between FAWI and WFI to provide employment services to the general
public, WFI entered into a contract with a third-party vendor for the acquisition of
a Web-based job listing services system, Employ Florida Marketplace (EFM).
EFM maintains data, such as those related to labor exchange services provided
to customers, and is used to create the performance reports submitted to the
United States Department of Labor (USDOL) for the ES Cluster and WIA Cluster.
USDOL uses the WIA Cluster performance reports to disseminate state-by-state
comparisons of the information and to determine states’ eligibility for incentive
grants or to impose sanctions based on performance failures.

Information technology (IT) security controls are the safeguards used to protect
the confidentiality, integrity, and availability of the information system, including
the data that is stored therein. Implementing adequate security controls is an
integral step in the management of risk. Our audit disclosed that FAWI had not
established adequate information technology security controls to ensure the
confidentiality, integrity, and availability of the information in EFM. We noted the
following:

» An excessive number (twenty) of individuals (i.e., 13 FAWI, 5 vendor and 2
WFI employees) were granted State administrator access to EFM. Such
access allows these individuals to create and administer staff accounts.

» FAWI has established a process for requesting and granting access to IT
systems through the use of standardized security agreement forms. Access
to EFM is granted based on a completed and authorized security agreement
form. FAWI's security agreement forms do not provide adequate information
relative to the requested and granted level of access privileges to EFM.

There is a lack of oversight by FAWI's management related to those individuals
who had been granted access to EFM. In addition, a listing of the available
access privileges had not been depicted on the security agreement form for
utilization by FAWI management.

Excessive numbers of employees with State administrator access and
inadequate security agreement forms increase the risk of unauthorized access to
EFM and the risk that the confidentiality, integrity, and availability of the data in
EFM may be compromised.
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Recommendation

State Agency Response and
Corrective Action Plan

Estimated Corrective
Action Date

Agency Contact and
Telephone Number

We recommend FAWI limit the number of individuals granted State administrator
access. We also recommend FAWI update the access authorization form to
better reflect the access requested and granted.

FAWI recently removed the ability to create new EFM accounts from all "State
Administrators" except those with "Master Administrator" privileges. This brings
the number of Administrators capable of creating new accounts to 9 [4 - FAWI, 2
- Workforce Florida Inc (WFI), 3 - Geographic Solutions (GeoSol)]. Additionally,
all State Administrator accounts are currently under review to ensure that only
those privileges necessary to perform the specified job function are assigned to
the Administrator. To enhance its security posture, FAWI has updated its current
Security Agreement Form and created a new form specific to the Employ Florida
Marketplace Administration Site.

The new "EFM Administration Site Security Form" allows each requestor's
supervisor the ability to choose precisely the privileges needed. Each State
Administrator was required to resubmit a request using the new form by 12:00
p.m. on December 3, 2010, or the account was to be suspended until the form
was received. All State Administrator accounts were updated by close of
business on December 3, 2010, to accurately reflect the new requests. All future
requests for access to the EFM Administration Site will utilize this form.
Additionally, all State Administrator accounts will be audited semi-annually
hereafter, to ensure accounts properly reflect the Administrator's need. The next
review is scheduled to begin in June 2011.

December 3, 2010

Kevin Neal
(850) 245-7145
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Finding Number
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State Agency

Federal Grant/Contract
Number and Grant Year

Finding Type

Prior Year Finding

Finding

Criteria

Condition

U.S. DEPARTMENT OF TRANSPORTATION

FA 10-013

20.205

Highway Planning and Construction
Subrecipient Monitoring

Florida Department of Transportation (FDOT)

N/A

Noncompliance and Significant Deficiency
Report No. 2010-165, Finding No. FA 09-015

FDOT program managers did not always follow established procedures for
receiving and reviewing subrecipient audit reports or maintaining project
information in the Florida Single Audit Automated (FSAA) System.

OMB Circular A-133 §_.400(d) Pass-through entity responsibilities; and FDOT
Procedure Topic No. 450-010-001-h, Federal and Florida Single Audit
Procedures

FDOT's Office of Inspector General (OIG) established Federal and Florida Single
Audit Procedures to help ensure compliance with Federal requirements regarding
the receipt and review of OMB Circular A-133 audit reports. These procedures
required FDOT program or project managers to document the receipt and review
of subrecipient audit reports by completing a checklist in the FSAA System. The
OIG provides listings of the projects for which checklists should be completed to
the District Single Audit liaisons twice each year. The District liaisons work
directly with the program or project managers to complete the appropriate
checklists. Additionally, the OIG reviews the completed checklists for accuracy.

As similarly noted in the prior audit, our tests of 21 subrecipient projects for which
21 audit reports were due to FDOT by no later than June 30, 2009, and for which
program managers were to complete a checklist during the 2009-10 fiscal year,
disclosed 11 instances of noncompliance with FDOT procedures as described
below:

» Seven projects (2 located in FDOT District 4 and 5 located in FDOT District
7) for which checklists had not been entered into the system as of June 30,
2010. The audit reports were received by FDOT between March 20, 2009,
and June 10, 2009.

» Two projects (1 located in FDOT District 1 and 1 located in FDOT District 3)
for which checklists had not been timely entered into the System. The
checklists were completed 37 and 72 days late.

» Two projects (located in FDOT District 4) for which the financial information
on the checklist did not agree with that of the subrecipient audit report. For
one project, $2,149,879 was reported under CFDA No. 20.205 on the
subrecipient audit report while the same amount was reported as State
financial assistance on the checklist. For the other project, the expenditures
for CFDA No. 20.205 were understated by $880,279 on the checklist
compared to the audit report. These errors were not detected during the
OIG’s review of the checklists.

Additionally, our review of 21 subrecipient projects for which 20 audit reports
were due to FDOT by no later than June 30, 2010, disclosed that FDOT did not
timely receive or properly follow up to timely receive 4 audit reports for 5 projects
(3 located in FDOT District 4, and 2 located in FDOT District 6) from the
subrecipient. FDOT did not follow up on the 4 audit reports that were received
13 to 96 days late.
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Cause
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Recommendation

State Agency Response and
Corrective Action Plan

Estimated Corrective
Action Date

Agency Contact and
Telephone Number

FDOT's procedures did not address the duties and responsibilities of the District
Single Audit liaisons. Additionally, for instances where checklists had not been
completed, the OIG did not follow up with the District Single Audit liaisons or
supervisory staff to obtain the checklists. OIG reviews were not sufficient to
detect errors in the preparation of the checklists.

The failure to follow procedures limited the accountability provided for Federal
financial assistance awarded to subrecipients.

We recommend that FDOT revise its procedures to clearly outline the duties and
responsibilities of the District Single Audit liaisons. Additionally, the OIG should
perform timely follow-up procedures when checklists are not completed and
strengthen its review to ensure that errors, if any, are appropriately detected and
corrected.

We concur with the findings as reported from the fieldwork of the Federal Awards
Audit. FDOT program managers did not always follow established procedures
for receiving and reviewing subrecipient audit reports or maintaining project
information in the Florida Single Audit Automated (FSAA) System. The OIG has
addressed this issue over the past year by conducting five compliance reviews,
seven training classes and providing necessary guidance to the districts on an
ongoing basis through routine e-mail correspondence and quarterly OIG
newsletters. Compliance reviews conducted in the current fiscal year have
identified issues regarding checklists not completed, timely receipt and review of
financial reporting packages, a lack of reconciliation of FLAIR payments to the
expenditures in the audit report and other areas where lack of oversight was
noted. District management has been responsive to the compliance reviews and
are in the process of implementing corrective actions.

The two checklists identified in District Four are not completed due to
discrepancies in the recipients audit report and entries missing or misstated on
the Schedule of Expenditures. District staff has actively researched this issue.
The OIG has conducted one training class this year at the request of District
Seven. The OIG will continue to conduct compliance reviews and training
classes throughout FYE 2011 to ensure compliance with state and federal
regulation and ensure districts and project/program managers are aware of all
single audit requirements. The OIG will also strengthen its current audit steps to
ensure errors between checklists and audit reports are detected and corrected by
district personnel.

The department’s Single Audit Procedure goes through a complete review and
update every two years. The current procedure was approved by the Secretary in
August 2009 and is scheduled for a review and update this summer. The
procedure will be updated to include specific responsibilities of the district single
audit liaisons. Currently, the role of the single audit liaisons is as representatives
between the OIG and the district project/program managers. They assist with
communications and distribution of materials to the districts.

June 30, 2011

John Boone
(850) 410-5828
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Compliance Requirement
State Agency

Finding Type

Finding

Criteria

Condition

Cause

Effect

Recommendation

U.S. DEPARTMENT OF TRANSPORTATION

FA 10-014

20.205

Highway Planning and Construction
Subrecipient Monitoring

Florida Department of Transportation (FDOT)
Significant Deficiency

FDOT did not have sufficient procedures in place to ensure the performance of
during-the-award monitoring of subrecipients.

OMB Circular A-133 §_.400(d) Pass-through entity responsibilities

OMB Circular A-133 Compliance Supplement — A pass-through entity is
responsible for during-the-award monitoring which includes reporting, site visits,
regular contact, or other means to provide reasonable assurance that the
subrecipient administers Federal awards in compliance with laws, regulations,
and the provisions of contracts or grant agreements and that performance goals
are achieved.

FDOT Procedure Topic No. 525-010-300-d, Local Agency Program Manual

During the 2009-10 fiscal year, FDOT provided approximately $147 million to
subrecipients, of which $87.7 million was provided to Local Agency Program
(LAP) subrecipients. Our review of FDOT's LAP Manual disclosed that the
Manual did not clearly address procedures for monitoring subrecipients.
Specifically, the Manual did not require that during-the-award monitoring be
performed or address how FDOT personnel were to perform and document
during-the-award monitoring of subrecipients.

In response to our inquiries regarding the procedures performed to monitor
subrecipients, FDOT personnel indicated that during the construction of LAP
projects, the subrecipient can monitor or hire a consultant engineer inspection
firm (CEI) to monitor the project. FDOT provided further that regardless of
whether the subrecipient hired a CEl or not, FDOT maintained oversight
responsibility and monitored the subrecipients through certifications, project
reviews, and project inspections (site visits).

FDOT provided a list of 282 subrecipient projects subject to monitoring during the
period July 1, 2009, through June 30, 2010. We requested the monitoring
documentation for 25 LAP projects subject to monitoring. For 12 of the 25 LAP
projects, FDOT was unable to provide documentation evidencing FDOT’s
performance of during-the-award monitoring.

FDOT management indicated that the final inspection met during-the-award
monitoring requirements.

Without adequate procedures in place to monitor subrecipients, FDOT cannot
ensure that subrecipients are being properly monitored for compliance with
Federal requirements or achievement of performance goals.

We recommend FDOT appropriately monitor subrecipients during the award
period. Additionally, we recommend that FDOT enhance its procedures to
clearly provide for during-the-award monitoring. FDOT should ensure that
procedures address the selection of subrecipients to be monitored, the frequency
at which monitoring should be performed, the criteria used during the monitoring,
and the documentation to be maintained.
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State Agency Response and
Corrective Action Plan

Estimated Corrective
Action Date

Agency Contact and
Telephone Number

We concur with the recommendation and will develop procedures to address the
selection of subrecipients to be monitored, the frequency at which monitoring
should be performed, the criteria used during the monitoring, and the
documentation to be maintained. Preliminary discussion with the State
Construction Office Director and Production Support Office Manager has taken
place to determine appropriate actions to be taken.

February 2012

Roosevelt Petithomme
(850) 414-4383
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FA 10-015

66.468

Capitalization Grants for Drinking Water State Revolving Funds (DWSRF)
Reporting

Florida Department of Environmental Protection (FDEP)

FS-98452204 (1/1/2004 - 12/31/2009), FS-98452205 (1/1/2005 — 12/31/2010),
FS-98452206 (6/1/2006 — 12/31/2011), FS-98452207 (7/2/2007 — 12/31/2012),
FS-98452208 (7/22/2008 — 12/31/2013)

Opinion Qualification and Material Noncompliance

FDEP did not provide for and submit an annual audit required by the grant
agreements.

40 CFR 35.3165(d) — Annual audit

Federal regulations provide that at least once a year, the FDEP Office of the
Inspector General, will conduct, or require to have independently conducted, a
financial and compliance audit of the State Revolving Fund (SRF) and the
operations of the SRF. The audit report is required to include an opinion on the
financial statements, a report on internal controls, and a report on compliance of
the SRF. During the 2008-09 fiscal year, DWSRF expenditures totaled
$31,657,435. The annual audit for the period July 1, 2008, through June 30,
2009, was due to USEPA by June 30, 2010. As of August 6, 2010, FDEP had
not provided the required annual audit. According to FDEP staff, a two-year
audit will be conducted covering the 2008-09 and 2009-10 fiscal years.

The annual audit was not performed because the audit work in the Inspector
General's Office increased significantly due to the Office’'s oversight
responsibilities related to the American Recovery and Reinvestment Act funding.
Additionally, the Inspector General's Office did not consider this to be a high risk
area as historically, audits and other reviews of the Program resulted in few, if
any, audit findings.

Failure to provide the required annual audits may limit the ability of USEPA to
properly account for Federal funds and administer the DWSRF Program.

FDEP should timely conduct and submit the required annual audit to USEPA.

The Office of Inspector General concurs with the recommendation. The audit
covering the fiscal years 2008-09 and 09-10 is expected to be completed by
November 15th. The audit for 2010-11 will be assigned December 1* and
should be completed by January 31, 2011. The OIG will ensure auditors are
cross trained so that adequate resources can be made available to perform the
audit. The OIG will also consult with the USEPA and the Auditor General on
ways to reduce duplication of effort resulting from the OMB Circular A-133 Audit
and the audit required by 40 CFR.

November 15, 2010

Joseph Aita
(850) 245-3170
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U.S. DEPARTMENT OF ENERGY

FA 10-016

81.042

Weatherization Assistance for Low-Income Persons (WAP)
Activities Allowed or Unallowed

Florida Department of Community Affairs (FDCA)

DE-EE0000209
Questioned Costs — $5,067

FDCA did not obtain USDOE approval for the purchase of two used vehicles
costing less than $5,000 each.

10 CFR 440.18(d)(6), Allowable expenditures include the cost of purchasing
vehicles, except that any purchase of vehicles must be referred to USDOE for
prior approval in every instance.

During the 2009-10 fiscal year, FDCA made payments totaling approximately
$33.3 million to 28 subgrantees. Our review of 12 payments to subgrantees
totaling $2,168,733 included four instances in which vehicles were purchased by
subgrantees. For two of the four instances totaling $5,067, USDOE approval
was not obtained. Based on records provided by FDCA, these were the only two
used vehicles purchased during the audit period.

FDCA misinterpreted USDOE Weatherization Program Notice 09-1B, effective
March 12, 2009, which indicated that approval was required for the purchase of
vehicles and equipment greater than $5,000 in accordance with 10 CFR
440.18(d)(6).

Absent the required USDOE approval these vehicle costs were not adequately
documented as allowable costs.

We recommend that FDCA obtain USDOE approval prior to purchasing vehicles
regardless of cost.

FDCA concurs with this finding and will comply with 10 CFR 440.18(d)(6) for all
vehicle purchases.

12/01/10

Paula L. Lemmo, Community Program Manager
(850) 922-1844
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U.S. DEPARTMENT OF ENERGY

FA 10-017 (Interim Finding No. FDCA-1)

81.042

Weatherization Assistance for Low-Income Persons (WAP)
Activities Allowed or Unallowed and Allowable Costs/Cost Principles
Florida Department of Community Affairs (FDCA)

DE-FG26-07NT43105, DE-EE0000209

Noncompliance and Significant Deficiency
Questioned Costs — $7,317,024.73

FDCA had not established procedures to monitor whether certain types of costs
incurred by subgrantees were supported by subgrantees’ records, such as
vendor invoices, time and attendance records, and allocation methods used by
the subgrantees.

OMB Circular A-87, Attachment A, Section C. 1.j.,, Basic Guidelines — To be
allowable under Federal Awards, costs must be adequately documented

Federal guidelines do not specifically define allowable administrative costs, but
do indicate that USDOE expects to see consistency in how the grantee defines
these costs and how they will be charged to either administration or to program
operations.

During the 2009-10 fiscal year, FDCA made payments totaling approximately
$33.3 million to 28 subgrantees. These payments were made to subgrantees
under Capacity, Regular, and Production contracts. Capacity contracts were for
a period of up to six and one-half months and directed towards subgrantee
capacity building for meeting increased production goals. Regular and
Production contracts provide for the weatherization of homes.

Federal guidelines provide that subgrantees may charge legitimate program
support costs, such as salaries, space, utilities, and telephones to program
operations instead of administrative costs. FDCA refers to these costs as “fee for
service” costs. Additionally, Federal guidelines permit a separate budget
category for OMB Circular A-133 audits. FDCA had established procedures to
compare other costs, such as materials, labor, and health and safety costs,
incurred by subgrantees to supporting records at either the time that payment
requests were processed or when on-site monitoring was performed. However,
those procedures did not require the verification of fee for service or A-133 audit
costs to supporting records.

Rather than requiring subgrantees to support fee for service costs, FDCA’s
automated request for payment form used a flat 30 percent rate to calculate the
fee for service costs. In addition to the fee for service costs, FDCA procedures
also provided for audit costs and subgrantee administrative costs of 5 or 10
percent depending on the award, which was calculated based on the total for
material, labor, health and safety, and fee for service costs. FDCA did not obtain
documentation to support the validity of audit costs or administrative costs
charged to WAP. For the fiscal year ended June 30, 2010, FDCA records
indicated that expenditures for fee for service, administration, and audit costs
totaled $5,628,480.63, $1,629,094.10, and $59,450.00, respectively.

FDCA indicated that at one time, supporting documentation was required, but
subsequently FDCA determined that 30 percent approximated the costs being
charged. However, the calculations and supporting data for determining the fee
for service rate of 30 percent no longer exist as the calculations were performed
in 1998.
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Absent a monitoring procedure to periodically verify costs charged by
subgrantees to supporting records, FDCA lacks assurance that amounts paid to
subgrantees do not exceed actual costs incurred by the subgrantees and that all
costs are allowable.

We recommend that FDCA require subgrantees to maintain documentation of all
costs and that such documentation be periodically reviewed.

FDCA will implement procedures to require the subgrantees to document cost
and periodically review the documentation.

12/31/2011

Paula L. Lemmo, Community Program Manager
(850) 922-1844
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U.S. DEPARTMENT OF ENERGY

FA 10-018 (Interim Finding No. FDCA-2)

81.042

Weatherization Assistance for Low-Income Persons (WAP)
Allowable Costs/Cost Principles

Florida Department of Community Affairs (FDCA)

DE-EE0000209

Noncompliance and Significant Deficiency
Questioned Costs — $468,000

FDCA did not document that cost price analyses were performed when procuring
services noncompetitively.

10 CFR 600.236(b)(1) — Procurement standards — Grantees and subgrantees will
use their own procurement procedures which reflect applicable State and local
laws and regulations, provided that the procurements conform to applicable
Federal law and the standards identified in this section.

10 CFR 600.236(b)(9) — Grantees and subgrantees will maintain records
sufficient to detail the significant history of a procurement. These records will
include, but are not necessarily limited to the following: rationale for the method
of procurement, selection of contract type, contractor selection or rejection, and
the basis for the contract price.

10 CFR 600.236(d)(4) — Procurement by noncompetitive proposals may be used
only when the award of a contract is infeasible under other procurement methods
and under certain circumstances. Cost analysis, i.e., verifying the proposed cost
data, the projections of the data, and the evaluation of the specific elements of
costs and profits, is required.

10 CFR 600.236(f)(1) — Grantees and subgrantees must perform a cost or price
analysis in connection with every procurement action including contract
modifications. A cost analysis will be necessary when adequate price
competition is lacking, and for sole source procurements.

OMB Circular A-87, Attachment A, Section C.l.a. — Costs must be necessary
and reasonable for proper and efficient performance and administration of
Federal awards; C.2 — In determining reasonableness of a given cost,
consideration shall be given to the restraints imposed by such factors as: sound
business practices; arms length bargaining; Federal, State and other laws and
regulations; and market prices for comparable goods or services; and G.
Interagency Services — A standard indirect cost allowance equal to ten percent of
the direct salary and wage cost of providing the interagency service (excluding
overtime, shift premiums, and fringe benefits) may be used in lieu of determining
the actual indirect costs of the service.

Section 287.001, Florida Statutes, Legislative intent — The Legislature recognizes
that fair and open competition is a basic tenet of public procurement. It is
essential to the effective and ethical procurement of commodities and contractual
services that detailed justification of agency decisions in the procurement of
commodities and contractual services be maintained.

Chief Financial Officer's Memorandum No. 04 (2005-06) - Non-competitive
procurements must be supported by a detailed price and cost analysis. Costs
must be reasonable, necessary, and allowable in accordance with State and
Federal laws, rules, and regulations. Agencies must maintain documentation to
evidence the agency’s review.
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Utilizing the exemption included in Section 287.057(5)(f)13, Florida Statutes,
which indicates that services or commaodities provided by governmental agencies
are not subject to competitive solicitation, FDCA awarded contracts to the
University Central Florida (UCF) and the University of Florida (UF) totaling
$498,750 and $398,437, respectively, for training and program evaluation.
Payments under the UCF contract totaled $468,000 during the 2009-10 fiscal
year. The UF contract was not effective until May 10, 2010, and no payments
were made to UF during the 2009-10 fiscal year. FDCA did not maintain
documentation demonstrating how it selected the universities or detailed price
and cost analyses showing the reasonableness of contract costs proposed by the
universities.

Further, our review disclosed instances where contractual provisions governing
indirect costs did not appear to comply with Federal regulations. Under OMB
Circular A-87, Attachment A, Section G, Interagency Services, a standard
indirect cost allowance equal to ten percent of the direct salary and wage costs of
providing the interagency service (excluding overtime, shift premiums, and fringe
benefits) may be used in lieu of determining the actual indirect costs of the
service. However, a review of the UCF proposed contract costs disclosed the
indirect cost allowance was to be calculated on projected costs that included
fringe benefits, subcontract costs, expenses, and equipment costs.

Program staff indicated that they had limited experience with contractual services
procurements prior to the large increase of funds received in the 2009-10 fiscal
year.

Absent documented detailed analyses of the contract costs, FDCA cannot
demonstrate that amounts paid were reasonable.

We recommend that FDCA ensure appropriate documentation is retained
demonstrating the rationale for procurement methods and selection processes
and the reasonableness of the contract price. Additionally, FDCA should perform
a reconciliation of amounts paid to UCF to the actual costs incurred and ensure
that funds provided in excess of actual costs are returned to FDCA.

FDCA concurs that the procurement documents were not documented
adequately to convey the purpose of utilizing the universities as a sole source for
these two contracts.

FDCA will provide both of the contracted universities with a copy of OMB Circular
A-87, Attachment A, Section G, Interagency Services and request they provide
documentation to support the calculated indirect cost to meet these guidelines.
These contracts will be reconciled upon finalizing the scope of work. If it is
determined that there has been excess paid out, those funds will be returned to
FDCA.

Procurement Methods 12/01/10; Reconciliation upon contract finalization

Paula Lemmo, Community Program Manager
(850) 922-1844
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U.S. DEPARTMENT OF ENERGY

FA 10-019 (Interim Finding No. FDCA-3)

81.042

Weatherization Assistance for Low-Income Persons (WAP)
Cash Management

Florida Department of Community Affairs (FDCA)

DE-EE0000209

Noncompliance and Significant Deficiency

FDCA'’s procedures for advancing funds were not sufficient to ensure that the
advances were limited to the minimum amounts needed and timed to be in
accordance with immediate cash requirements of the subgrantees.

10 CFR 600.221, Payment - Methods and procedures for payment shall minimize
the time elapsing between the transfer of funds and disbursement by the grantee
or subgrantee, in accordance with Treasury regulations at 31 CFR part 205.

31 CFR 205.33 How are funds transfers processed?
2009 Weatherization Contract Attachment E, Justification of Advance Payment

During the 2009-10 fiscal year, FDCA advanced approximately $8.2 million to
WAP subgrantees. Advances were made pursuant to contract terms which
provided that the amount advanced may not exceed the expected cash needs of
the subgrantee within the first three months of the contract term. FDCA did not
deduct advanced amounts from the monthly reimbursements made to the
subgrantee. Instead, the subgrantee was reimbursed for the entire amount of
actual expenditures, which reestablished the full three month cash advance
balance after each payment. According to FDCA procedures, the advanced
amount is to be offset against the final contract payment and any remaining
advance is to be refunded to FDCA by the subgrantee.

Our review of nine subgrantee contracts with advances disclosed eight instances
with advances totaling approximately $3.3 million for which approximately $2.2
million was advanced in excess of the amounts actually spent in the first three
months. The number of days beyond three months that elapsed prior to the
amount of the advance being expended in these eight instances ranged from 42
to 167 days.

FDCA did not periodically monitor the status of cash advances or make
adjustments to the amount of the advances when subgrantees were not using
the funds for WAP Program purposes as quickly as originally expected. FDCA
staff indicated that, due to the unprecedented increase in funding from the
American Recovery and Reinvestment Act, subgrantees were using their best
estimates as to what production would be to calculate the advance amount and
that some subgrantees were able to ramp up production faster than others.

FDCA lacked assurance that subgrantees minimized the time elapsing between
the drawdown and disbursement of funds for WAP Program purposes.

We recommend that FDCA re-evaluate the necessity of providing subgrantees
with three month advances. Additionally, FDCA should enhance its procedures
to periodically evaluate the status of funds advanced to subgrantees and reduce
reimbursements to subgrantees when advances are not expended timely. FDCA
should also consider recapturing advanced amounts throughout the course of the
contract rather than waiting until the final contract payment.

FDCA will re-evaluate the necessity of providing subgrantees with a three month
advance. FDCA will adopt procedures to periodically evaluate the status of the
advance funds, and monitor them to assure advances are expended timely. As
for the majority of these subgrantees, it would create a tremendous hardship for
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FDCA to recapture the advance funds prior to the latter portion of the contract
period. FDCA agrees to monitor expenditures closely and work with the
subgrantees to expend their advances adequately within the contract period.

09/30/11

Paula Lemmo, Community Program Manager
(850) 922-1844
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U.S. DEPARTMENT OF ENERGY

FA 10-020

81.042

Weatherization Assistance for Low-Income Persons (WAP)
Subrecipient Monitoring

Florida Department of Community Affairs (FDCA)

DE-FG26-07NT43105

Noncompliance

FDCA monitoring visits did not always include the required number of client
dwelling inspections for weatherization contracts awarded pursuant to the
2009-2011 State Plan.

Weatherization Program Notices 09-1, 4.0 - Grantee Program Oversight
(Program Monitoring), Florida Weatherization Assistance Program 2009-2011
State Plan

USDOE program guidance requires that, during the annual subgrantee
monitoring visits, grantees inspect at least five percent of all client dwellings
weatherized by subgrantees and recommends inspection of more. FDCA's
2009-2011 State Plan provides that dwelling inspections will consist of six
completed and reported jobs or ten percent of annual production whichever is
greater. FDCA'’s subgrantee monitoring visits included monitoring of contracts
awarded in accordance with the 2009-2011 State Plan (regular weatherization)
and the 2009-2012 American Recovery and Reinvestment Act (ARRA) State
Plan (ARRA weatherization), as well as any other active weatherization
contracts.

Our review of 3 on-site monitoring visits disclosed that the required number of
inspections related to the ARRA weatherization contracts were completed during
all three monitoring visits. However, for regular weatherization contracts, FDCA
did not meet Federal or State Plan requirements regarding the number of
inspections for regular weatherization contracts, as discussed below:

» For 2 of the 3 site visits, FDCA inspected no dwellings and one dwelling,
respectively, although at least 8 and 5 inspections, respectively, should have
been performed to meet the level of five percent required by Federal
guidance.

» Using the State Plan provisions, a total of 31 dwellings should have been
inspected during the 3 monitoring visits, however, only 3 inspections were
completed.

FDCA was concentrating on completing ARRA contract dwelling inspections.

In the absence of sufficient dwelling inspections, FDCA's assurance that
subgrantees are properly weatherizing dwellings is reduced.

We recommend that FDCA ensure that sufficient dwelling inspections are
completed in accordance with Federal guidelines and State Plan provisions.

FDCA will ensure that sufficient dwelling inspections are completed in
accordance with federal guidelines and State Plan provisions.  Starting
immediately, any on-site monitoring conducted by FDCA program staff will also
include client dwellings weatherized under the 2009 weatherization agreements
until a minimum of 5 percent of the homes are inspected. We anticipate this will
be accomplished before the contract period ends.
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03/31/2011

Paula L. Lemmo, Community Program Manager

(850) 922-1844
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U.S. DEPARTMENT OF EDUCATION

FA 10-022

Various

Various

Cash Management

Florida Department of Education (FDOE)

Various

Significant Deficiency
Report No. 2010-165, Finding No. FA 09-016

FDOE management had not implemented certain systems development and
modification controls for the Cash Advance and Reporting of Distributions
System (CARDS) or finalized a current Information Systems Development
Methodology (ISDM) manual. In addition, FDOE management had not
established effective access security controls for CARDS.

Information Technology Best Practices

Systems Development Controls: Management should establish and maintain an
ISDM outlining procedures, practices, and guidelines governing the initiation,
concept, development, planning, requirements analysis, design, development,
integration and test, implementation, operations, maintenance, and disposition of
information technology. A complete and effective ISDM can reduce the risk that
new systems or modifications may fail and not adequately satisfy user needs.

Systems Modification Controls: Establishing controls over the modification of
application programs (change management) helps to ensure that only authorized
programs and authorized modifications are implemented. Program modification
functions should operate independently of production functions. Only after the
modification has been completed, has received both system testing and user
acceptance testing, and has been approved by internal IT project management
or the contractor and the user, should it be moved into production.

Access Controls: Management should implement and document procedures that
provide access control based on an individual's demonstrated need to view, add,
or delete data. Access controls should include the use of individual user
identifications (IDs) and passwords to allow for attributing user activities to the
responsible user. Additionally, the risk of inappropriate or unnecessary access
privileges can be reduced through the employment of such controls as
documenting authorizations for system access, periodically reviewing the
appropriateness of access privileges, and promptly removing the access
privileges of former employees.

CARDS is a Web-based application that provides information on the financial
status of Federally-funded projects that have been awarded to subrecipients.
CARDS was utilized for the following major programs and program clusters for
which FDOE provided approximately $3.2 billion to subrecipients and State
agencies during the 2009-10 fiscal year:

84.010 and 84.389 — Title I, Part A Cluster

84.027, 84.173, 84.391, and 84.392 — Special Education Cluster (IDEA)
84.048 — Career and Technical Education — Basic Grants to States
84.367 — Improving Teacher Quality State Grants

84.394 and 84.397 — State Fiscal Stabilization Fund Cluster

Our audit disclosed the following control deficiencies relating to CARDS:

» FDOE had not implemented policies and procedures governing application
system development and maintenance for CARDS. Although FDOE had
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developed a Department-wide ISDM, it remained in draft as of June 30,
2010.

» For ten completed program modifications, FDOE could not provide
documentation supporting independent testing and approval of the change or
that the modifications were independently moved from the test environment
into the production environment.

» FDOE did not timely remove access privileges for two of the three
employees having access to CARDS who had separated from FDOE during
the 2009-10 fiscal year. For these two employees, the time elapsing from
separation to the removal of access privileges ranged from 98 to 145 days.

» Certain other aspects of FDOE access security controls did not sufficiently
reduce the risk of inappropriate or unnecessary access. We are not
disclosing specific details of access security control deficiencies in this report
to avoid the possibility of compromising FDOE security. However, we have
notified appropriate FDOE personnel of these issues.

FDOE had not finalized its ISDM. Additionally, FDOE did not perform periodic
reviews of access privileges for internal CARDS users.

Absent current systems development and modification controls, the integrity,
accuracy, and completeness of the CARDS data and reports are subject to
increased risk of error. In addition, absent appropriate access security controls,
the integrity of the data contained within CARDS is subject to increased risk of
compromise.

FDOE should finalize its ISDM.  Additionally, FDOE should implement
procedures to periodically review all access privileges, both for internal and
external users of CARDS.

The FDOE continues to work towards having a fully promulgated ISDM. In the
meantime to further this effort, the FDOE is in the process of creating an
Information Technology Standards Workgroup (ITSW) to establish uniform
information technology standards. The ISDM would come under this
workgroup’s review and approval to be formally adopted as a FDOE standard.
FDOE is implementing the procedures contained in the draft ISDM while the final
management approval is obtained.

Since August 2010, FDOE has documented the existing approval process
through a web based change management system.

Although the two CARDS users did not have any activity after being terminated
from FDOE, FDOE has enhanced its procedures by moving its CARDS access
security to FDOE's centralized access control custodian. The access control
custodian routinely reviews access privileges for all fiscal-related systems users,
including CARDS users and takes any necessary actions.

March 31, 2011
April 30, 2011 for ISDM

Martha K. Asbury
(850) 245-0420

72



MARCH 2011

REPORT NoO. 2011-167

Finding Number

CFDA Number

Program Title

Compliance Requirement

State Agency

Federal Grant/Contract
Number and Grant Year

Finding Type

Finding

Criteria

Condition

Cause

Effect

Recommendation

State Agency Response and
Corrective Action Plan

Estimated Corrective
Action Date

Agency Contact and
Telephone Number

U.S. DEPARTMENT OF EDUCATION

FA 10-023

84.010

Title | Grants to Local Educational Agencies
Matching, Level of Effort, Earmarking

Florida Department of Education (FDOE)

S010A080009A 2008

Noncompliance

FDOE did not reduce allocations of Title | funding to a Local Educational Agency
(LEA) that did not meet its maintenance of effort (MOE) requirement for the
2008-09 fiscal year.

34 CFR Subpart D Fiscal Requirements - An LEA may receive its full allocation
of funds only if the State Educational Agency (SEA) finds that either the
combined fiscal effort per student or the aggregate expenditures of State and
local funds, with respect to the provision of free public education in the LEA, for
the preceding fiscal year was not less than 90 percent of the combined fiscal
effort per student or the aggregate expenditures for the second preceding fiscal
year.

20 USC 7901 Maintenance of Effort - The SEA shall reduce the amount of the
allocation of funds under the Title | Program in any fiscal year in the exact
proportion by which a LEA fails to meet the fiscal effort requirement using the
measure most favorable to the LEA.

Upon completion of its calculations in March 2010 of LEAS’ fiscal efforts to meet
the MOE requirements for the 2008-09 fiscal year, FDOE determined that 1 of
the 67 LEAs did not meet the 90 percent threshold. Using the measure most
favorable to the LEA, Taylor County District School Board (TCDSB) was required
to expend $7,682 per student in Title | funds in order to meet the MOE
requirement. TCDSB expended $7,354 per student for the 2008-09 fiscal year,
resulting in a shortfall of $328 (or 3.85 percent) per student for a total of
$970,383. However, FDOE did not reduce its allocation of Title | funds to
TCDSB.

In response to our inquiry in October 2010, FDOE management indicated they
were preparing a waiver request to USED on behalf of TCDSB.

Absent approval of a waiver, TCDSB’s funding could be reduced by an amount
equal to the amount of the MOE shortfall.

We recommend that FDOE promptly obtain a waiver or, as required by Federal
law, FDOE must reduce TCDSB's allocation of Title | funds.

In accordance with USED guidance on this issue, FDOE has prepared the
request for a waiver of the Title | MOE requirement on behalf of the Taylor
County School District. FDOE expects that the waiver request will be approved.

Pending action by the USED

Martha K. Asbury
(850) 245-0420
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U.S. DEPARTMENT OF EDUCATION

FA 10-024

84.010, 84.389; 84.027, 84.173, 84.391, and 84.392
Title I, Part A Cluster

Special Education Cluster (IDEA)

Reporting

Florida Department of Education (FDOE)

Various

Significant Deficiency

FDOE had not implemented certain access security controls for the K-12 Student
and Staff Database System.

Information Technology Best Practices

Access Controls: Management should implement and document procedures that
provide access controls based on an individual's demonstrated need to view,
add, or delete data. Access controls should include the use of individual user
identifications (IDs) and passwords to allow for attributing user activities to the
responsible user. Additionally, the risk of inappropriate or unnecessary access
privileges can be reduced through the employment of such controls as
documenting authorizations for system access, periodically reviewing the
appropriateness of access privileges, and promptly removing the access
privileges of former employees.

FDOE utilized the K-12 Student and Staff Database System (System) to obtain
from district school boards student counts categorized by age and special need
and to obtain information about school staff. FDOE utilized data from the System
to prepare the National Public Education Finance Survey (NPEFS) and the
Report of Children and Youth with Disabilities Receiving Special Education. The
data also supported other State and Federal reporting requirements, including
the U.S. Department of Education’s EDFacts initiative, which provided for the use
of performance data in decision making processes. Title | and Special Education
expended approximately $1.7 billion in Federal awards for the 2009-10 fiscal
year.

Our audit disclosed that certain aspects of FDOE access security controls did not
sufficiently reduce the risk of inappropriate or unnecessary access. We are not
disclosing specific details of access security control deficiencies in this report to
avoid the possibility of compromising FDOE security. However, appropriate
FDOE personnel have been notified of these issues.

FDOE did not establish adequate access security controls for the K-12 Student
and Staff Database System.

Absent appropriate access security controls, the integrity of the data contained
within the K-12 Student and Staff Database System is subject to increased risk of
compromise.

FDOE should establish adequate access security controls for the K-12 Student
and Staff Database System.

The issues that were identified in this audit review must be addressed by the
North West Regional Data Center (NWRDC). However, FDOE will continue to
develop and provide as recommendations to the NWRDC, mitigating security
measures that ensure the confidentiality and integrity of FDOE data is
maintained. These recommendations could impact several state agencies and
will require NWRDC's action in order to implement.
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Pending action by NWRDC.

Martha K. Asbury
(850) 245-0420
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U.S. DEPARTMENT OF EDUCATION

FA 10-025

84.010, 84.389

Title I, Part A Cluster

Subrecipient Monitoring, Special Tests and Provisions - Comparability
Florida Department of Education (FDOE)

S010A080009A 2008, SO10A090009A 2009, and S389A090009A 2009

Noncompliance and Significant Deficiency

FDOE had not ensured that local educational agencies (LEAs) met comparability
requirements.

OMB Circular A-133 Compliance Supplement — June 2010, Special Tests and
Provisions - Comparability; 20 USC 6321(c), Comparability of Services

Comparability is one of the fiscal requirements that LEAs must comply with to
continue receiving Title | funds from one school year to the next. An LEA is
considered to have met this requirement if the LEA has filed with FDOE a written
assurance that the LEA has established and implemented procedures to have
met the comparability requirement. FDOE should biennially monitor compliance
with the comparability requirements.

FDOE monitored LEA compliance with the comparability requirement every five
years rather than at least biennially as required. Additionally, FDOE guidance
provided that LEAs met comparability requirements if the LEA filed a written
assurance that it had established and implemented a district-wide salary
schedule, a policy to ensure equivalence among schools in teachers,
administrators, and other staff, or a policy to ensure equivalence among schools
in the provision of curriculum materials and instructional supplies. However,
LEAs were to have satisfied all three requirements in order to meet Title |
comparability requirements.

FDOE did not monitor LEA compliance at least once every two years. Also,
FDOE's guidance to its LEAs was not sufficient to ensure compliance with the
comparability requirements.

Noncompliance with comparability requirements may result in a loss of funds for
the LEAs.

We recommend that FDOE monitor LEA compliance with comparability
requirements at least once every two years. We also recommend that FDOE
revise its guidance to LEAs to specify that assurances must be provided for all
three requirements.

The FDOE has completed all actions required by the USED in regard to this
issue. In August 2010, FDOE program staff submitted to the USED, the revised
Comparability Technical Assistance Paper with revised guidance to LEAs related
to the requirements for the (1) Assurances option and (2) Average Per Pupil
Expenditures for Instructional Services option. In November 2010, FDOE
program staff re-issued the revised guidance to LEAs making them aware of the
requirement that LEAs who select the Assurance option must provide written
assurance that it had (1) established and implemented a district-wide salary
schedule; (2) a policy to ensure equivalence among schools in teachers,
administrators, and other staff; and (3) a policy to ensure equivalence among
schools in the provision of curriculum materials and instructional supplies.
Please note that FDOE guidance has always included this requirement.

Beginning with the 2010-2011 school year, FDOE program staff developed a
proposed schedule to review LEAs source documents at least once every two
years. Additionally, FDOE program staff have revised the online reporting
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template to capture updated and/or new requirements for the options available
for calculating comparability.

Currently, FDOE program staff is in the process of reviewing LEA’s 2010-11
annual online comparability reports, written comparability procedures, and source
documentation. The FDOE program staff continues to provide ongoing technical
assistance to LEAs regarding comparability requirements.

April 2011 and ongoing

Martha K. Asbury
(850) 245-0420
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U.S. DEPARTMENT OF EDUCATION

FA 10-026

84.027, 84.173, 84.391, and 84.392

Special Education Cluster

Matching, Level of Effort, Earmarking

Florida Department of Education (FDOE)

H027A08004A 2008, H173A080027 2008, H391A090024A 2009, and
H392A090027A 2009

Opinion Qualification and Material Noncompliance

FDOE did not meet the maintenance of effort (MOE) requirement for the 2008-09
fiscal year.

20 USC 1412(a)(18) Maintenance of State Financial Support — The State must
not reduce the amount of State financial support for special education and
related services below the amount of that support for the preceding fiscal year.

During the 2008-09 fiscal year, FDOE was required to expend $5,952,355,019 in
State funds in order to meet the MOE requirement. However, according to
FDOE's calculations completed in November 2010, eligible MOE expenditures
totaled $5,851,376,068, resulting in a shortfall of $100,978,951 (approximately
1.7 percent).

Because of continuing economic difficulties in Florida, available General
Revenue moneys were insufficient to meet the MOE requirement. Additionally,
FDOE management indicated that the calculation process was started in Spring
2010. However, a replication of the process resulted in significant
inconsistencies causing a delay in finalizing the MOE calculation. FDOE
management also indicated that FDOE would seek a waiver from USED.

USED could reduce the allocation of funding for special education in an amount
equal to the amount by which FDOE failed to meet the requirement.

We recommend that FDOE promptly request a waiver.

FDOE has prepared a request for a waiver of the special education MOE
requirement for the 2008-09 fiscal year and anticipates that this request will be
approved by USED.

Pending action by the USED.

Martha K. Asbury
(850) 245-0420
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U.S. DEPARTMENT OF EDUCATION

FA 10-027

84.032

Federal Family Education Loans (FFEL)
Reporting and Special Tests and Provisions
Florida Department of Education (FDOE)

Various

Significant Deficiency
Report No. 2010-165, Finding No. FA 09-020; Report No. 2010-199, Finding
Nos. 1 through 6

The FDOE Office of Student Financial Assistance uses the Federal Family
Education Loans Program (FFELP) System to process and track loan
applications, post borrower payments and other types of collections, and process
claims submitted by lenders. In our Information Technology operational audit
report No. 2010-199, dated June 2010, we disclosed in findings Nos. 1 through 6,
deficiencies related to the FFELP System regarding security administration
procedures, access privileges, user identification and authentication, and
program change controls that we consider to be significant deficiencies. Details
of the findings and recommendations, as well as FDOE management’s response
are included in that report.
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U.S. DEPARTMENT OF EDUCATION

FA 10-028

84.048

Career and Technical Education — Basic Grants to States (CTE)
Allowable Costs/Cost Principles

Florida Department of Education (FDOE)

V048A090009A 2009 and VO48A080009A 2008

Noncompliance
Questioned Costs — $610,894.17 (Federal Grant No. VO48A090009A 2009)

FDOE was continuing to negotiate an agreement on its time distribution system
with USED, and, as a result, FDOE did not obtain periodic certifications for
employees whose salaries and benefits were paid solely from CTE Program
funds.

OMB Circular A-87, Attachment B, Section 8.h., Support of salaries and wages

During the 2009-10 fiscal year, FDOE expended CTE funds totaling $66,192,474
of which $1,728,548 represented salary and benefit costs for FDOE employees.
Our audit disclosed that FDOE did not properly support salaries and benefits
totaling $610,894 for 13 employees that were paid solely from CTE Program
funds.

FDOE's current time distribution system was implemented under a Cooperative
Audit Resolution and Oversight Initiative (CAROI) agreement in 1996 with
revisions in 1998 that included USED approval of a waiver for semiannual
certifications. In February 2008, USED reviewed FDOE’s substitute time
distribution system and made several recommendations for changes to the
system, including reinstating the semiannual certification requirement for
employees working solely on one program. In response, in a letter dated May 9,
2008, FDOE agreed with the recommendation to reinstate the semiannual
certification requirement. However, FDOE management indicated that they had
not reinstated the semiannual certification requirement because revisions to the
time distribution agreement with USED had yet to be finalized.

Revisions to the time distribution agreement had not been finalized.

Absent the periodic certifications, some salary costs charged to the Program
were not substantiated.

We recommend that FDOE complete negotiations with USED on its time
distribution system and obtain appropriate certifications for employees working
solely on the CTE Program.

As discussed during the audit meetings, the substantiation of the salary costs
charged to the program is fully consistent with the requirements of the existing
approved substitute system. FDOE continues to negotiate with appropriate
entities within the USED to complete enhancements to the existing system.

July 1, 2011, pending the negotiations with USED.

Martha K. Asbury
(850) 245-0420
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U.S. DEPARTMENT OF EDUCATION

FA 10-029

84.126 and 84.390

Vocational Rehabilitation Cluster (VR)

Allowable Costs/Cost Principles

Florida Department of Education (FDOE)

H390A090086 2009, H126A090086 2009, H126A090087 20009,
H126A100087 2010, and H126A100086 2010

Opinion Qualification, Material Noncompliance, and Material Weakness
Questioned Costs — $53,332,565.84 (Federal Share - $43,773,455.44; Federal
Grant Nos. H390A090086 2009 — $1,266,388.83, H126A090086 2009 -
$8,774,002.59, H126A100086 2010 - $24,878,824.34, H126A090087 2009 -
$2,258,475.89, and H126A100087 2010 - $6,595,763.79)

FDOE was continuing to negotiate an agreement on its time distribution system,
and, as a result, FDOE did not maintain appropriate records to support salaries
and benefits charged to the VR Program.

OMB Circular A-87 Attachment B, Section 8.h., Support of Salaries and Wages

During the 2009-10 fiscal year, FDOE expended VR funds totaling $172,039,986
of which $53,332,566 represented salary and benefit costs for FDOE employees.
Our audit disclosed that FDOE did not obtain periodic certifications for
employees whose salaries and benefits were paid solely from VR funds.
Additionally, FDOE used an outdated time distribution system to allocate
employee salary and benefit costs across multiple programs.

FDOE's current time distribution system was implemented under a Cooperative
Audit Resolution and Oversight Initiative (CAROI) agreement in 1996 with
revisions in 1998 that included USED approval of a waiver for semiannual
certifications. In February 2008, USED reviewed FDOE’s substitute time
distribution system and made several recommendations for changes to the
system, including reinstating the semiannual certification requirement for
employees working solely on one program and modifying the methodology used
for employees working on multiple programs.

In response, in a letter dated May 9, 2008, FDOE agreed to reinstate the
semiannual certification requirement while expressing concerns about changing
the methodology for employees working on multiple programs. FDOE
management indicated that an agreement with USED to change the time
distribution system had been drafted but not yet finalized. Pending a final
agreement, FDOE had not reinstated the semiannual certification requirement or
made the recommended changes to its time distribution system.

Revisions to the time distribution agreement had not been finalized.

Absent appropriate documentation, FDOE had not fully substantiated the salary
costs charged to the Program.

We recommend that FDOE complete negotiations with USED on its time
distribution system and obtain appropriate certifications.

As discussed during the audit meetings, the substantiation of the salary costs
charged to the program is fully consistent with the requirements of the existing
approved substitute system. FDOE continues to negotiate with appropriate
entities within the USED to complete enhancements to the existing system.

July 1, 2011, pending the negotiations with USED.

Martha K. Asbury
(850) 245-0420
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U.S. DEPARTMENT OF EDUCATION

FA 10-030

84.126 and 84.390

Vocational Rehabilitation Cluster (VR)

Allowable Costs/Cost Principles

Florida Department of Education (FDOE)

H390A090086 2009, H126A090086 2009, H126A090087 20009,
H126A100087 2010, and H126A100086 2010

Significant Deficiency

Report No. 2010-165, Finding No. FA 09-022

FDOE did not always timely authorize expenditures for client services.

34 CFR 361.50(e), Written policies governing the provision of services for
individuals with disabilities. Authorization of Services

According to Division of Vocational Rehabilitation (DVR) written procedures
related to the nature and scope of vocational rehabilitation services, the
authorization for such services is generally required to be documented prior to or
at the same time the services are requested or purchased, except in certain
situations. Similarly, Division of Blind Services (DBS) written procedures state
that services must be authorized prior to service provision.

During the 2009-10 fiscal year, FDOE expended $86,027,885.01 for client
services. We tested 30 client services expenditures totaling $20,985.37. Our
audit disclosed that the services associated with 10 of these expenditures
totaling $7,627.76 were authorized or approved by the supervisor 1 to 23 days
after services were completed. The 10 expenditures were for medical and
vocational services, transportation, and books.

Established procedures with regard to the authorization of client services were
not always followed by personnel.

Prior authorization of client services assists FDOE management in maintaining
adequate fiscal control of program activities. It also provides additional
assurances concerning the allowability of costs.

We recommend that FDOE take steps to increase the rate of compliance with
prescribed procedures regarding the authorization and approval of client
services.

FDOE's Division of Vocational Rehabilitation continues to address adherence to
prescribed procedures in Supervisory Training and New Counselor Training,
through communication with Area staff, and through performance reviews. DVR
has developed an automated supervisor approval process in the Rehabilitation
Management Information System (RIMS) to address this issue, and it is
anticipated that this process will be available later this year. This process is
ongoing.

FDOE's Division of Blind Services now reviews authorizations monthly with
appropriate Client Services staff to identify any violations of the procedure
prohibiting the initiation of services before they are fully authorized. Additionally,
to ensure that staff are held accountable, language has been added to
performance evaluations to reflect the importance of complying with this
requirement.

February 1, 2011 and ongoing

Martha K. Asbury
(850) 245-0420
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U.S. DEPARTMENT OF EDUCATION

FA 10-031

84.126 and 84.390

Vocational Rehabilitation Cluster
Reporting

Florida Department of Education (FDOE)

Various

Significant Deficiency

FDOE did not ensure that adequate information technology security controls had
been established for the Accessible Web-Based Activity and Reporting
Environment (AWARE) System.

Information Technology Best Practices

Access Controls: Management should implement and document procedures that
provide access control based on an individual's demonstrated need to view, add,
or delete data. The risk of inappropriate or unnecessary access to information
can be reduced through the use of security controls to ensure that systems are
accessible only to authorized users and for authorized uses. Effective
management of system access privileges includes the use of individual user
identifications (IDs) and passwords to allow for attributing user activities to the
responsible user, periodically reviewing the appropriateness of access privileges,
and promptly removing the access privileges of former employees.

AWARE is a Web-based case management system used to manage and track
vocational rehabilitation and independent living services for individuals who are
blind or visually impaired and to provide data for various reports. The AWARE
System was used in the processing of approximately $15.9 million in claims paid
for client services during the 2009-10 fiscal year.

Our audit disclosed the following control deficiencies relating to the AWARE
System:

» Two of ten active user accounts did not appear necessary. As of June 29,
2010, one user had not accessed the system for 474 days. The other user
never accessed the system between receiving access on November 30,
2005, and separating from FDOE in September 2008. Following audit
inquiry, access for both users was removed on June 29, 2010.

» FDOE did not timely remove access privileges for six of ten employees
having access to AWARE and who had separated from FDOE. As of June
30, 2010, access remained active for these six users for lengths of time
ranging from 4 to 279 days after their separation dates.

» According to FDOE staff, system administrator access capabilities to the
AWARE System were granted to staff of the contractor for systems
development and maintenance requests. However, the user account
remained active on a continuous basis rather than being activated on an as
needed basis. Additionally, there were no formal monitoring procedures in
place to ensure access was only for authorized contractor employees and
that data integrity was maintained during and after systems development and
maintenance performed by the contractor.

» Certain other aspects of FDOE access security controls did not sufficiently
reduce the risk of inappropriate or unnecessary access. We are not
disclosing specific details of access security control deficiencies in this report
to avoid the possibility of compromising FDOE security. However, we have
notified appropriate FDOE personnel of these issues.
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Although FDOE had developed access security control procedures for AWARE,
the procedures were not fully implemented as of June 30, 2010.

Absent appropriate monitoring of authorized users and their access privileges,
the possibility exists that information may be destroyed, disclosed, or otherwise
compromised.

We recommend that FDOE fully implement and follow its access security control
procedures to ensure that access is appropriate and that access is promptly
removed upon an employee’s or user’s separation.

Procedures have been developed, implemented, and quality assurance
measures put in place within DBS to address the audit issues pertaining to timely
termination of AWARE accounts upon employee or contractor separations.
Additionally, the confidential security control issue has been resolved.

Procedures will be developed and implemented by March 31, 2011, to close all
AWARE accounts that have been inactive for 60 days.

The system administrator access issue has been substantially resolved.
Currently, system access is granted to contractors only on an as-needed basis
and revoked immediately after the requested maintenance or enhancement
action is completed. Procedures are being revised to reflect this functional
change in contractor system administrator access and will be complete March
30, 2011.

March 31, 2011 and ongoing

Martha K. Asbury
(850) 245-0420
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U.S. DEPARTMENT OF EDUCATION

FA 10-033

84.394 and 84.397

State Fiscal Stabilization Fund (SFSF) Cluster
Education State Grants, Recovery Act - Education Stabilization Fund
Government Services, Recovery Act

Activities Allowed or Unallowed and Allowable Costs/Cost Principles

University of Florida (UF)

Florida Department of Education (FDOE)

011-5920S-0CZ10; July 1, 2009 — June 30, 2010

Noncompliance and Significant Deficiency
Questioned Costs — $411,559.38

The institution used funds for past debt, which was an unallowable charge on the
grant.

U.S. Department of Education’s publication Guidance on the State Fiscal
Stabilization Fund Program (April 2009), Section IV-7

In July 2009, the institution paid, from non-SFSF funds, the final installment of
$411,559.38 on a leased MRI system. This MRI system was then used as a
trade-in toward the purchase, also from non-SFSF funds, of a new MRI system.
In December 2009, the institution transferred the charges for the final payment
on the leased, and subsequently traded, MRI system to the grant.

At the time of the transfer, the institution believed the transferred payment
represented an appropriate charge to the grant.

When unallowable costs are charged to the program, the institution may be
required to return disallowed costs.

The institution should limit charges to grants to allowable costs and consult with
the grantor agency as to the resolution of the questioned costs.

The University reported the expenditure to FDOE in a quarterly report. There
was no indication there was a problem with the expenditure until it was brought to
the University's attention by the Auditor General. This transaction involved the
purchase of an MRI with ARRA and non-ARRA funds plus the trade-in value of
an older MRI. There were enough non-ARRA funds involved in the transaction
such that the University could have used those funds to pay off the debt on the
traded-in MRI. Thus, this is not a question of the University using federal funds
to pay off past debt. In sum, it is the University's position that the ARRA funds,
along with other non-ARRA funds, were ultimately used to purchase the new MRI
as well as for equipping the new veterinary teaching hospital. The charge posted
to the Federal award for the MRI is reasonable, allowable, and allocable.

No corrective action necessary

Matthew Fajack, Vice President and Chief Financial Officer
(352) 392-2204

The institution, in its response, indicated that it could have used non-ARRA funds
to pay off the debt on the traded-in MRI and this is not a question of the
institution using Federal funds to pay off past debt. However, the point of our
finding is that the institution, through the above-noted transfer, used ARRA funds
to make a payment on past debt, which is not an allowable charge to the grant.
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U.S. DEPARTMENT OF EDUCATION

FA 10-034

84.394 and 84.397

State Fiscal Stabilization Fund (SFSF) Cluster
Matching, Level of Effort, Earmarking

Florida Department of Education (FDOE)

S394A090010A 2009

Opinion Qualification and Material Noncompliance

FDOE did not meet the SFSF maintenance of effort (MOE) requirement for the
Education State Grants for the 2009-10 fiscal year due to insufficient availability
of MOE funds.

State Applications — Maintenance of effort requirements under section 14005
(d)(2) of the Recovery Act

In each of fiscal years 2009, 2010, and 2011, the State will maintain State
support for elementary and secondary education and institutions of higher
education at least at the level of such support in fiscal year 2006.

During the 2009-10 fiscal year, FDOE was required to expend $9,125,618,593
and $3,268,590,344 in State funds for elementary and secondary education and
institutions of higher learning, respectively, in order to meet the MOE requirement
for SFSF Education State Grants. Eligible MOE expenditures totaled
$8,079,525,471 and $3,094,599,228 for elementary and secondary education
and institutions of higher learning, respectively, resulting in shortfalls of
$1,046,093,122 (11.5 percent) and $173,991,116 (5.3 percent).

FDOE originally requested a waiver from USED in May 2009. The waiver
request was subsequently revised in December 2009 and November 2010.
However, as of January 2011, USED had not approved the waiver.

Because of continuing economic difficulties in Florida, General Revenue moneys
available for the SFSF Education State Grants MOE requirement were not
sufficient.

Absent approval of the MOE waiver, FDOE could be subject to termination of the
grant and disallowance of some grant costs.

We recommend that FDOE continue to pursue the waiver request with USED.

FDOE continues to follow all USED guidelines and requests with respect to the
application for SFSF funds and the MOE waiver. We have received verbal
confirmation that the waiver will be approved shortly.

USED approval is expected by March 31, 2011.

Martha K. Asbury
(850) 245-0420
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FA 10-035

84.032, 97.004, and 97.067

Federal Family Education Loans (FFEL)
Homeland Security Cluster

Other

Florida Department of Education (FDOE)
Significant Deficiency

FDOE procedures for preparing the Schedule of Expenditures of Federal Awards
(SEFA) data form were not sufficient to ensure amounts reported were accurate.

OMB Circular A-133, Section §__ .205 Basis for determining Federal awards
expended - The determination of when an award is expended should be based
on when the activity related to the award occurs. The value of Federal awards
expended under loan programs should be the value of new loans made or
received during the fiscal year plus the balance of loans from previous years for
which the Federal Government imposes continuing compliance requirements.

To reasonably ensure the accuracy and completeness of the State’'s SEFA, the
Florida Department of Financial Services (FDFS) prepared the SEFA
Instructions, which required State agencies to prepare a SEFA data form and
certify its accuracy. Included were specific instructions for each column of the
data form. FDFS accumulated the information reported on the agencies’ SEFA
data forms to prepare the State’s SEFA.

FDFS instructions required that the value of loan guarantees should be reported
in the Total Expenditures column. FDFS instructions also required that amounts
provided (subgranted) to other State entities were to be reported in the column
“Subgranted to State of Florida Entities.” State of Florida Entities included State
Agencies, State Universities, State Colleges, and State Community Colleges.
Other amounts provided (subgranted) were to be reported in the column
“Subgranted to Non-State of Florida Entities.”

FDOE initially reported on its SEFA data form Total Expenditures of
$4,627,719,693, with Subgrants to State of Florida Entities totaling $347,092,878
and Subgrants to Non-State of Florida Entities totaling $4,280,626,815. Contrary
to FDFS instructions, FDOE did not report the value of new net loan guarantees
for the FFEL Program (CFDA No. 84.032) as expenditures. As a result, FDOE
understated the amount of Total Expenditures by $504,218,734.

Our tests also disclosed that FDOE improperly included encumbered balances
totaling $5,392,550 in the Total Expenditures column related to subawards made
with Homeland Security Cluster funds (CFDA No. 97.067). As a result, FDOE
overstated Total Expenditures by $5,392,550, Subgrants to State of Florida
Entities by $2,730,797, and Subgrants to Non-State of Florida Entities by
$2,661,753.

FDOE management indicated that they misinterpreted FDFS instructions related
to loan guarantees and omitted the value of new loan guarantees. Additionally,
FDOE improperly classified encumbrances as payables for subawards made with
Homeland Security Cluster funds.

Absent effective application of the procedures for preparing the SEFA, inaccurate
or incomplete information may be reported.

We recommend that FDOE enhance its procedures to ensure amounts reported
on the SEFA are complete and in accordance with FDFS instructions. We also
recommend that FDOE ensure that expenditures and encumbrances are properly
classified.
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FDOE disagrees with the portion of the finding addressing the value of new net
loan guarantees for the FFEL Program. The actions taken by the FDOE staff to
report these values were completely consistent with guidance provided by the
Department of Financial Services (DFS) during the annual SEFA training. The
two FDOE staff members who participated in the training specifically asked about
this issue and followed the instructions they were given. FDOE will, in the future,
seek written verification from DFS of all such guidance.

The FDOE believes that the instance of improper classification of expenditures
and encumbrances was an anomaly and will enhance oversight measures to
provide FDOE staff with additional guidance/training on establishing payables.

April 1, 2011

Martha K. Asbury
(850) 245-0420
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FA 10-036

Various

Various

Other

Daytona State College (DSC)
Significant Deficiency

The institution’s procedures for preparing the Schedule of Expenditures of
Federal Awards (SEFA) data form submitted to the Florida Department of
Education (FDOE) were not sufficient to ensure amounts reported were accurate.
The SEFA data form did not include all Federal award expenditures for the fiscal
year, and expenditures reported for four programs were incorrect.

OMB Circular A-133, Section _ .310(b), Schedule of Expenditures of Federal
Awards

The institution-prepared SEFA data form reported Federal expenditures totaling
$42,956,244.68 for the 2009-10 fiscal year. Our review of the SEFA data form
and supporting documents and accounting records disclosed the following:

» Federal Pell grant (PELL, CFDA No. 84.063) expenditures totaling
$32,705,780.78 were incorrectly reported as Federal Family Education
Loans (FFEL, CFDA No. 84.032) expenditures.

» FFEL loans disbursed totaling $38,874,339.67 were not reported on the
SEFA, resulting in the underreporting of the Federal expenditures. Federal
expenditures totaled $81,830,584.35 when the FFEL disbursements were
added.

> State Fiscal Stabilization Funds in the amount of $666,879 were incorrectly
reported as CFDA No. 84.394, rather than CFDA No. 84.397. This reporting
error was detected and corrected by FDOE.

Supervisory review of the SEFA data form did not detect the improper reporting
of Federal expenditures.

Lack of adequate supervisory reviews of financial reports increases the risk that
inaccurate or incomplete information may be reported on the SEFA data form
submitted to FDOE.

The institution should strengthen procedures to ensure a supervisory review is
performed and documented prior to the submission of the SEFA data form to
FDOE.

Comment noted. College's procedures have been enhanced to ensure
appropriate electronic form reporting of Federal expenditures.

Fall 2010

Frank Lombardo, President
(386) 506-3200
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Prior Year Finding

Finding

FA 10-037

Various (See Finding)

Various (See Finding)

Allowable Costs/Cost Principles, Eligibility, Reporting, Special Tests and
Provisions

Florida Department of Children and Family Services (FDCFS)

N/A

Significant Deficiency
Report No. 2010-165, Finding No. FA 09-037

The Florida On-line Recipient Integrated Data Access (FLORIDA) System is a
Statewide system operated and maintained by FDCFS to assist in public
assistance program eligibility determination and benefit issuance. In the
Information Technology audit report No. 2011-141, dated March 2011, we
disclosed in findings Nos. 1 through 8, deficiencies related to the FLORIDA
System regarding exception reporting, application controls, and systems
development and program modification that we consider to be significant
deficiencies. Details of the findings and recommendations, as well as FDCFS
management’s response are included in that report.

The FLORIDA System is used in administering aspects of the following major
programs:

10.551 and 10.561 — Supplemental Nutrition Assistance Program Cluster
93.558 — Temporary Assistance for Needy Families

93.566 — Refugee and Entrant Assistance — State Administered Programs
93.778 — Medical Assistance Program
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FA 10-038

Various (See Condition)

Various (See Condition)

Subrecipient Monitoring

Florida Department of Children and Family Services (FDCFS)

Various

Significant Deficiency
Report No. 2010-165, Finding No. FA 09-038

FDCFS did not have a process to consider subrecipient expenditures from all
Federal sources when determining whether subrecipient audit requirements were
met.

OMB Circular A-133 §_  .400 Pass-through entity responsibilites -
Pass-through entities are responsible for ensuring that subrecipients expending
$500,000 or more in Federal awards during the subrecipient’s fiscal year have
met the OMB Circular A-133 audit requirements.

During the 2009-10 fiscal year, FDCFS had Federal expenditures related to 660
agreements including 143 with subrecipients for which FDCFS provided
$500,000 or more in Federal assistance. Of the 143 agreements, 92 included
funding for the following major programs:

93.558, 93.714, and 93.716 — TANF (Temporary Assistance for Needy Families) Cluster
93.566 — Refugee and Entrant Assistance — State-Administered Programs

93.775, 93.776, 93.777 and 93.778 — Medicaid Cluster

93.959 — Block Grants for Prevention and Treatment of Substance Abuse

FDCFS has established procedures for ensuring that it receives A-133 audits
from subrecipients to which it provides $500,000 or more in Federal funding.
However, the procedures do not address instances where an audit may be
required because the total Federal funds expended, including the expenditures
funded by other Federal grantors and recipients, exceed $500,000. Ensuring
that subrecipients meet the audit requirements may be accomplished, in part, by
requiring all subrecipients to provide an audit or a certification that an audit was
not required.

FDCFS policies and procedures were based only on funding FDCFS provided to
subrecipients.

Procedures to identify all subrecipients required to submit an A-133 audit would
provide FDCFS greater assurance that subrecipients were in compliance with
laws, regulations, and provisions of contracts and grant agreements.

We again recommend that FDCFS establish procedures to consider all
subrecipient expenditures when determining whether audits are required. Such
policies and procedures might include requesting all subrecipients to submit to
FDCFS either an A-133 audit or certification that an A-133 audit was not
required.

Based on last year, and this year's audit finding we concur with the Auditor
General finding. In response, we have met with the Auditor General staff and
have created additional language for our standard contract to further ensure
subrecipients understand their responsibilities regarding A-133 compliance.

We also conducted a statistically valid test of A-133 federal funding compliance
and found no instances where the Department was out of compliance with the
requirement that it receive an A-133 audit from subrecipients to which it provides
$500,000 or more in Federal funding. In those subrecipients where the
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Department funding was less than $500,000 we found only three local
governmental agencies (school board, county and a sheriff's office) where the
Department provided minor funding where an A-133 audit was not in the
possession of the Department.

As indicated last year the Department has robust systems in place to ensure
compliance with A-133. Notwithstanding those systems the Department plans to
develop a web-application where subrecipients can submit A-133 audits to be
shared by all agencies with the ability for subrecipient to certify the amounts of
their Federal funding from all sources.

This system is expected to be in place in early 2012.

Jerry Chesnutt, Director of Internal Audit
(850) 488-8722
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FA 10-039

93.069

Public Health Emergency Preparedness (PHEP)

Activities Allowed or Unallowed, Allowable Costs/Cost Principles
Florida Department of Health (FDOH)

1H75TP000351-01

Noncompliance and Material Weakness
Questioned Costs — $16,990.35

Contrary to Federal Regulations, FDOH did not always maintain records to
support salaries and benefits charged to the Program. Additionally, various
methodologies used by county health departments to allocate salaries resulted in
overcharges to the PHEP Program.

OMB Circular A-87 Attachment B, Section 8.h., Support of Salaries and Wages

FDOH Policy DOHP 57-06-08, Single Federal Award Certification Process and
Responsibilities requires employees paid and working 100 percent of the time
from a Federal grant to complete a Single Federal Award Certification
(Certification).

FDOH Policy DOHP 57-03-09, Time Keeping Requirements for Federal Awards
requires the distribution of salaries or wages for employees working on multiple
activities or cost objectives be supported by personnel activity reports, such as
the Daily Time Record for Employees Working Multiple Programs (time sheet).

During the 2009-10 fiscal year, FDOH received as part of the PHEP Program a
Public Health Emergency Response (PHER) grant to respond to ongoing and
emerging outbreaks of the H1IN1 Influenza pandemic. To address increased
workload to support activities related to the grant, FDOH reassigned job duties of
some existing personnel. FDOH county health departments used various
methodologies to allocate salaries to the PHER grant including splitting charges
between funding sources, making adjusting entries to transfer salary charges
from original funding sources to the PHER grant, and for some employees,
establishing an Other Personal Services (OPS) position to account for work
activity related to the PHER grant. In addition to preparing certifications or time
sheets prescribed by FDOH policies, employees were to also record their work
hours in People First (the State’s personnel system). FDOH established a
designated project in People First to record work hours related to the PHER grant
activities.

During the 2009-10 fiscal year, FDOH expended PHEP funds totaling
$32,398,645 of which $11,546,875 represented salary and benefit costs. Our
tests of 19 employees’ salaries, totaling $220,930.21, charged during the
2009-10 fiscal year to the PHER grant, disclosed the following instances in which
inadequate records were maintained or the methodology used to compute or
allocate the salaries resulted in overcharges or undercharges to Federal
programs.

» Two employees received salary and benefits totaling $5,124.10 for which
work hours were not recorded in People First and time sheets or valid
certifications were not provided for our review.

» Although certifications provided for one employee indicated that the
employee worked solely on the PHER grant the entire year, work hours
recorded in People First reflected work activity on multiple programs. Based
on these records, the PHER grant was overcharged for salaries and benefits
totaling $5,858.57.
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» For one employee, the PHER grant was charged salaries and benefits
totaling $16,679.48. However, based on time records, the PHER grant was
overcharged for salaries and benefits totaling $2,836.88.

» A salary payment for one employee was computed incorrectly resulting in the
PHER grant being overcharged for salaries and benefits totaling $185.28.

» Based on work hours recorded in People First for the PHER grant, three
employees’ salaries and benefits totaling $2,985.52 should have been
charged to the PHER grant, but were paid by other Federal programs.
($353.60 HIV Formula Grants [CFDA No. 93.917], $656.68 American
Recovery and Reinvestment Act Health Cluster [CFDA No. 93.703], and
$1,975.24 [multiple programs allocated through random moment sampling])

Additionally, contrary to Federal regulations that require personnel activity
reports be prepared at least monthly, we noted that for four employees the time
sheets provided for our review were prepared 57 to 124 days after the relevant
pay period.

According to FDOH personnel, the nature of the HIN1 Influenza pandemic and
the need to quickly implement a mass vaccination program put pressure on
FDOH resources. A uniform methodology was not implemented to allocate
salaries charged to the PHER grant. County health department employees did
not always follow FDOH policy related to preparation of certifications and time
sheets.

Federal programs were charged costs that were not substantiated by appropriate
records or did not benefit the program.

The PHEP Program Office should establish a uniform Statewide methodology for
calculation and allocation of salaries charged to the PHER grant. Procedures
should be enhanced to ensure employees adhere to FDOH policies for
documenting work activity related to Federal awards.

We concur. During the course of this Federal funding period, the Department
received supplemental funding to mitigate the H1N1 influenza virus. Funds were
distributed quickly using the current procedures and methods in place for
timekeeping and payroll. The Bureau of Preparedness & Response will conduct
an analysis of current methodologies being used by Central Office and County
Health Department staff and work towards the establishment of a uniform
Statewide methodology for calculation and allocation of salaries charged to the
PHER grants.

The Bureau of Preparedness & Response will assign appropriate staff to conduct
an analysis of current methodologies being used statewide to charge salaries to
the PHEP grants. The result of the analysis will be reviewed by a team to
determine the most appropriate methodology to be used statewide.
Implementation of the new methodology will begin with the next federal funding
cycle which begins August 1, 2011.

August 1, 2011

Jean Kline
(850) 245-4054
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FA 10-040

93.069

Public Health Emergency Preparedness (PHEP)
Matching, Level of Effort, Earmarking

Florida Department of Health (FDOH)

5U90TP417006-10

Noncompliance and Significant Deficiency
Questioned Costs — $1,793,962.25

FDOH did not timely identify valid expenditures to meet the matching
requirement for the Public Health Emergency Preparedness (PHEP) grant and
did not maintain records to support salary costs claimed for matching purposes.

45 CFR, Section 94.24, Matching and Cost Sharing
OMB Circular A-87 Attachment B, Section 8.h., Support of Salaries and Wages
Public Health Preparedness Cooperative Agreement Grant Award

As of June 30, 2010, the PHEP grant award required FDOH to provide
$1,907,719 in State matching funds. FDOH procedures required the PHEP
Program Office to submit the coding for expenditures designated for match to the
FDOH Office of Revenue Management for approval. However, as of August 9,
2010, the end of the grant budget period, the PHEP Program Office had not
identified sufficient valid expenditures to meet the match requirement.
Subsequent to our audit inquiry, FDOH personnel identified other State
expenditures that were submitted to and approved by FDOH's Office of Revenue
Management in October 2010. However, $1,793,962.25 of $2,409,152.50 in total
identified match expenditures through August 6, 2010, represented salary
expenditures for which FDOH, contrary to Federal regulation, did not require
employees to prepare work activity reports or certify that the employee worked
solely on the grant related activities. Additionally, FDOH had not established a
unigue accounting code to facilitate identification of the expenditures in the
State’s accounting records.

According to FDOH staff, during the 2009-10 fiscal year, the PHEP Program
Office had to realign priorities to address the H1N1 influenza crisis. Although the
PHEP Program Office required employees whose salaries were funded by the
grant to prepare work activity reports or certify that they worked solely on the
grant, applying the requirement to employees whose salaries were to be used for
match was overlooked. Also, since FDOH did not determine which employees’
salaries were to be used to meet the matching requirements until subsequent to
the end of the fiscal year, FDOH could not require to the applicable employees to
maintain appropriate work activity reports or certifications.

Not timely identifying sufficient valid match expenditures reduces assurance that
FDOH would comply with matching requirements and that matching expenditures
would meet applicable Federal requirements. The absence of a unique
accounting code to identify match expenditures causes additional effort to identify
eligible match expenditures and increases the potential for error when making
match calculations.

As required by established FDOH procedures, PHEP Program Office personnel
should submit proposed match expenditures to the Office of Revenue
Management and receive approval prior to submitting applications for grant
awards. To facilitate identification and accounting for PHEP match, FDOH
should establish unique accounting codes for expenditure transactions also used
to meet the match requirement. PHEP Program Office personnel should ensure
that all employees whose salaries will be used to meet the match requirement
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prepare work activity reports or payroll certifications.

We concur. The Bureau of Preparedness & Response is currently adhering to
the Department’s policy for documenting matching funds and receiving approval
from the Bureau of Revenue Management prior to submitting applications for
grant awards. The Department’s policy requires the inclusion of a Cost Sharing
Form when grant applications are routed through the Department for review and
approval prior to submitting the application to the awarding agency. The Bureau
will work to establish unique accounting codes for transactions used to meet the
matching requirements and will work to ensure that 100% timekeeping
requirements are followed for salaries used to meet the matching requirement.

The Bureau of Preparedness & Response will continue to follow the
Department’s policy for submitting proposed match expenditures using the most
current Cost Sharing Form.

Administrative Services Unit (ASU) staff will work with the Department’s Bureau
of Revenue Management and Bureau of Budget Management to establish unique
accounting codes for matching expenditures and ensure all expenditures being
coded as matching dollars.

Anticipated completion date is September 30, 2011.
March 1, 2011

Jean Kline
(850) 245-4054
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FA 10-041

93.558, 93.714, 93.716

TANF (Temporary Assistance for Needy Families) Cluster
Allowable Costs/Cost Principles, Eligibility

Florida Department of Children and Family Services (FDCFS)

G-0902FLTANF 2009 and G-1002FLTANF 2010

Noncompliance

Questioned Costs — $1,660 (Federal Grant Nos. G-0902FLTANF 2009 $249 and
G-1001FLTANF 2010 $1,411) (Federal Share $695.04)

Report No. 2010-165, Finding No. FA 09-042

TANF benefits were not always timely adjusted for changes in client's shelter
costs. In addition, FDCFS did not always notify clients of the requirement to
cooperate with Child Support Enforcement (CSE).

Sections 414.095(10)(c); 414.095(7); 414.095(14)(d)(e), Florida Statutes; Section
42 USC 608(a)(3) Prohibitions; Requirements; Program Policy Manual
1420.1700 Child Support Cooperation (TCA)

During the 2009-10 fiscal year, FDCFS made TANF cash benefit payments
totaling $189,178,489. We examined FDCFS records of eligibility for 40 clients
(cases). Our examination disclosed one instance in which the payment amount
was incorrect and one instance in which the client had not completed all eligibility
requirements. Specifically:

» A client's TANF cash assistance benefit payment of $241 was determined
based on the client’s reporting of a shelter obligation greater than $50 per
month. During the July 2009 and March 2010 recertifications, the client
indicated that there was no shelter obligation, however; FDCFS did not
reduce the client's TANF cash assistance benefit payment. The error
resulted in an overpayment of $913. In addition, during the recertification in
March 2010, the case worker made notes of questionable statements made
by the client regarding the shelter obligation; however, contrary to FDCFS
policy, clarifications were not obtained for the questionable statements.

» A client was paid $249 per month, the appropriate payment for a relative
caregiver of a child aged 6 to 12, beginning in April 2010. However, FDCFS
failed to notify the client of the requirement to cooperate with CSE as a
condition of eligibility. As a result of the FDCFS error, the client received
$747 in TANF cash assistance without fully cooperating with CSE.

Adjustments to payment amounts for changes in shelter obligations and
notification of clients of the requirements to cooperate with CSE are manual
processes requiring employee action. Increased caseload may have affected
employees’ ability to properly perform these manual processes.

TANF payments were made for incorrect amounts and to a recipient who did not
cooperate with CSE.

We recommend that FDCFS take the necessary steps to ensure benefit
payments are accurately determined and that additional verification is obtained
when clients provide questionable statements. In addition, we recommend that
FDCFS ensure that clients are notified of the requirement to comply with CSE.

The Department ensures the accuracy of benefit payments by monitoring the
TANF program through its quality assurance efforts at the state and local levels.

In the one case cited due to shelter obligation, the Department addressed the
shelter obligation change in the client interview but did not update the appropriate
shelter screen in its eligibility information system. A training on ensuring shelter
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screens are updated when the shelter obligation changes as well as obtaining
shelter verification when the shelter obligation is questionable will be requested
for the local site where the error occurred.

In the one instance where the Department did not notify the client of the
requirement for up-front cooperation with Child Support Enforcement, a training
emphasizing its importance will be requested for the local site where the error
occurred.

A request will be made for a Benefit Recovery review of these two cases for
possible overpayment.

June 30, 2011

Cindy Mickler
(850) 488-5342
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FA 10-042

93.558, 93.714, and 93.716

TANF (Temporary Assistance for Needy Families) Cluster

Special Tests and Provisions - Child Support Non-Cooperation

Florida Department of Children and Family Services (FDCFS)
Florida Department of Revenue (FDOR)

G-0902FLTANF 2009 and G-1002FLTANF 2010

Opinion Qualification and Material Noncompliance

Questioned Costs — $3,165 (Federal Grant Nos. G-0902FLTANF 2009, $198 and
G-1001FLTANF 2010, $2,967)

Report No. 2010-165, Finding No. FA 09-044

FDCFS did not timely impose FDOR Child Support Enforcement (CSE) sanctions
on clients who were receiving TANF benefits.

Section 414.095(6), Florida Statutes, Child Support Enforcement - As a condition
of eligibility for public assistance, the family must cooperate with the State
agency responsible for administering the child support enforcement program.

42 USC 608(a)(2), Reduction or elimination of assistance for noncooperation in
establishing paternity or obtaining child support

45 CFR 264.30, What procedures exist to ensure cooperation with the child
support enforcement requirements? 45 CFR 264.31, What happens if a State
does not comply with the IV-D sanction requirement?

Under State and Federal law, the State CSE Program must take action to locate
noncustodial parents, establish paternity, and secure child support, medical
support, and other benefits for children receiving public assistance. Applicants
for and recipients of TANF must cooperate with CSE as a condition of eligibility,
unless it is determined that good cause for noncooperation exists. During the
2009-10 fiscal year, FDCFS made TANF cash assistance payments totaling
$189,178,489. During the 2009-10 fiscal year, FDOR referred to FDCFS 4,701
cases for which sanctions were to be imposed. Our examination of FDCFS
records for 40 clients (cases) disclosed the following:

» Two cases in which it could not be determined whether required actions
regarding a sanction request were appropriately completed by FDOR and
FDCFS. According to FDOR records, both cases were referred for a
sanction; however, FDCFS records indicated that the sanction alerts were
not received. Ineligible clients received payments totaling $2,103.

» Three cases in which FDCFS did not review the sanction request within 10
days as required. FDCFS reviewed the sanction requests between 48 and
107 days subsequent to the date of notification from FDOR. As a result,
during that period, ineligible clients received payments totaling $759.

» One case in which FDCFS reviewed the sanction request timely, however;
payments totaling $303 continued to be made to the ineligible client
subsequent to the sanction request.

FDCFS staff indicated that the above errors occurred due to an increase in the
overall public assistance caseload and to staff misunderstanding of a directive for
the priority processing of CSE sanction data exchanges. In addition, FDCFS
staff indicated that the inability to determine whether the required actions for
FDOR and FDCFS were taken regarding a sanction request was due to an
unexplainable system breakdown in communication.
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Clients continued to receive benefits although they were not eligible.

FDCFS should ensure that sanctions are processed timely and benefits are
timely discontinued. In addition, FDOR and FDCFS should evaluate the sanction
process to determine the cause of the breakdown between the sanction referral
and sanction alert.

Florida Department of Children and Family Services

1. The Department did provide documentation that the DOR sanction requests
were not received. The Department's research did not find any problems with
the system communication between the Department and DOR. Both cases had
circumstances that would prevent the sanction requests from being received:
One case had a good cause claim and the other already had a sanction imposed.

2. This is a repeat finding and effective October 2010 the Department began
providing monthly reminders to staff to process child support sanctions timely
through FLORIDA system broadcasts. To clear up any misunderstanding of the
priority processing of CSE sanctions, the Department will begin a CSE sanctions
awareness campaign: This issue will be addressed with management via the
Program, Policy, and Operations conference call. The Case Maintenance Unit
(CMU) workgroup will be notified as well. Training emphasizing the priority
processing of CSE sanctions will be requested for the CMUs where the errors
occurred.

In the one instance where the sanction was reviewed timely but not imposed
timely, a training stressing the importance of imposing sanctions timely will be
requested for the local site where the error occurred.

A request will be made for a Benefit Recovery review of all the cases for possible
overpayment.

2. June 30, 2011

1. Kara O'Brien
(850) 410-3326

2. Cindy Mickler
(850) 488-5342

Florida Department of Revenue

The Department agrees with the finding and recommendation. The Department
will work with Department of Children and Families to evaluate the sanction
process.

06/30/2011

Mel Hedick, Resource Management Process Manager
(850) 617-8065
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FA 10-043

93.558, 93.714, 93.716

TANF (Temporary Assistance for Needy Families) Cluster

Special Tests and Provisions - TANF Emergency Fund Grants - FY 2009 and
FY 2010

Florida Department of Children and Family Services (FDCFS)

G-0901FLTAN2 2009 and G-1001FLTAN2 2010

Significant Deficiency

FDCFS did not accurately report estimated expenditures and actual (revised)
expenditures for basic assistance to reflect the State’s increase in expenditures.
In addition, FDCFS could not provide supporting documentation for base-year
expenditures for non-recurrent short-term benefits.

42 USC 603(c), Emergency Fund
Instructions for Completing Form OFA-100 Emergency Fund Request Form

In order to obtain TANF Emergency Fund grants, states must request the grant
by submitting a Form OFA-100, Emergency Fund Request Form, and must meet
the requirements of the grant category for which funding was requested. The
categories included grants related to increased caseload, increased expenditures
for non-recurrent short term benefits, and increased expenditures for subsidized
employment. The Form OFA-100 reported base-year data from fiscal years 2007
and 2008, which was used to determine the amount of the award. FDCFS was
awarded grants totaling $240,941,591 for the 2008-09 and 2009-10 Federal fiscal
years. The amount expended during the 2009-10 fiscal year totaled
approximately $89.3 million.

To apply for the Emergency Fund grant, FDCFS submitted a Form OFA-100 for
each quarter in which grant funding was requested. Expenditures reported for
each quarter are required to be updated to reflect the most current data. For all
guarters during fiscal year 2009-10, FDCFS reported estimated expenditures for
basic assistance rather than actual expenditures. The difference between the
amounts reported and actual expenditures totaled $1,006,352.

In addition, FDCFS could not provide documentation to support non-recurrent
short-term expenditures reported in the quarters included in the 2007 and 2008
base-years. Expenditures reported for each of these quarters totaled
$19,300,443.

The Grant Operations Specialist maintained a spreadsheet with actual and
estimated basic assistance expenditure totals for each month. Due to employee
error, the actual basic assistance amounts were not reported on the OFA-100.

The amounts reported for basic assistance were $1,006,352 less than actual
expenditures. Using the correct amounts, FDCFS may have qualified for
additional emergency funds.

Without documentation to support the amounts reported, base-year
non-recurrent short-term expenditures could not be verified.  Base-year
expenditures are used to determine whether FDCFS had an increase in
caseloads or expenditures that would qualify FDCFS for funding during each
guarter for which an award was received.

We recommend that FDCFS ensure that actual data is reported in the required
submission of final Emergency Fund data on March 31, 2011.
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Basic Assistance Issue: The Department will reconcile actual basic assistance
expenditures and compare this to the base year amounts established on the
OFA-100 reports submitted to date. In short, we will reconcile actual costs and
compare to growth even if that means increased earnings for TANF Emergency
Contingency Funds (TECF), for example, and less for TECF Subsidized
Employment, where we are not anticipating on liquidating the full amount
awarded to the State for subsidized employment. The bottom line on this issue is
that the State will realize earnings on 80% of growth for expenditures above the
base year within the limits of the amount awarded to the State in TECF.

Documentation for Short-Term Nonrecurrent: We agree and will use actual
base-year expenditures in the March report. It does appear that the base-year
expenditures for FFY 2007 and 2008 were overstated.

March 31, 2011

Mark Mahoney
(850) 921-8174
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FA 10-044

93.563

Child Support Enforcement (CSE)

Special Tests and Provisions — Establishment of Paternity and Support
Obligations

Florida Department of Revenue (FDOR)

0904FL4002, 0904FL4004 2008-09; 1004FL4002, 1004FL4004 2009-10

Opinion Qualification, Material Noncompliance, and Material Weakness
Report No. 2010-165, Finding No. FA 09-048

Deficiencies continued to exist regarding the timeliness of FDOR'’s establishment
of support obligations or commencement of proceedings to establish support
obligations and, if necessary, paternity.

45 CFR 303.4 Establishment of Support Obligations - Within 90 calendar days of
locating the alleged father or noncustodial parent, regardless of whether paternity
has been established, establish an order for support or complete service of
process necessary to commence proceedings to establish a support order and, if
necessary, paternity (or document unsuccessful attempts to serve process).

45 CFR 303.2(b) Establishment of Cases and Maintenance of Case Record —
Within no more than 20 calendar days of receipt of referral of a case or filing of
an application for services, open a case by establishing a case record.

For CSE case establishment, FDOR staff have multiple time frames to meet
when establishing child support obligations. Our test of unobligated cases
(cases where a support order has not been established) disclosed that for the
cases reviewed, FDOR did not always establish, within the required time frame, a
support order or complete service of process necessary to commence
proceedings to establish a support order, and, if necessary, paternity (or
document unsuccessful attempts to serve process). Specifically:

» For 2 of 40 cases, FDOR did not open the cases within 20 calendar days of
receipt of referral or the filing of an application for services. The number of
days in excess of the required 20 calendar day time frame were 55 and 97
days.

» For 9 of 13 applicable cases, FDOR had not established a support order or
documented service of process. The number of days elapsed from locating
the noncustodial parent ranged from 130 to 299 days as of October 4, 2010,
or the date the case was closed during the audit period, and averaged 187
days.

» For 4 of 13 applicable cases, FDOR did not timely complete service of
process relating to support order establishment within 90 calendar days, with
the number of days late ranging from 12 to 56 days, and averaging 36 days.

» For 7 of 18 applicable cases, FDOR had not established paternity or
document service of process attempts to establish paternity. The number of
days elapsed from locating the noncustodial parent ranged from 130 to 349
days, and averaged 213 days. For 1 additional case, paternity had not been
established and service of process was completed 49 days in excess of the
required 90 calendar day time frame.
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FDOR utilized the CSE Component of the Florida On-line Recipient Integrated
Data Access (FLORIDA) System, its legacy system, for establishment of
paternity and support order activities. Even though the CSE Component
provides tracking mechanisms for paternity and support order activities, it does
not provide specific alerts when a case is nearing the impending deadlines for
particular actions. Also, FDOR management stated that the workload at some
service sites could have impacted the timeliness of case processing.

Untimely actions in regard to establishing paternity and support orders delay
initiation of enforcement actions.

We recommend that FDOR develop a process or mechanism to alert staff of
impending deadlines to ensure that paternity and support obligations are
processed within the required time frames.

The Department agrees with the finding and recommendation. The design of the
final phase of CAMS includes the ability to monitor case processing timeframes
for cases needing paternity and/or support order establishment. The FLORIDA
System does not currently include this level of functionality.

While CAMS will provide the ability to monitor case processing timeframes for
these cases, it is also noted that each year the Department is seeing large
growth in the number of service requests requiring paternity and initial support
order establishment. The annual number of service requests requiring an initial
order for support has grown from 136,659 to 149,552 in FFY 2007-08 and FFY
2009-10 respectively, a 9.4 percent increase. Continued growth in these types of
service requests will continue to create challenges in meeting case processing
time frames.

Additionally, the federal time standard for establishing a support order or
completing service of process within 90 days of locating the respondent was
adopted in 1989. Since then, there have been many improvements in the
location resources and activities available to the Department. Information about
a noncustodial parent's whereabouts can be obtained and verified within a few
days of opening a case, which starts the 90 day timeframe. However, before a
petition can be prepared and filed with the court in a civil action, the Department
must obtain certain information from the custodial parent, including financial
affidavits and paternity declarations. Any delay in obtaining information from the
custodial parent, which may require sanctions for noncooperation in public
assistance cases, places the 90 day time frame in jeopardy. Whether the 90 day
timeframe can be met also depends on the ability of the sheriffs' offices and
private process servers to serve papers timely. A confirmed location does not
ensure timely service of process. Some respondents move frequently, have
multiple addresses, or are not there when the process server attempts to serve
them.

CAMS is scheduled to be implemented in February 2012.

Mel Hedick, Resource Management Process Manager
(850) 617-8065
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FA 10-045

93.563

Child Support Enforcement (CSE)

Special Tests and Provisions — Provision of Child Support Services for Interstate
Cases

Florida Department of Revenue (FDOR)

0904FL4002, 0904FL4004 2008-09; 1004FL4002, 1004FL4004 2009-10

Opinion Qualification, Material Noncompliance, and Material Weakness
Report No. 2010-165, Finding No. FA 09-050

For interstate cases, deficiencies continued to exist in the provision of required
child support services within specified time frames.

45 CFR 303.7, Provision of Services in Interstate IV-D Cases —

(a) Interstate Central Registry - Cases must be reviewed within 10 working days
of receipt from an initiating state.

(b) Initiating State IV-D Agency Responsibilities - Cases where the noncustodial
parent (NCP) is determined to be in another state are to be forwarded to the
responding states’ central registry.

For interstate cases, FDOR staff have multiple time frames to meet when
providing the required child support enforcement services or information to other
states. We tested 31 initiating and 10 responding interstate cases to determine if
FDOR staff met these time frames, as applicable. Our tests disclosed that for the
following cases, FDOR did not provide the required child support enforcement
services or information to other states within the required time frames.
Specifically:

» For 2 of 31 applicable interstate initiating cases reviewed, FDOR determined
that the NCP was in another state and had not provided the case to the
responding state for review as of October 21, 2010, the number of days in
excess of the required 20 calendar days for referral was 349 and 385.

» For 13 of 31 interstate initiating cases reviewed, FDOR did not timely refer
the case to the responding state for child support action within the required
time frame of 20 calendar days of determining that the NCP was in the other
state or upon receipt of additional information needed to process the case.
The number of days in excess of the required 20 calendar days for referral
ranged from 1 to 385 days and averaged 63 days.

» For 9 of 15 applicable interstate initiating cases reviewed where requests for
additional information were received from the responding state, FDOR did
not timely provide the other state with the requested information or notify the
other state when the information would be provided within the required time
frame of 30 calendar days after receipt of the request. The number of days
in excess of the required 30 calendar days for providing the additional
information ranged from 1 to 278 days and averaged 96 days.

» For 7 of 14 applicable interstate initiating cases reviewed where new
information was received, FDOR did not timely provide the other state with
the new information within 10 working days of receipt of the new information.
The number of days in excess of the required 10 working days for providing
the new information ranged from 24 to 211 days and averaged 68 days.

» For 1 of 3 applicable interstate initiating cases reviewed where a custodial
parent requested a review of a child support order, FDOR did not timely
request a review of the order by the responding state within the required time
frame of 20 calendar days of receiving the request. As of October 21, 2010,
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the number of days in excess of the required 20 calendar days for requesting
the review was 95 days.

» For 5 of 10 responding interstate cases reviewed, FDOR Central Registry did
not timely review the case for completeness, forward the case to the
responsible office for processing, send an acknowledgement of receipt to the
initiating state, and inform the initiating state where the case was sent for
action, within the required time frame of 10 working days of receipt by
FDOR'’s Central Registry. The number of days in excess of the required 10
working days ranged from 2 to 17 days and averaged 8 days.

FDOR utilized the CSE Component of the Florida On-line Recipient Integrated
Data Access (FLORIDA) System, its legacy system, for processing interstate
activities. Even though the CSE Component does provide tracking mechanisms
for interstate activities, it does not provide specific alerts when an initiating case
is nearing the impending deadlines for appropriate actions. Also, FDOR
management stated that the workload at some service sites could have impacted
the timeliness of case processing.

FDOR'’s untimely actions in regard to initiating interstate cases may delay the
processing of child support enforcement orders and may further delay the
initiation of enforcement actions.

We recommend that FDOR develop a process or mechanism to alert staff of
impending deadlines to ensure cases are processed, referred, and responded to
within the required time frames.

The Department agrees with the finding and recommendation. In January 2011
the Department published three new sections of procedure (Intergovernmental
Support-Initiating  Interstate  Establishment, Responding Interstate, and
International Case Processing) and approximately 10 new job aids that train staff
and further clarify time frames and requirements.

The design of the final phase of CAMS includes the ability to monitor case
processing timeframes for interstate cases. The FLORIDA System does not
currently include this level of functionality.

While CAMS will provide the ability to monitor case processing timeframes for
these cases, it is also noted that each year the Department is seeing large
growth in the number of interstate initiating service requests. The Department
has experienced a 17.9% increase in new interstate initiating service requests in
FFY 2007-08 (10,158) and FFY 2009-10 (11,981). Continued growth in these
types of service requests will continue to create challenges in meeting case
processing time frames.

Additionally, the federal regulations establishing the interstate case processing
timeframes do not reflect the changes and improvements to the Program’s
processes to locate parents and verify location. Information about a noncustodial
parent's whereabouts can be obtained and verified within a few days of opening
a case, in effect, starting the case processing timeframes. However, additional
actions often must occur before a case can be initiated to the responding state
(i.e., completion of the UISFA documents). Any delay in obtaining information
from the custodial parent, including utilizing available noncooperation
procedures, places the 90 day time frame in jeopardy.

CAMS is scheduled to be implemented in February 2012.

Mel Hedick, Resource Management, Process Manager
(850) 617-8065
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FA 10-046

93.563

Child Support Enforcement (CSE)

Special Tests and Provisions — Enforcement of Support Obligations
Florida Department of Revenue (FDOR)

0904FL4002, 0904FL4004 2008-09; 1004FL4002, 1004FL4004 2009-10

Significant Deficiency
Report No. 2010-165, Finding No. FA 09-045

Deficiencies in FDOR procedures for ensuring adequate oversight of State
Disbursement Unit (SDU) collection and disbursement of child support payments
and reporting thereof continued to exist during the 2009-10 fiscal year.

Title 42, Section 654b., United States Code - States are to establish an SDU for
the collection and disbursement of child support payments. Section 61.1826,
Florida Statutes, directed FDOR to contract for the operation and maintenance of
the SDU.

For the 2009-10 fiscal year, FDOR reported child support collections totaling
approximately $1.7 billion on the Quarterly Reports of Collection (OCSE-34), the
majority of which was collected at the SDU. The SDU received child support
payments and was to transmit the collection information to the CSE Component
of the Florida On-line Recipient Integrated Data Access (FLORIDA) System. The
CSE Component of the FLORIDA System is to determine the distribution
allocations for the collections and transmit the information to the SDU. The SDU
then disburses the collections. FDOR utilized information from the FLORIDA
System, which in part was provided by the SDU, to prepare the Quarterly
Reports of Collections.

In the audit covering the 2008-09 fiscal year, we found that FDOR had not
obtained an independent audit of the SDU and FDOR’s monitoring efforts were
not adequate. Our audit covering the 2009-10 fiscal year disclosed:

» FDOR had obtained a Type 1 SAS 70 independent service auditor’s report
on internal controls related to the SDU. The auditor reported that internal
controls were suitably designed and placed in operation as of June 1, 2010.
However, Type 1 service auditor reports do not address the operating
effectiveness of the controls reviewed.

» FDOR had performed certain monitoring activities, such as monthly
monitoring of debit card transactions and validation of payments, but had not
conducted on-site monitoring to evaluate SDU collection and disbursement
processes.

» As reported in the prior year, FDOR had drafted reports of monitoring
activities that occurred in May 2009 of suspense processing, rejected
receipts, and employer EFT receipts. However, as of December 3, 2010,
these reports had not been finalized.

FDOR management indicated that due primarily to the contractor’'s extensive
involvement in the development and implementation of a new collection and
disbursement system (KidStar), the on-site monitoring had not been conducted
and final monitoring reports had not been issued.

Absent an evaluation of the effectiveness of SDU internal controls over
collections, disbursements, and information technology, or adequate on-site
monitoring of SDU processes, FDOR'’s ability to ensure that the SDU is operating
appropriately is limited.
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We recommend that FDOR ensure contract compliance and the integrity of the
collection and disbursement functions performed at SDU through internal or
external evaluations or monitoring of the effectiveness of SDU functions.

The Department agrees with the finding. The only aspect of the Department’'s
SDU monitoring that was not conducted during the 2009-10 fiscal year was
on-site monitoring. This was discontinued in the June 2009 timeframe due to the
SDU vendor's development and implementation of a new SDU automated
system (KidStar). Monthly monitoring of debit card transactions, daily review of
Clerk of Court transfers of payments between cases and monitoring of Suspense
processing continued during this period.

After KidStar was implemented and the vendor worked through initial startup
issues, the Department resumed on-site monitoring activities in February 2011.
Specific monitoring activities are currently underway and on-site visits are
scheduled through the end of the state fiscal year in June 2011. The monitoring
plan for 2011-12 is being developed and scheduling of visits starting in July 2011
will be coordinated with the vendor as part of the overall monitoring effort.

06/30/2011

Mel Hedick, Resource Management Process Manager
(850) 617-8065
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FA 10-047

93.566

Refugee and Entrant Assistance — State Administered Programs (REAP)
Activities Allowed or Unallowed, Allowable Costs/Cost Principles

Florida Department of Health (FDOH)

G-09AAFL4100 and G-10AAFL4100

Noncompliance
Questioned Costs — $10,944.65

FDOH did not always maintain appropriate documentation to support salary and
benefits charged to REAP. Additionally, FDOH did not correctly allocate salary
and benefits for employees that worked on the REAP and the Haitian Relief
Effort Programs.

OMB Circular A-87, Attachment A, Section C, Basic Guidelines
OMB Circular A-87, Attachment B, Section 8.h., Support of Salaries and Wages

FDOH Policy DOHP 57-06-08 Bureau of Revenue Management Single Federal
Award Certification Process and Responsibilities. This policy requires all
employees, including contracted employees who are paid 100 percent from a
particular program, to complete a payroll certification in January and July of each
year.

The Refugee Health Program within the Bureau of Tuberculosis and Refugee
Health at FDOH performed medical screenings and immunizations for refugees.
During the 2009-10 fiscal year, expenditures for the administration of refugee
medical screenings and immunizations totaled $11,111,863, including salary and
benefit costs totaling $4,543,213.

Our test of 20 salary payments to FDOH employees disclosed 4 instances where
documentation was not maintained to support the amounts charged to REAP.
Specifically:

» Salary and employee benefit costs attributable to one employee totaling
$6,118.06 were charged to REAP, however; a certification was not available
indicating that the employee had worked solely on REAP.

» Salary and benefit costs totaling $4,826.59 and attributable to three
employees were incorrectly charged to REAP. According to People First, the
State’s personnel system, the employees’ timesheets indicated they worked
on both REAP and the Haitian Relief Effort under the U.S. Repatriation
Program (CFDA No. 93.579); however; no salaries and benefits were
allocated to the Haitian Relief Effort. Subsequent to audit inquiry, FDOH
reallocated the salary and benefit costs to the Haitian Relief Effort, however;
instead of allocating costs based on a percentage of time worked, FDOH
allocated regular compensation hours to REAP and then the remaining
hours, including overtime compensation, to the Haitian Relief Effort program.

FDOH did not have a system in place to obtain certifications from employees that
begin employment less than six months from the date that FDOH collected
certifications. In regard to the salary allocation, according to FDOH staff, the
employee did not complete the Daily Time Record for Employees Working
Multiple Programs worksheet used to support allocations and adjust salary costs.

REAP was charged costs that were not substantiated by appropriate records or
that did not benefit the Program.
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We recommend FDOH implement a system to systematically identify those
positions whose salary and benefits are charged solely to REAP and ensure
certifications are obtained. We also recommend that FDOH ensure that
appropriate records are completed for employees whose salary is required to be
allocated.

We concur.

1) A copy of the certification that was not available during the audit process is
now available. All employees who work solely on REAP are required to complete
"Single Federal Award Certifications" in January and July of each year. This
includes employees who began work during the six month period following the
prior certification collection. This issue is now resolved.

2) The Haitian Relief Effort was executed as an emergency response to the
earthquake in Haiti on 2010. During this extraordinary circumstance, employees
were responsible for assisting on the Haitian Relief Effort in addition to their
regular work and therefore were required to complete "Daily Time Records for
Employees Working Multiple Programs" forms. Subsequent to the Auditor
General’'s audit, United States Department of Health and Human Services also
conducted an audit which identified the same discrepancy for the three
employees who worked on both REAP and the Haitian Relief Effort but were
incorrectly charged only to REAP. When FDOH was informed of the mistake,
corrective action was taken by reallocating the proportionate amount of salary
and employee benefit costs, based on the timesheet actual hours worked, to the
Haitian Relief Effort. This issue is now resolved.

3) Regarding the certification and timekeeping requirements, Central Office
Refugee Health Program staff conducted conference calls with the County Health
Departments and will continue to strengthen efforts to remind staff of existing
policies for certification and timekeeping, particularly during disasters/emergency
response. This issue is now resolved.

Completed. No further action is required, the issue has been resolved.

Completed.

Julia Gill
(850) 245-4411

112



MARCH 2011

REPORT NoO. 2011-167

U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES

Finding Number

CFDA Number

Program Title

Compliance Requirement

State Agency

Federal Grant/Contract
Number and Grant Year

Finding Type

Finding

Criteria

Condition

Cause

Effect

Recommendation

State Agency Response and
Corrective Action Plan

FA 10-048

93.566

Refugee and Entrant Assistance — State Administered Programs (REAP)
Allowable Costs/Cost Principles, Eligibility

Florida Department of Children and Family Services (FDCFS)

G-09AAFL4100 and G-10AAFL4100

Noncompliance and Significant Deficiency
Questioned Costs — $204,277.81

FDCFS did not timely correct Refugee Medical Assistance (RMA) payments
made to ineligible recipients or notify the Florida Agency for Health Care
Administration (FAHCA) of a potentially liable third party.

45 CFR 400.105 — Mandatory Services; 42 CFR 433.138 — Identifying liable third
parties; 8 USC 1611(b)(1)(A) Aliens who are not qualified aliens ineligible for
Federal public benefits; Sections 414.41; 409.901; and 409.910, Florida Statutes;
Program Policy Manual 3660.0500 Department Staff Overpayment
Responsibilities and 2630.0504.04 Required Action for Third-Party Payments

During the 2009-10 fiscal year, FDCFS made Refugee Cash Assistance (RCA)
payments totaling $10,186,208. In addition, claims totaling $22,169,195 were
paid on behalf of RMA clients. We examined FDCFS records of eligibility for 20
clients who received RCA and 20 clients who received RMA. Our examination
disclosed two instances where FDCFS did not timely resolve improper RMA
payments. Specifically:

» In March 2010, FDCFS identified a client that was incorrectly approved for
RMA. Between February 2010 and April 2010, RMA claims were paid on
behalf of the client totaling $43,110.60. The client was instead determined
eligible for the Medical Assistance Program under CFDA No. 93.778. As of
November 2010, the claims paid had not been reclassified to the correct
funding source.

» A nonprofit organization assumed costs for a client's medical care and
hospitalization, however; FDCFS did not notify FAHCA, which pays the RMA
claims, of the potential third-party liability. Claims totaling $161,167.21 were
paid during the 2009-10 fiscal year on behalf of the client.

FDCFS staff failed to follow established policies and procedures related to
correcting REAP RMA payment errors.

RMA payments were incorrectly charged to REAP funds. In addition, RMA paid
claims were not submitted to a potentially liable third-party for one client.

FDCFS should provide additional guidance and training to staff regarding the
procedures to timely correct errors detected in RMA benefit payments and timely
refer potential third-party liability cases to FAHCA.

Both cases cited are products of the 2010 Haiti Earthquake Disaster. The case
actions that resulted in the two errors occurred during the Department's
emergency response and recovery efforts to assist victims/evacuees of the 2010
Haiti Earthquake Disaster. These two cases are isolated incidences and do not
require any additional actions other than the case corrections indicated below.

la. ACCESS Program Office will coordinate with the Office of Revenue
Management who will complete a federal earnings adjustment in GRANTS
(Grant Revenue Allocation and Tracking System). Specifically, the adjustment
will reduce reported expenditures by $43,110.60 (100% federal share) in the FFY
2010 Refugee Cash and Medical Assistance Grant and increase reported

113



MARCH 2011

REPORT NoO. 2011-167

Estimated Corrective
Action Date

Agency Contact and
Telephone Number

expenditures by $43,110.60 (50% federal share) in the FFY 2010 Medicaid
Administration Grant.

1b. The local site where the error occurred will be requested to correct the case
and complete a Benefit Recovery referral for any payments made for medical
services provided outside of the customer's eligibility period.

2. On December 23, 2010, the Department notified FAHCA of the potential third
party liability, fulfiling the Department's responsibility as required by policy.
FAHCA provided the Department with the following status of the actions they are
taking on this case: The Medicaid Third Party Liability Vendor for FAHCA is
continuing to research the possibility of any recovery. A determination will be
made as to whether an organization billing or disallowance to the provider would
be appropriate.

la. March 4, 2011
1b. May 31, 2011
2. Completed December 23, 2010

la. David Hines
(850) 921-5564

1b. & 2. Cindy Mickler
(850) 488-5342
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FA 10-049

93.568

Low-Income Home Energy Assistance Program (LIHEAP)
Matching, Level of Effort, Earmarking

Florida Department of Community Affairs (FDCA)

2008G992201; 2008G992212 2008

Noncompliance and Significant Deficiency
Questioned Costs — $112,446.87

FDCA'’s procedures did not effectively ensure that no more than 15 percent of
LIHEAP funds were used for low-cost residential weatherization or other
energy-related home repairs for low-income households.

42 USC 8624(k), Applications and requirements, Limitation on use of funds,
waiver

USDHHS awarded FDCA $30,406,242 for the 2008 Federal fiscal year, of which
no more than 15 percent (or $4,560,936.30) may be used for weatherization.
However, FDCA expended $146,536.17 in weatherization administrative costs
and $4,526,847.00 in low-cost residential weatherization or other energy-related
home repairs, for a total of $4,673,383.17, or $112,446.87 more than the 15
percent maximum earmarking requirement.

According to FDCA staff, $13,551.87 of the overage was due to an unexpected
high indirect cost rate for 2008, and $98,895 was due to the transfer of
expenditures from the 2007 award to the 2008 award. Also, although FDCA
used an internal spreadsheet to track amounts budgeted and expended for
weatherization, related administrative costs were not included when calculating
the 15 percent maximum earmarking requirement.

Costs in excess of the 15 percent earmarking requirement may be subject to
repayment.

We recommend that FDCA enhance its procedures to ensure that no more than
15 percent of LIHEAP funds are used for low-cost residential weatherization or
other energy-related home repairs for low-income households.

The FDCA will ensure that in the future no more than 15 percent for LIHEAP
funds are utilized for low-cost residential weatherization or energy-related home
repairs for low-income dwellings from the appropriated budget year. The internal
tracking and waiver process will be corrected by utilizing only those funds
appropriated for the specific budget year when making the transfer to the
Weatherization program from the LIHEAP funds and to ensure we do not include
carry forward funding from previous LIHEAP annual allocations.

2/28/11

Paula Lemmo, Community Program Manager
(850) 922-1844
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FA 10-050

93.575; 93.596, 93.713 (ARRA)

CCDF (Child Care and Development Fund) Cluster
Reporting, Matching, Level of Effort, Earmarking
Florida Agency for Workforce Innovation (FAWI)

Various

Significant Deficiency

Effective security access controls had not been established for the Enhanced
Field System (EFS) and the Consolidated Database.

45 CFR 98.67 Fiscal Requirements and Information Technology Best Practices

The risk of inappropriate or unnecessary access to information can be reduced
through the use of security controls to ensure that systems are accessible only to
authorized users and for authorized uses. Effective management of system
access privileges includes using standard access authorization forms approved
by managers and maintained on file to document the approval of all user access
privileges. Effective access management also includes maintaining up-to-date
records that readily identify users and their privileges, periodically reviewing the
appropriateness of access privileges, and removing access privileges when they
are no longer needed. This helps to ensure that privileges remain commensurate
with employee job duties and that access to information is authorized and
warranted.

FAWI contracts with early learning coalitions across the State to manage and
administer the school readiness program, which expends funds provided through
CCDF. The early learning coalitions report data, including amounts expended, to
FAWI through the use of the EFS. The EFS is independently maintained at each
coalition. Program data is routinely uploaded to FAWI's Consolidated Database
where it is used for State, Federal, and internal reports, statistical and data
analysis, ad hoc reports, and technical assistance and training.

Federal regulations governing CCDF require the State to expend a certain
amount of non-Federal funds for child care activities in the State in order to be
eligible for Federal CCDF matching funds. FAWI uses reports generated from
the Consolidated Database to demonstrate compliance with matching
requirements for Federal reporting and to support reimbursements made to
providers.

Our audit disclosed the following control deficiencies relating to EFS and the
Consolidated Database:

» FAWI could not provide a complete listing of users who could access the
EFS application. Therefore, we were unable to audit the appropriateness of
access controls and privileges for users of EFS. Subsequent to audit inquiry,
FAWI personnel informed us that this issue had been rectified, in that, (1)
employee computers had been checked to determine whether the application
was available on the computer; (2) the application was deleted from
computers belonging to employees who did not need access to EFS; (3)
security agreement forms documenting the granting of access were
completed for individuals with access to EFS; and (4) security background
screenings were in the process of being completed for these individuals.

» Employees shared generic user IDs and passwords to access the
Consolidated Database.

» Additionally, access authorization requests and approvals were not
maintained. For instance, FAWI staff indicated that five people had access
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allowing the change of information in the Consolidated Database. However,
the authorization forms for four of the five individuals could not be located,
and the one provided by FAWI was prepared subsequent to audit inquiry.

FAWI staff indicated that personnel turnover and time and resources invested by
staff in implementing the new web-based Early Learning Information System,
contributed to these security issues.

In the absence of up-to-date documentation to identify and monitor authorized
users and their access privileges, the possibility exists that information may be
destroyed, disclosed, or otherwise compromised. Additionally, without the ability
to uniquely identify the users of the Consolidated Database, the ability to
establish accountability for user actions is limited.

FAWI should ensure that security controls are documented and implemented for
the EFS and Consolidated Database. Such controls should include the
maintenance of a current list of users and their access privileges. Written
evidence to support the authorization and access privileges granted should also
be readily available. Additionally, FAWI should refrain from using generic user
IDs and passwords.

FAWI has developed a process for maintaining a current list of users and their
access privileges. FAWI intends to conduct periodic reviews of the access list
and make any changes necessary. Access authorization forms have been
completed for IT staff with access allowing change of information to the
Consolidated Database. Additionally, FAWI has discontinued the process of
using generic user IDs and passwords to access the Consolidated Database. All
users of the Consolidated Database have been assigned individual user IDs and
accounts.

December 3, 2010

Brittany Birkin
(850) 921-3198

Scott Stewart
(850) 245-7305
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FA 10-052

93.767, 93.775, 93.776, 93.777, 93.778

Children’s Health Insurance Program (CHIP)

Medicaid Cluster

Activities Allowed or Unallowed, Allowable Costs/Cost Principles
Florida Agency for Health Care Administration (FAHCA)

05-0805FL5021 and 05-0905FL5021

Noncompliance
Questioned Costs — $48,787.20 (Federal Share $33,437.62)

FAHCA did not appropriately allocate salary and benefit costs for an employee
who worked on multiple Federal awards.

OMB Circular A-87, Attachment B, Section 8.h., Support of Salaries and Wages

Expenditures for CHIP totaled $331,648,163 during the 2009-10 fiscal year,
including salaries and benefits at FAHCA totaling $408,700. Our review of CHIP
salary and benefit charges disclosed one FAHCA employee whose salary and
benefits were charged solely to CHIP, although the employee worked on both
CHIP and Medicaid Cluster activities. Salary and benefits charged to CHIP
totaled $48,787.20 during the 2009-10 fiscal year. Appropriate time and effort
records were not maintained for this employee.

This was an oversight by FAHCA. Although the employee’s position description
indicated that the employee’s duties and responsibilities related to CHIP and
Medicaid, the employee’s salary and benefits were captured by an accounting
code that was charged solely to CHIP.

CHIP was charged costs that did not directly benefit the Program.

We recommend FAHCA ensure that salary and benefit costs are allocated
appropriately between multiple programs when applicable. FAHCA should
maintain personnel activity reports or equivalent documentation to support the
allocation to multiple Federal programs.

We concur with the findings and recommendation. Supervisors are aware that a
position funded by Title XXI must be dedicated to those related functions. If a
situation occurs that requires the position to assist in another area, activity
reports will be kept for proper funding and reporting.

Activity reports were initiated in January, 2011, and reporting adjustments will be
made as needed beginning with reports for the quarter ending March 2011.

Paula Shirley
(850) 412-3820
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FA 10-053

93.767

Children’s Health Insurance Program (CHIP)

Activities Allowed or Unallowed, Allowable Costs/Cost Principles
Florida Department of Health (FDOH)

Significant Deficiency

FDOH management had not implemented certain data modification controls for
the Case Management Data Systems (CMDS).

Information Technology Best Practices

Master data policies and procedures require data owners to be responsible for
the creation, detection, and change of master data and also changes to data
characteristics. Data owners are to monitor master data design changes and
approve and monitor creation, deletion, and changes to master data on a regular
basis.

The Florida Agency for Health Care Administration (FAHCA) provides CHIP
funds to FDOH for the provision of services to eligible children with special health
care needs. During the 2009-10 fiscal year, FDOH expended CHIP funds
totaling approximately $115.7 million related to children’s medical services
(CMS). Providers of CMS services were generally to be paid based on Medicaid
reimbursement rates established by FAHCA.

Each CMS Area Office maintained its own stand-alone CMDS. FDOH CMS
headquarters sent CMDS updates including new reimbursement rates and fee
code numbers to each CMS Area Office for installation by the Area Office
System Administrator. Each CMS Area Office was responsible for timely
updating the CMDS. Each Area Office CMDS calculated the reimbursement
amount to be paid to the provider. In each System, the reimbursement amounts
were to be calculated based on a table of Medicaid reimbursement rates
classified by fee code number. According to FDOH Headquarters staff,
procedures did not exist to ensure that the CMS Area Offices timely updated
CMDS or notified FDOH Headquarters when updates were made.

The CMDS in each area office was not connected through a central network.

Absent proper notification and controls, FDOH had no assurance that the correct
Medicaid reimbursement rates and fee code numbers were used to pay CMS
providers. Absent appropriate data modification controls, the FDOH CMS lacks
assurance that the providers of CMS services are being paid based on the
correct Medicaid reimbursement rates.

FDOH contracted with a third-party administrator in July 2010 to take over all
CMDS payment and data functions; however, CMDS will not be completely
phased out for 18 to 24 months. We recommend FDOH Headquarters staff
enhance procedures to ensure that CMS Area Offices timely install CMDS
updates until the third-party administrator assumes all CMDS payment and data
functions.

We concur. FDOH will implement an Internal Operating Procedure (IOP)
regarding installation procedures for the Case Management Data Systems
(CMDS) updates by the Children's Medical Services (CMS) Area Offices to
ensure timely installation of updates and use of correct reimbursement rates and
fee codes. The IOP will be discussed on a conference call with CMS Area Office
Program Administrators.

The FDOH will implement an Internal Operating Procedure (IOP) by June 30,
2011.
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March 1, 2011

Phyllis Sloyer
(850) 245-4218
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FA 10-054

93.767

Children’s Health Insurance Program (CHIP)
Allowable Costs/Cost Principles

Florida Department of Health (FDOH)

05-0805FL5021 and 05-0905FL5021

Noncompliance and Significant Deficiency
Questioned Costs - $2,000,000 (Federal Share $1,369,800)

FDOH procedures for monitoring the reasonableness of CHIP capitation rates
were not sufficient to prevent the accumulation of a significant cash balance.
Additionally, FDOH cannot fully demonstrate that CHIP Capitation Account funds
were used for allowable CHIP costs.

OMB Circular A-87, Attachment A, Section C, Basic Guidelines — In determining
reasonableness of a given cost, consideration shall be given to whether the
transaction represents arms-length bargaining.

42 USC 1397ee(a)(1) — CHIP funds may be used for child health assistance.

FDOH received CHIP funds through a capitation agreement with the Florida
Agency for Health Care Administration (FAHCA), whereby FAHCA pays FDOH a
fixed monthly rate per client enrolled in the Children’s Medical Services
component of CHIP. FDOH accounts for the receipt and expenditure of these
funds in the FDOH CHIP capitation account which is maintained in the FDOH
Donations Trust Fund. Other primary sources of Fund revenues included
Medicaid (CFDA No. 93.778), third-party insurance reimbursements, State fees,
and State general revenue. The trust fund cash analysis prepared by FDOH for
the Donations Trust Fund listed 26 accounts including the CHIP capitation
account. Our current review of FDOH CHIP activity disclosed the following:

» During the fiscal year ended June 30, 2010, capitation revenues exceeded
expenditures by $26 million. The cash balance for the CHIP capitation
account was $33.6 million as of June 30, 2010, an increase of $24.6 million
from June 30, 2009.

» Pursuant to Section 215.32, Florida Statutes, an amount totaling $2,000,000
was appropriated from the FDOH Donations Trust Fund for transfer to the
State’s General Revenue Fund during the 2009-10 State fiscal year. To
comply with this appropriation, FDOH transferred $2,000,000 from the CHIP
Capitation Account to the State’'s General Revenue Fund. This amount was
then available for expenditure in accordance with the Appropriations Act for
the 2009-10 fiscal year or to be maintained as unallocated general revenue.

The capitation rates were set at an amount higher than that required to
administer the Children’s Medical Services component of CHIP. The inadequate
oversight of the FDOH CHIP capitation account contributed to the above.

A residual balance in excess of Program needs has been accumulated. FDOH
may have, in effect, charged unallowable costs to CHIP.

We recommend that FDOH monitor capitation rates to determine whether
reductions are needed to prevent the accumulation of excess CHIP funds.
Additionally, we recommend that FDOH restore the amounts transferred from the
CHIP Capitation Account.
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We concur. The FDOH will monitor the capitation rate and collections from
Agency For Health Care Administration (AHCA) to better match revenues with
expenditures and so as not to exceed the 10% allowed to be maintained as an
operating cash on hand balance. As the operating cash on hand amount
exceeds the allowable 10% threshold, FDOH will adjust claims to AHCA or
reduce the Capitation Rate request at the Social Services Estimating
Conference. In response to the issue of the legislative fund sweep, FDOH
agrees with the Auditor General's (AG) recommendation. FDOH will work with
AHCA to determine a process to return the Federal portion of the funds
($1,369,800.00) to the federal program.

FDOH will contact AHCA to determine:
1. How questioned costs should be handled and

2. Make adjustments on departmental ledgers to return questioned costs upon
approval from AHCA.

March 1, 2011

Phyllis Sloyer
(850) 245-4218

123



MARCH 2011

REPORT NoO. 2011-167

U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES

Finding Number

CFDA Number

Program Title
Compliance Requirement
State Agency

Federal Grant/Contract
Number and Grant Year

Finding Type

Prior Year Finding

Finding

Criteria

Condition

FA 10-055

Various (See Condition)

Various (See Condition)

Allowable Costs/Cost Principles

Florida Department of Health (FDOH)
University of Florida (UF)

Various

Noncompliance and Significant Deficiency
Questioned Costs — $13,136,350
Report No. 2010-165, Finding No. FA 09-054

With respect to contracts with UF, FDOH procedures did not always provide for a
complete reconciliation of payments made to costs incurred by UF or provide for
the return of excess funds to FDOH.

OMB Circular A-87, Attachment A, Section C. — Costs must be necessary and
reasonable for proper and efficient performance and administration of Federal
awards and must be authorized or not prohibited under State or local laws or
regulations.

45 CFR 92.22 (a) and 34 CFR 80.22, Allowable Costs — Grant funds may be
used only for. (1) The allowable costs of the grantees, subgrantees, and
cost-type contractors, including allowable costs in the form of payments to
fixed-price contractors; and (2) Reasonable fees or profit to cost-type contractors
but not any fee or profit (or other increment above allowable costs) to the grantee
or subgrantee.

OMB Circular A-133 Compliance Supplement provides that transfers of Federal
awards to another component of the same auditee under OMB Circular A-133 do
not constitute a subrecipient or vendor relationship.

We tested thirteen contracts between FDOH Children’s Medical Services and UF
totaling $123,141,112 that included $79,054,623 in Federal funding. For 11 of
the 13 contracts, FDOH had determined that under the contracts, UF was
functioning as a vendor. However, as noted in the OMB Circular A-133
Compliance Supplement, transfers of awards within the same auditee, such as
those between FDOH and UF, do not, under Federal regulations, constitute a
vendor relationship. Consequently, as UF does not qualify under Federal
regulations as a vendor for the purposes of these 11 contracts, but rather is
considered to be part of the grantee, it was not clear that UF was authorized to
earn or retain a profit under the contracts, should any accrue.

For the following 5 contracts, our analysis of FDOH and UF documentation
disclosed that payments were made by FDOH to UF that exceeded UF’s actual
costs associated with the contracts and that FDOH did not require UF to return
the excess payments.
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Effect
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State Agency Response and
Corrective Action Plan

Estimated Corrective
Action Date

Payments in
Contract Federal
Amount CFDA No. Funding Excess of
Actual Cost
$62,708,565 | 93.767 — Children’s Health Insurance $43,124,018 | $11,356,970
Program (CHIP) (€Y
$985,358 | 93.767 — Children’s Health Insurance $123,420 $31,770
Program (CHIP) (2)
$12,355,155 | 93.778 — Medical Assistance Program $12,158,939 $613,485
(MAP) 1)
$72,000 | 93.778 — Medical Assistance Program $54,000 $981
(MAP) )
84.181 — Special Education-Grants $1,130,387
for Infants and Families $1,545
$1,507,187 84.173 — Special Education-Preschool $376,800 2)
Grants
(1) Excess amounts encompass the entire contract period.
(2) Excess amounts are for the 2008-09 fiscal year only.

Additionally, for the following contract, FDOH did not require UF to report actual
costs and, therefore, did not reconcile contract payments made to UF actual
costs:

Payments in
i(r)]:]ct)ruarftt CFDA No. llZ:uer(]jgirr?g; Excess of
Actual Cost
93.767 — Children’s Health Insurance $368,635
Program (CHIP)
$2,146,828 | 93.778 — Medical Assistance Program $737,838 Not
(MAP) Determined
93.994 — Maternal and Child Health Services $25,126
Block Grants to the States

FDOH and UF management believed that since the contracts were designated
as vendor relationships, payments in excess of actual UF costs did not need to
be returned.

Failure to timely identify and recoup overpayments may result in disallowance of
cost by the Federal government.

We recommend FDOH include provisions in Federally-funded contracts with
other State entities that require actual costs be reported to FDOH. Additionally,
we recommend FDOH perform reconciliations of payments made to actual costs
and require any excess of payments over actual costs be promptly returned to
FDOH.

Florida Department of Health

This finding sets a precedent for what would amount to a change in how State
Universities are treated for purposes of making vendor vs. subrecipient
determinations. This change would not only impact Children's Medical Services
Network (CMSN), but would have a significant impact on all FDOH contracts with
any State University receiving federal funding as payment for services. Due to
the significance of this issue, CMSN has referred this issue to the Department’s
General Counsel’s office and others for further review. CMSN is also reviewing
the amounts specified as excess funding to verify them for each contract against
documentation and internal reconciliations.

None at this time.
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Agency Contact and
Telephone Number

State Agency Response and
Corrective Action Plan

Estimated Corrective
Action Date

Agency Contact and
Telephone Number

Auditor’'s Remarks

Phyllis Sloyer
(850) 245-4218

University of Florida

The University of Florida is subject to the direction of its own Board of Trustees
and the Board of Governors. In contrast, Children's Medical Services is a
division of the Department of Health, which has an entirely separate reporting
structure and is subject to the direction of the Governor. Thus, UF and CMS are
not "parts of one body". For that reason alone, the tentative and preliminary
finding should be withdrawn. The University of Florida also points out that the
tentative and preliminary finding relies on an overly broad interpretation of the
definition of "grantee" set forth in OMB Circular A-87. Indeed, it is well settled
that state universities (although state agencies) are distinct for grant
administration purposes from state executive agencies. For example, in the
context of reporting under the American Recovery & Reinvestment Act, the Office
of Management & Budget has issued guidance explaining that state-funded
universities may receive subawards from another state agency. See Frequently
Asked Questions - American Recovery and Reinvestment Act of 2009, available
at http://www.whitehouse.gov/omb/recovery faqs/#21-6 ("Q. Are State funded
universities or institutions of higher education considered a State agency or
sub-recipient for reporting purposes? A. State funded universities or institutions
of higher education should generally be treated as a sub-recipient when receiving
ARRA funds from a State agency.) Thus, treating the University of Florida as the
same "body" as Children's Medical Services is inconsistent with the federal
government's view that transactions between a state university and a state
executive agency are appropriately classified as subawards and subcontracts,
both fixed price and cost reimbursable.

In addition, the University notes that it does not agree with all of the information
summarized in the background condition above, particularly, but not necessarily
exclusively the absence of a recognition of the University's financial obligations
and risks.

UF also has not had an opportunity to check the calculations in the
above-referenced chart but reserves the right to do so and also notes that some
of the numbers reflect only one year while others purport to reflect the whole
contract term.

No corrective action necessary

Thomas E. Walsh, PhD, Director of Sponsored Research and Compliance
(352) 392-1005

As discussed above, transfers of awards between the same auditee, such as
those between FDOH and UF, do not, under Federal regulations, constitute a
vendor relationship. Consequently, it was not clear that UF was authorized to
earn or retain a profit under contacts with FDOH, should any accrue. Therefore,
we continue to recommend that FDOH perform a complete reconciliation of
payments made to costs incurred by UF, and the return of excess funds to
FDOH.
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Finding

Criteria

Condition
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Effect

Recommendation

U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES

FA 10-056

Various (See Condition)

Various (See Condition)

Allowable Costs/Cost Principles
Florida Department of Health (FDOH)

Various

Significant Deficiency
Report No. 2010-165, Finding No. FA 09-054

FDOH did not fully demonstrate the appropriateness of the costs charged to
Federal programs with respect to contracts with the University of Florida (UF).

OMB Circular A-87, Attachment A, Section C. — Costs must be necessary and
reasonable for proper and efficient performance and administration of Federal
awards and must be authorized or not prohibited under State or local laws or
regulations. In determining reasonableness of a given cost, consideration shall
be given to the restraints or requirements imposed by such factors as sound
business practices; arms length bargaining; Federal and State laws; the market
prices for comparable goods or services; and significant deviations from the
established practices of the governmental unit which may unjustifiably increase
the Federal award’s costs.

We tested the following three new contracts that were entered into by FDOH
Children’s Medical Services (CMS) and UF during the 2009-10 fiscal year:

Contract Federal
Amount CFDA No. Funding
93.767 — Children’s Health Insurance Program (CHIP) $388,897
$1.471.632 93.778 — Medical Assistance Program (MAP) $881,973
! ! 93.994 — Maternal and Child Health Services Block $24,237

Grants to the States
$56,318,559 | 93.767 — Children’s Health Insurance Program (CHIP) $38,735,905

$1,440,000 | 84.181 — Special Education -Grants for Infants $1,440,000
and Families

FDOH'’s decision to enter into these contracts was not preceded by attempts to
identify other possible providers or reevaluate whether to provide the services
in-house, but rather was based on the historical contractual relationship with UF
and FDOH'’s positive evaluation of UF’'s performance under previous contracts
for the same services. To derive the contract amounts, FDOH used documents
provided by UF that reflected UFs estimated costs to provide the services.
However, FDOH did not require supporting documents to substantiate the
reasonableness of the estimated costs and FDOH staff did not perform additional
procedures to demonstrate the reasonableness of the contracted amounts.

FDOH applied the exemption to State competitive procurement requirements for
the purchase of health related services that is provided by Section 287.057(3)(f),
Florida Statutes.

Absent competition or a documented detailed analysis of cost, FDOH cannot
demonstrate that amounts paid were in the best interest of the State and the
Federal grantor agency.

We recommend that FDOH ensure appropriate documentation is retained in the
contract file demonstrating that costs paid are reasonable and necessary and
consistent with public and private payment rates for similar services.
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State Agency Response and
Corrective Action Plan

Estimated Corrective
Action Date

Agency Contact and
Telephone Number

We concur. FDOH Division of Children’s Medical Services Network (CMSN)
agrees with the finding in the context of the deficiency in documenting its
decision to contract with UF for the services in the three contracts listed. While
FDOH believes that all of the factors related to the requirements of costs listed in
the finding and as specified in the Office of Management and Budget Circular
(OMB) A-87 were considered in its decision to contract for each of the services,
and though CMSN followed Department policy which requires a Justification for
Noncompetitive Procurement, all of the factors for consideration in making such
determinations were not included in this information and therefore not properly
documented in the contract file.

FDOH CMSN will create documentation in accordance with OMB A-87 for each
contract and ensure that it is maintained in the contract file for as long as FDOH
CMSN has a contract with the providers for these services, no later than June 30,
2011.

March 1, 2011

Phyllis Sloyer
(850) 245-4218
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Federal Grant/Contract
Number and Grant Year

Finding Type

Prior Year Finding

Finding

Criteria

Condition

FA 10-057

93.775, 93.776, 93.777, 93.778

Medicaid Cluster

Activities Allowed or Unallowed

Florida Agency for Health Care Administration (FAHCA)

05-0905FL5028 (Federal 2008-09); 05-1005FL5MAP (Federal 2009-10)

Questioned Costs — $2,127,703.24 (Federal Share $1,439,178.47; Federal Grant
No. 05-0905FL5028, $273,308.31; Federal Grant No. 05-1005FL5MAP,
$1,165,870.16)

Report No. 2010-165, Finding No. FA 09-055

Payments made to providers on behalf of clients for medical service claims were
not always paid in accordance with established Medicaid policy and fee
schedules. Specifically, the payments were for improper amounts or for
unallowable services.

42 CFR 430 — Grants to States for Medical Assistance Programs, 42 CFR 433
Subpart C — Mechanized Claims Processing and Information Retrieval Systems,
42 CFR 447 Subpart B — Payment Methods: General Provisions

Medicaid Provider Coverage and Limitations Handbooks, Provider General
Handbook, and Medicaid Fee Schedules

Claims totaling approximately $15.1 billion were processed for Medicaid services
during the 2009-10 fiscal year. We examined a sample of 200 claims totaling
$81,466.48 that were paid by the Florida Medicaid Management Information
System (FMMIS) during the 2009-10 fiscal year to determine whether the
payments were processed in accordance with established Medicaid policies and
procedures and were only for allowable activities. Our tests disclosed that for 3
of the 200 claims reviewed, the claims were paid at an incorrect rate. For 2 of
these claims, a copayment was not deducted for each service date listed on the
claim, resulting in a total overpayment of $30.00. The remaining claim was paid
at a rate less than the allowable rate, resulting in an underpayment of $4.46.

We also performed queries of FMMIS data for claims paid during the 2009-10
fiscal year for certain types of Home Health services, Developmental Disabilities
Waiver services, Dental services, Chiropractic services, and Inpatient Hospital
services in excess of 45 days. Total payments for the claims queried totaled
$176,676,516 during the 2009-10 fiscal year. Our queries disclosed instances in
which payments totaling $2,127,673.24 for selected service types were not made
in accordance with established Medicaid policy. Specifically, we noted the
following:

» According to the Medicaid Provider Coverage and Limitations Handbook for
Home Health Services, claims for personal care services and private duty
nursing services were not to be billed for less than two hours of service.
Additionally, these services were required to have prior authorization for
reimbursement. Our queries disclosed 366 claims totaling $4,777.30 for
personal care services and 2,950 claims totaling $73,628.70 for private duty
nursing services that were paid for claims with less than two hours of service.
Additionally, our queries disclosed 2,324 claims totaling $192,133.50 for
personal care services and 4,059 claims totaling $367,957.31 for private duty
nursing services that were reimbursed without prior authorization.

» According to the Medicaid Provider Coverage and Limitations Handbook for
Developmental Disabilities Waiver Services, Special Medical Home Care
services were to be provided only in a licensed group home. Our queries
disclosed 3,595 claims totaling $1,429,905.79 that were paid for Special
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Cause

Medical Home Care services that had a place of service code indicating
Other Place of Service rather than the service code for Group Home.

» The Medicaid Provider Coverage and Limitations Handbook for Dental
Services required that for periodontal services, certain types of services
could not be billed on the same date of service, for the same recipient, for
the same quadrant, by the same provider. Our queries disclosed that
contrary to this policy, two claims totaling $300 for gingivectomy or
gingivoplasty — four or more contiguous teeth or bounded teeth and
gingivectomy or gingivoplasty — one to three contiguous teeth or bounded
teeth were claimed together for the same date of service for the same
recipient, same quadrant, by the same provider.

» According to the Medicaid Provider Coverage and Limitations Handbook for
Chiropractic Services, claims were only to be reimbursed for a maximum of
one visit per day, per recipient up to a maximum of 24 visits per recipient
within a calendar year. Additionally, chiropractic services are only to be
provided in certain locations. Our queries disclosed 124 claims totaling
$2,102.75 that were paid during the 2009-10 fiscal year for chiropractic
services that were in excess of the 24 visits allowed during the 2009
calendar year. Additionally, our queries disclosed 2 claims totaling $34.80
that were paid for chiropractic services in a place of service that was
unallowable.

» According to the Medicaid Provider Coverage and Limitations Handbook for
Hospital Services, recipients age 21 and over are limited to a maximum of 45
days per fiscal year for covered inpatient days. The Balanced Budget Act of
1997 provided exceptions to this requirement if certain criteria were met.
Our review of 40 recipients with claims paid that exceeded the 45 day limit
disclosed 2 claims totaling $56,833.09 that were paid for recipients over 21
that did not qualify for the exceptions outlined in the Balanced Budget Act of
1997.

For the two sample items where copayment amounts were not properly
deducted, FAHCA staff indicated that programming changes were installed on
May 14, 2010, to correct this issue. Once these claims are reprocessed, the
correct copayment amount will be deducted. For the claim that was underpaid,
the rate change had not been updated in FMMIS.

For Home Health Services, FAHCA staff indicated that a request for a
programming change to FMMIS had been submitted to the fiscal agent to prevent
the payment of claims for Personal Care and Private Duty Nursing services for
less than two hours of service, but the change had not yet been implemented.
As for Home Health Services paid without prior authorization, FAHCA staff
indicated that a programming change had been implemented in FMMIS on March
17, 2010, and should apply to all claims paid after that date. However, our
gueries disclosed instances where home health services were paid subsequent
to March 17, 2010, without a prior authorization number.

For Developmental Disability Waiver — Special Medical Home Care Services,
FAHCA staff indicated that all waiver providers had been told to submit claims
with a place of service code of “99 — Other,” despite official policy that may
require services to be performed only in certain locations. This was done for the
convenience of FAHCA personnel to enable them to more readily identify waiver
services.

For Dental Services, FAHCA staff indicated that file maintenance had been
requested to correct the issue in FMMIS.

For Chiropractic Services, FAHCA staff indicated that file maintenance had been
submitted to the fiscal agent on September 24, 2010, to include place of service
in contract billing rules. Regarding billing for more than 24 visits in a year,
FAHCA staff was exploring the problem and will pursue a programming change
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once the cause has been identified.

For Inpatient Hospital Services exceeding the 45 day limit, FAHCA staff indicated
that in one instance, FMMIS did not appear to split the visit correctly between
fiscal years. In the other instance, FAHCA staff approved payment despite the
claim not meeting the exceptions to the Balanced Budget Act of 1997.

Absent appropriate controls, unallowable claims may be processed and paid, and
may remain undetected by FAHCA personnel. Additionally, FAHCA's
instructions to waiver providers to submit claims with a place of service code of
“99 — Other,” regardless of policy requirements that may restrict services to
certain locations, limits FAHCA's ability to ensure claims are paid in accordance
with applicable policy limitations.

We recommend that FAHCA ensure that appropriate electronic or manual
controls are in place and operating effectively to ensure that Medicaid claims are
accurately and properly processed, including ensuring that FMMIS is updated
timely with current information. Furthermore, we recommend that FAHCA
discontinue its practice of instructing Medicaid waiver providers to submit claims
that do not accurately reflect the nature or location of services rendered or
comply with applicable regulations.

HOME HEALTH - Personal care services provided through the DD waiver
(through APD) are currently being transferred to the state plan; the funds
previously allocated to APD to provide personal care services under the waiver
have been shifted and are now available to AHCA to provide personal care
services to these recipients under the Medicaid state plan. The independent
unlicensed providers of personal care services were allowed to enroll as
Medicaid providers of personal care services. These unlicensed providers were
unable to bill for visits, so AHCA decided to change policy to allow home health
services providers to be reimbursed for personal care services that are provided
in less than two hours. This has no significant fiscal impact. Hence there are FY
09-10 expenditures associated with S9122, but minimal utilization at this 1-hour
level. By amending the handbook and instructing the QIO to allow home health
providers to bill 1 hour of continuous care only as personal care services for
Medicaid recipients under 21, the fiscal impact will not be significant given the
current utilization.

After reviewing a sample of the claims provided on CD, the Agency has
determined that the claims paid inappropriately and should have been denied.
FMMIS does have edits in place to prevent private duty nursing and personal
care services claims from paying without a prior authorization number. It is not
clear why the claims identified were able to bypass the prior authorization system
requirements. However, we are working with staff in the Bureau of Medicaid
Contract Management (MCM) to determine why the claims paid inappropriately.
MCM has confirmed that this problem is fixed, and these claims would not be
able to bypass this edit if they were processed for payment today. Medicaid
services will work with the Bureau of Medicaid Program Integrity to recoup the
funds from any claims that paid without a prior authorization number. The plan is
to cross reference the claims through the QIO to determine if they actually didn't
receive prior authorization. The results of the cross reference will determine the
providers that require recoupment of claims.

DD WAIVER SERVICES - We will change FMMIS to allow place of service codes
for DD waiver services to be adjustable, other than the only choice "99", to reflect
specific places of service.

DENTAL
State Agency Response and Corrective Action Plan

A quadrant indicator must be submitted with procedure codes D4210, D4211,
D4240, D4241, D4260, D4261, D4341, D4342, D7310, and D7320. Medicaid
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has completed file maintenance to remove all indicators of quadrants except 10,
20, 30, 40, UR, UL, LL, and LR. This prevents same quadrant billing of certain
procedure codes that are not allowed on the same date of service, same
guadrant, and same recipient. The system now denies as a duplicate quadrant
when one of the procedure codes listed above is billed another procedure code
listed above for the same quadrant, same recipient, same date of service.

CHIROPRACTIC
Re: Chiropractic visits paid in excess of 24 per calendar year:

A Batch File Maintenance request (Tracking #KS09201001) was completed
October 14, 2010, to update the contract billing and reimbursement rules
regarding Medicaid policy regarding limitation of visit codes to 24 per calendar
year. Reprocessing instructions for the visit claims with dates of service July 1,
2008 (the date of contract implementation for the current Medicaid fiscal agent)
through the file maintenance implementation date was also included in the File
Maintenance request. The reprocessing procedure (CO 21607) will recoup
chiropractic visits that were claimed in excess of the 24 per calendar year
maximum, without prior authorization from Medicaid.

Re: Reimbursements for chiropractic services provided in exceptional places of
service:

A Batch File Maintenance Request (Tracking #KS09201005) was submitted in
September 2010, with instructions for updating the contract biling and
reimbursement rules regarding Medicaid policy regarding the appropriate place
of service location codes and places of service considered exceptions to policy.
Instructions were given to require referral information on line item 17 of the CMS
claim form for all chiropractic claims with an exceptional place of service location
code. Instructions include denial of all claims billed with an exceptional place of
services location code that do not have the appropriate referral information. The
FMMIS file update regarding appropriate and exceptional places of service is
progressing but has not been scheduled for implementation. Reprocessing
instructions regarding all claims with dates of service January 1, 2010 (the date
of adoption for the current Chiropractic Coverage and Limitations Handbook)
through the file maintenance implementation date with exceptional places of
services and without the required referral information were also included in the
File Maintenance Request. The reprocessing procedure will recoup chiropractic
visits that were provided in an exceptional place of service, without the
appropriate referral required by policy.

INPATIENT - All claims are reviewed by FAHCA’'s Balanced Budget Act
coordinator or physician consultant. Details of the referenced claims were
reviewed to ensure adherence to policy related to Balanced Budget Act approved
exceptions. In the first instance, a billing error by the provider resulted in the
entire 47 days of a claim originating on June 4, 2009 being charged to 2008-2009
fiscal year, however 20 of these days should have been charged to 2009 - 2010
fiscal year. The recipient was then transferred to a different hospital on July 21,
2009 for an additional 27 days. The FMMIS system paid the claim for 27 days in
the 2009 - 2010 fiscal year. Policy for 45 day limit in one fiscal year was
exceeded. FAHCA will recoup the additional two days reimbursement from
provider. In the second instance, the Medicaid policy unit approved the claim
through the BBA process, Code 20 (patient died) is indicated in status field 17 of
the claim form. FAHCA policy is to pay claims in such circumstances. However,
claim type 3 should not be approved through the BBA process. New staff
member has been trained on the BBA process. FAHCA will recoup 12 days
reimbursement paid in error.
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Estimated Corrective
Action Date

Agency Contact and
Telephone Number

Home Health/Personal Care - 5/2011
DD Waiver Services - September 1, 2011

Dental - Complete. File maintenance was completed and verified by Medicaid
staff on 11/4/10.

Chiropractic - File maintenance was completed on 10/14/2010 to limit
chiropractic visits to 24 per year. Reprocessing is expected by 7/1/2011.

Additional file maintenance is being tracked for the instructions regarding
exceptional place of service. The estimated date of correction for this task is
03/15/2011

Inpatient Services - Estimated recoupment date 5/1/11.

Claire Anthony-Davis, Home Health/Personal Care
(850) 412-4266

Leigh Meadows, DD Waiver Services
(850) 412-4258

Mary Cerasoli, Dental
(850) 412-4228

Kathryn Stephens, Chiropractic
(850) 412-4235

Pam Kyllonen, Inpatient
(850) 412-4211
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Finding Number
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Program Title
Compliance Requirement
State Agency

Federal Grant/Contract
Number and Grant Year
Finding Type

Finding

Criteria

Condition

FA 10-058
93.775, 93.776, 93.777, 93.778
Medicaid Cluster
Activities Allowed or Unallowed, Allowable Costs/Cost Principles
Florida Department of Transportation (FDOT)
Florida Agency for Health Care Administration (FAHCA)

05-0905FL5028 (Federal 2008-09); 05-1005FL5MAP (Federal 2009-10)

Noncompliance and Significant Deficiency
Questioned Costs — $70,870,997.17

Controls were not sufficient to ensure that amounts paid by FAHCA to the
Commission for Transportation Disadvantaged (CTD) or amounts paid by CTD to
transportation providers under a Medicaid transportation program were
reasonable.

OMB Circular A-87, Attachment A, Section C. — Costs must be necessary and
reasonable for proper and efficient performance and administration of Federal
awards. In determining reasonableness of a given cost, consideration shall be
given to the restraints or requirements imposed by such factors as sound
business practices; arms length bargaining; Federal and State laws; the market
prices for comparable goods or services; and significant deviations from the
established practices of the governmental unit which may unjustifiably increase
the Federal award’s costs.

The Centers for Medicare and Medicaid Services Non-Emergency Transportation
(NET) Waiver authorizes the coordinated NET program and includes provisions
requiring FAHCA to demonstrate the cost-effectiveness of the program.

Section 427.013(28), Florida Statutes, requires FAHCA and FDOT to consult
together to develop an allocation methodology that equitably distributes
transportation funds. The methodology shall separately account for Medicaid
beneficiaries. The methodology shall also consider such factors as the actual
costs of each transportation disadvantaged trip based on prior-year information.

Effective June 7, 2001, USDHHS granted FAHCA the authority to implement a
coordinated NET program. FAHCA contracted with the Commission for the
Transportation Disadvantaged (CTD), which is administratively housed within
FDOT, to manage the NET Program. Effective November 2004, CTD began
subcontracting with counties to provide services. The county providers include
governmental entities and private entities, referred to as subcontracted
transportation providers (STPs). The allocation of NET funds to the STPs was
based on a formula which considered factors such as: county population density,
estimated Medicaid trips, and 2002-03 fiscal year Medicaid payments. FAHCA
renegotiated the NET contract with CTD effective December 1, 2008, however in
negotiating the contract amount and in the allocation of that amount to the STPs,
FAHCA did not maintain sufficient documentation to demonstrate that current
actual costs of the CTD and STPs were considered. During the 2009-10 fiscal
year, FDOT records indicated CTD received payments from FAHCA totaling
$70,870,997.17. During this period, CTD payments to STPs totaled
$64,691,870.

In addition, as noted in report No. 2011-002, FAHCA's files related to the
December 2008 contract did not contain sufficient information to document that
fees paid for providing NET services were reasonable. Our report also stated
that FAHCA's monitoring of the NET contract was not sufficient to ensure
contractual compliance and evaluate the performance of CTD and the STPs.
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Procedures did not require that CTD demonstrate, using current data, the
reasonableness of the amounts to be paid and allocated under the contract.

Without a current cost analysis, FAHCA was unable to determine that NET
payments were reasonable.

We recommend that current transportation costs be summarized and used to
evaluate the reasonableness of the total contract amount as well as the amounts
allocated to STPs and to CTD for administrative costs. FAHCA should also
conduct appropriate monitoring to evaluate CTD and STP compliance with
governing laws, regulations, and contract terms.

Florida Department of Transportation

The Commission for the Transportation Disadvantaged will be providing the
AHCA with administrative costs audits for FY 2009/2010 to aid in determining the
reasonableness of costs for future contracting purposes. The AHCA will receive
audits for FY 2009/2010 and FY 2010/2011 in accordance with OMB Circular
A-133 and the Florida Single Audit Act. The audits will allow the AHCA to
determine the reasonableness of funding and if the allocation is sufficient for
providing services. Onsite surveys of two transportation providers were
conducted by AHCA in July 2010 and an onsite survey of the CTD and selected
transportation providers is to be conducted by AHCA in the near future.

July 2012

Bobby Jernigan
(850) 410-5706

Florida Agency for Health Care Administration

The Agency will receive administrative costs audit for FY 2009/2010 to determine
reasonableness of administrative costs for future contracting purposes. The
Agency will receive audits for FY 2009/2010 and FY 2010/2011 in accordance
with OMB Circular A-133 and the Florida Single Audit Act. The audits will allow
the Agency to determine the reasonableness of funding and if the allocation is
sufficient for providing services. On-site survey of two transportation providers
conducted in July 2010 and an on-site survey of the CTD and selected
transportation providers to be conducted in the near future.

September 2011

G. Douglas Harper
(850) 412-4210
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State Agency

Federal Grant/Contract
Number and Grant Year

Finding Type

Prior Year Finding

Finding

FA 10-059

93.775, 93.776, 93.777, 93.778

Medicaid Cluster

Activities Allowed or Unallowed, Allowable Costs/Cost Principles, Reporting
Florida Agency for Health Care Administration (FAHCA)

05-0905FL5028 (Federal 2008-09); 05-1005FL5MAP (Federal 2009-10)

Significant Deficiency
Report No. 2010-165, Finding No. FA 09-057

The Florida Medicaid Management Information System (FMMIS) and the
Decision Support System (DSS) were integral to the operations of the Medicaid
Program. The FMMIS was used to enroll providers, process Medicaid claims,
adjudicate claims, and reimburse providers. FMMIS data was imported into DSS
to enable efficient reporting and data analysis. The Medicaid Program is highly
dependent on the security, integrity, and proper functioning of FMMIS and DSS.
In the Information Technology audit report No. 2011-057, dated December 2010,
we disclosed control deficiencies related to access control documentation,
access privileges, user identification, security controls, program and data change
controls, processing of customer service requests to correct recipient eligibility
processing errors, and quality control review of claims subject to manual
resolution procedures that, in combination, we consider to be a significant
deficiency. Details of the findings and recommendations, as well as, FAHCA
management’s response are included in that report.
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FA 10-060

93.775, 93.776, 93.777, 93.778

Medicaid Cluster

Allowable Costs/Cost Principles

Florida Agency for Health Care Administration (FAHCA)

05-0905FL5028 (Federal 2008-09)

Noncompliance
Questioned Costs — $268,873,642.41 (Federal Share $181,866,119.55)

Contrary to Federal and State requirements, FAHCA funded some current year
expenditure obligations using 2008-09 certified forward appropriations.
Additionally, expenditures were not always recorded to the correct appropriation
categories in the State’s accounting records.

OMB Circular A-87, Attachment A

Section 216.301, Florida Statutes — Appropriations; undisbursed balances -
Unspent appropriations for which there is an incurred obligation as of June 30"
can be carried forward to the next fiscal year to pay the incurred obligations. Any
of these funds remaining unspent after September 30™ are to be returned to the
fund from which they were appropriated.

FAHCA carried forward unspent appropriations totaling approximately $1.5 billion
at June 30, 2009. The appropriations carried forward are commonly referred to
as certified forwards. The certified forward amounts were for various
appropriation categories (service types) and pursuant to Florida law were
required to be used for obligations incurred as of June 30, 2009. In the State’s
accounting records these certified forward appropriations are designated with a
“C" in the certified forward indicator field for the applicable appropriation
category. Our audit disclosed that on September 24, 2009, FAHCA made
adjusting entries to the State’s accounting records to transfer paid 2009-10 fiscal
year obligations totaling $268,873,642.41 to the 2008-09 certified forward funds
appropriations accounts.

In addition, the appropriation categories (service types) for which the paid
expenditures for 2009-10 obligations were reduced were not the same as the
certified forward funds appropriation categories (service types) charged. For
example, FAHCA made reductions to paid expenditures related to inpatient
hospital services, prescribed medicine, case management services, child health
services, hospice services, and physician services for the 2009-10 fiscal year
totaling $88,771,986.15 and increased the certified forward expenditures related
to Medicare Part D premiums by the same amount. As a result of these
erroneous accounting entries to the State’s accounting records the appropriation
categories for the 2009-10 fiscal year expenditures were understated by
$268,873,642.41 and the certified forward appropriation categories charged were
overstated by the same amount. The certified forward appropriation categories
charged were the categories with remaining unspent funds on the date of the
adjusting entries.

We also noted instances where FAHCA routinely made incorrect entries to the
appropriation categories in the State’s accounting records as related to medical
services. While the total amount recorded was accurate, there were inaccuracies
across appropriation categories. For example, $324,201,346.87 in medical
assistance payments made on April 14, 2010, were recorded in only 4
appropriation categories in the State’s accounting records, instead of the 44
different appropriation categories to which the payments likely applied. The
majority of these payments, $242,790,010.53, were recorded in the State’s
accounting records as nursing home payments, despite only making
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$21,461,465.38 in payments to nursing homes. Subsequently, a journal transfer
(voucher number 010149) was made to allocate the payments to additional
appropriation categories. However, the journal transfer did not correct all of the
inaccuracies. For example, after the recording of the journal transfer, the final
amount shown as the nursing home payments made on April 14, 2010, remained
overstated by $29,863,124.73.

FAHCA management indicated that the expenditures for 2008-09 fiscal year
obligations were transferred to certified forward funds appropriation categories to
use the remaining unspent funds in the certified forward appropriation categories.

The inclusion of erroneous entries to the State’s accounting records and the
failure to expend funds from the proper appropriation limits the Federal and State
governments’ ability to properly administer the program and its funding.
Additionally, the failure to allow the funds to revert at September 30, 2009,
usurped the Legislature’s authority to make decisions regarding the appropriation
of funds.

We recommend that FAHCA ensure that the expenditures are made from the
proper funding source and that unspent certified forward funds be allowed to
revert as required by law. We also recommend that FAHCA accurately record
expenditures in the State’s accounting records.

Due to miscommunications, the certified forward appropriations were fully
expended. Staff are aware that certified forward expenditures must be supported
by the weekly claims financial reports. Unspent certified forward appropriations
will be allowed to revert. Regarding questioned recording of expenditures to the
correct appropriation category (payments April 14, 2010 cited as example), our
process is to pay from a few appropriation categories, then a journal transfer is
processed to allocated the charges to the appropriate categories. For the
payment referenced, a journal transfer was processed to move expenditures to
the appropriation category under which the claims were paid. Journal Transfer
voucher number 010149, Statewide Document #D00-0057-8094.

September, 2010

Paula Shirley
(850) 412-3820

In response to this finding, FAHCA makes reference to a journal transfer to move
expenditures to the appropriation category under which claims were paid. While
the referenced journal transfer corrected some of the errors in the initial record
entries, the journal transfer did not correct all of the inaccuracies.
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FA 10-061

93.775, 93.776, 93.777, 93.778

Medicaid Cluster

Allowable Costs/Cost Principles

Florida Agency for Health Care Administration (FAHCA)

05-0905FL5048 (Federal 2008-09); 05-1005FL5ADM (Federal 2009-10)

Noncompliance
Questioned Costs — $78,477.87 (Federal Share $58,858.41; Federal Grant No.
05-0905FL5048 $14,779.83, Federal Grant No. 05-1005FL5ADM $44,078.58)

FAHCA could not always properly support salaries and wages charged to the
Medicaid Program.

OMB Circular A-87, Attachment B - Charges to Federal awards for salaries and
wages will be based on payrolls documented in accordance with the generally
accepted practice of the governmental unit, and where employees work on
multiple activities or cost objectives, a distribution of their salaries or wages will
be supported by personnel activity reports or equivalent documentation.

FAHCA records indicated that salary and benefit costs charged to the Medicaid
Cluster totaled approximately $73 million during the 2009-10 fiscal year.
Included in this amount were allocations of the salaries and benefits paid to staff
of FAHCA's Division of Health Quality Assurance (HQA). HQA incurred salary
and benefit costs totaling approximately $35 million during the 2009-10 fiscal
year. FAHCA used time and effort records (FAHCA's time validation reporting) to
allocate HQA salary and benefit costs across funding sources when the
applicable employees worked on multiple programs.

We tested 15 salary and benefit charges to the Medicaid Cluster. Of these
charges, 8 related to HQA employees who worked on multiple programs. For 1
of the 8 HQA salary and benefit charges, we noted that salary and benefit costs
totaling $78,477.87 were charged directly to CFDA No. 93.778 - Medical
Assistance Program during the 2009-10 fiscal year rather than being allocated
across funding sources through time and effort records.

Time and effort records were not available for the employee due to an oversight
by FAHCA staff.

Absent appropriate documentation, incorrect charges for salaries and wages may
be applied to Federal awards.

FAHCA staff indicated that starting with the September 2010 quarter the position
will be included in the time and effort records. We recommend that FAHCA
strengthen its procedures to ensure that time and effort records are used for all
applicable HQA employees whose job duties involve multiple programs.

Florida AHCA staff with multiple duties from multiple funding sources have been
educated regarding particular funding sources for their duties. Florida AHCA
staff worked with Department of Management Services and Peoples First staff to
set up coding time placed on timesheets to attribute that time according to
activity and funding source. Florida AHCA office staff are now entering their time
into the Florida People's First Time Validation system paying attention to their
activities with regard to funding sources.

2/1/11

Kimberly Smoak
(850) 412-4516
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FA 10-062

93.775, 93.776, 93.777, 93.778

Medicaid Cluster

Cash Management

Florida Agency for Health Care Administration (FAHCA)

05-0905FL5028 (Federal 2008-09); 05-1005FL5MAP (Federal 2009-10)

Noncompliance and Significant Deficiency

In some instances, FAHCA drew funds based on projections that were not
supported by a methodology and documentation showing that the funds were for
immediate cash needs.

31 CFR Part 205, Subpart A, Section 205.9, 205.10, and 205.11; Cash
Management Improvement Act (CMIA) Agreement between the State of Florida
and the Secretary of the Treasury, United States Department of the Treasury,
Section 6.1.4.

During the 2009-10 fiscal year, FAHCA drew funds totaling approximately $12
billion for the Medicaid Cluster and the Children’s Health Insurance Program
(CHIP). We tested 25 draws totaling approximately $2.9 billion, including ARRA
funds totaling approximately $230 million. Of the 25 cash draws tested, 4 draws
totaling $467,381,429 were based on projected cash needs for the Medicaid
Cluster. Of this amount, 2 of the draws were for ARRA funds totaling
$67,381,429. Our tests disclosed that FAHCA did not maintain supporting
documentation for the methodology or data used to calculate the draw amount
for these 4 draws. Without supporting documentation, FAHCA was not able to
evidence the immediate cash need for the funds.

For the non-ARRA draws, FAHCA staff stated that some Medical Assistance
Payment projected draws were arbitrarily calculated and were based entirely on
projected draw amounts that were used by FAHCA in prior periods. There was
no methodology used to support the projected draw amount. For the ARRA
draws, FAHCA staff stated that, for projected draws, they arbitrarily made the
decision to keep the amounts between $35 million and $55 million.

Without an appropriate methodology, draws may be made for inappropriate
amounts. Also, drawing amounts in excess of documented cash needs could
affect the State’s CMIA interest liability.

We recommend FAHCA develop an appropriate methodology for projecting cash
needs. Documentation should be maintained to support the calculated cash
need.

FAHCA has developed steps that are routinely followed in determining amounts
for projected draws. Instructions have been written and worksheets are being
maintained.

Procedures were put in writing in February 2011. Worksheets have been kept
since Fall 2010.

Paula Shirley
(850) 412-3820
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FA 10-063

93.767 and 93.775, 93.776, 93.777, 93.778

Children’s Health Insurance Program and Medicaid Cluster

Cash Management

Florida Agency for Health Care Administration (FAHCA)
05-0805FL5028 (Federal 2007-08); 05-0805FL5048 (Federal 2007-08);
05-0905FL5028 (Federal 2008-09); 05-0905FL5048 (Federal 2008-09);
05-0705FL5021 (Federal 2006-07); 05-0805FL5021 (Federal 2007-08);
05-0905FL5021 (Federal 2008-09

Significant Deficiency

FAHCA did not ensure that amounts were accurately reported on the Cash
Management Improvement Act (CMIA) Annual Report to the Florida Department
of Financial Services (FDFS).

The Cash Management Improvement Act (CMIA) of 1990, as amended; 31 CFR
Part 205 § .13 and § .14, Federal interest liability, and § .26, Preparing Annual
Reports; CMIA Agreement between the State of Florida and the United States
Department of the Treasury

FAHCA annually reports to FDFS drawdown data related to the receipt of
Federal funds including components for Direct Program Costs, Direct
Administrative Costs, Payroll Costs, and Indirect Costs. FAHCA is also required
to report refund transactions exceeding $50,000. A transaction is defined as a
single deposit. FDFS uses this information to calculate the State’s CMIA interest
liability and to prepare the State’s CMIA Annual Report.

Our review of the report FAHCA submitted to FDFS for the 2008-09 fiscal year
disclosed errors in the cash draw amounts reported. Additionally, the refunds
and related interest liability reported were not always in accordance with the
CMIA agreement between the State of Florida and the United States Department
of the Treasury. Specifically, our tests disclosed the following:

» FAHCA overstated cash draw and deposit amounts reported to FDFS for
CFDA No. 93.778 — Medical Assistance Program by $24,860,314 and
understated amounts reported for CFDA No. 93.767 — Children’s Health
Insurance Program by $10,467,557. For CFDA No. 93.778 — Medical
Assistance Program, these differences included for a component
understatements totaling as much as $61.4 million and overstatements
totaling as much as $86.2 million. Also, for these amounts, FAHCA
improperly categorized cash draws reported to FDFS totaling approximately
$21,366,362 for both CFDA No. 93.778 — Medical Assistance Program and
CFDA No. 93.767 — Children’s Health Insurance Program.

» FAHCA incorrectly calculated and reported $1,467.94 in interest liability on
refund deposit transactions for CFDA No. 93.778 — Medical Assistance
Program that did not meet the $50,000 threshold established in the CMIA
agreement.

» FAHCA failed to report seven refunds totaling $1,166,680.90 for CFDA No.
93.778 — Medical Assistance Program, which individually met or exceeded
the $50,000 threshold.

FAHCA had not developed procedures for the preparation and submission of the
CMIA report. No reconciliation was performed between FAHCA's worksheets
supporting CMIA report totals and FAHCA's accounting records. FAHCA staff
placed reliance on FDFS to review supporting documentation and inform them of
any errors such as the calculation of an interest liability for refunds that did not
meet or exceed the $50,000 threshold. There had also been turnover in the cash
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management area of FAHCA's Office of Finance and Accounting.

Without ensuring that amounts reported agree with accounting records and that
amounts reported comply with the requirements of the CMIA Agreement, the risk
is increased that interest liability amounts could be materially misstated.

We recommend FAHCA develop and implement written procedures for the
preparation, review, and submission of the CMIA data to FDFS, including
procedures for ensuring that the amounts reported are accurate and complete.

We concur with the recommendation. FAHCA is developing written procedures
for the preparation, review, and submission of the CMIA data to FDFS.

Procedures will be finalized by June, 2011

Paula Shirley
(850) 412-3820
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FA 10-064

93.775, 93.776, 93.777, 93.778

Medicaid Cluster

Eligibility

Florida Department of Children and Family Services (FDCFS)
05-0905FL5028 (Federal 2008-09); 05-1005FL5MAP (Federal 2009-10)

Opinion Qualification, Material Noncompliance, and Material Weakness
Questioned Costs — $117,182.15 (Federal Share $79,262.01; Federal Grant No.
05-0905FL5028, $19,051.31; Federal Grant No. 05-1005FL5MAP, $60,210.70)
Report No. 2010-165, Finding No. FA 09-059

In a significant number of instances, FDCFS was unable to provide sufficient
documentation to support that the eligibility determinations of individuals
receiving Medicaid were made in accordance with Federal regulations or FDCFS
policy. Additionally, data exchange responses received by FDCFS were not
processed timely.

42 CFR 435.407 — Types of Acceptable Documentary Evidence of Citizenship;
42 CFR 435.913 — Case Documentation; 42 CFR 435.916 - Periodic
Redeterminations of Medicaid Eligibility

FDCFS Access Florida Program Policy Manual Chapters 1400 Technical
Requirements, 1600 Assets, 1800 Income, and 2400 Budgeting Income

The Florida Agency for Health Care Administration expended approximately
$15.1 billion for Medicaid services provided on behalf of Medicaid recipients
during the 2009-10 fiscal year. FDCFS determined client eligibility for Medicaid
for a portion of those receiving services. We reviewed 60 case records for
individuals receiving Medicaid services to determine whether the records
demonstrated that the clients met the eligibility requirements for the Program.
Our tests disclosed that for 14 cases FDCFS did not fully document the eligibility
of individuals to receive Medicaid services during the 2009-10 fiscal year.
Specifically, our tests disclosed the following:

» For seven individuals, FDCFS did not verify or include the applicant’s
reported income or loss of income in accordance with FDCFS policy, the
consideration of which may have had an adverse effect on the eligibility
determination. Of these seven applicants:

e Two instances concerned the improper exclusion of support payments
from the income calculation. In one instance, the amount of the support
was not determined or included in the income calculation. In the second
instance, support payments were excluded from the income calculation,
the inclusion of which would have made the client ineligible for services.

e Two instances where self-employment income was verified by a client
statement, which was in the form of a work calendar. FDCFS policy
concerning the verification of self-employment income requires the
applicant to make all business records available to the eligibility
specialist. If the applicant claims to have no business records, an
exception to the verification requirement can be granted by a supervisor.
For both of these instances, there was no indication that an exemption to
the verification requirement had been granted.

e One instance involved the inclusion of a nonrepresentative week of
income in the income calculation. Had only the representative weeks
which represented the on-going pattern of income been used for the
income calculation, the client would have been ineligible for services.
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e One instance concerned the failure to verify or include earned income
reported by the applicant in the income calculation.

e One instance pertained to the failure to verify a reported loss of income.
Eligibility was determined using the client's statement as verification of
loss of income.

During the 2009-10 fiscal year, Medicaid services totaling $29,769.02 were
provided to these individuals during the applicable eligibility periods.

For two individuals, FDCFS either did not verify or include assets reported by
the applicant in accordance with FDCFS policy when determining eligibility,
the consideration of which may have had an adverse effect on the eligibility
determination. In one instance, the applicant was determined to be ineligible
based on the asset values initially included in the asset budget. However,
subsequently, four days later, the asset values were reduced without
explanation. The reduction followed a telephone call from the applicant
indicating medical tests were upcoming. The subsequent revaluation or
exclusion of assets by FDCFS resulted in the approval of the applicant to
receive Medicaid. In the second instance, the cash value of a life insurance
policy was not verified or included in the asset budget. Additionally, in this
instance, unearned income reported by the applicant was not included in the
income calculation. During the 2009-10 fiscal year, Medicaid services
totaling $19,038.46 were provided to these individuals during the applicable
eligibility periods.

For five individuals, citizenship was not verified in accordance with Federal
regulations or FDCFS policy prior to approval for Medicaid. Specifically:

e For two instances improper documentation was initially accepted as
verification of citizenship. In one instance, a birth certificate from another
country was accepted as verification of citizenship. Subsequent to our
audit inquiry, FDCFS obtained and provided documentation evidencing
citizenship for this applicant. In the other instance, a souvenir hospital
birth certificate was accepted.

e For one instance, citizenship was not verified prior to approval for the
Medicaid coverage group for women screened through the Breast and
Cervical Cancer Early Detection Program.

e For two instances, a child’s identity, necessary to prove citizenship, was
not verified in accordance with Federal regulations. In these instances,
identity was verified through an attestation completed through FDCFS’
internet application (known as Webapp) where the name and date of
birth was certified by the parent. FDCFS staff stated that identity for
these individuals was verified in accordance with FDCFS policy, which
allows the applicant to attest to a child’s identity in the Webapp.
However, FDCFS policy did not comply with Federal regulations that
require the parent, guardian, or caretaker to include in an affidavit the
place of the child’'s birth. As a result, the parent did not certify the place
of birth, as required by Federal regulations.

Additionally, we noted for one of the five cases that a redetermination of
eligibility had not been performed within the required 12 month period.
Medicaid services totaling $29,074.64 were provided to these five individuals
during the 2009-10 fiscal year.

In addition, for 7 of the 60 cases, FDCFS did not process data exchange
responses received by FDCFS within the established time frames. Federal
regulations require FDCFS to verify certain eligibility information through
electronic data exchange with other State and Federal agencies. FDCFS has
established time frames of 10 or 45 days, depending upon the type of data
exchange, for processing the information returned by data exchange procedures.
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The response times for the seven instances ranged from 4 days late to 289 days
late.

In addition to the 60 cases discussed above, our review of five cases that were
approved for the Breast and Cervical Cancer Early Detection Program Medicaid
coverage group disclosed that citizenship was not documented for four additional
applicants. Subsequent to our audit inquiry, FDCFS obtained and provided
documentation that demonstrated the four applicants were United States citizens.
Medicaid services totaling $39,300.03 were provided to these individuals during
the 2009-10 fiscal year.

FDCFS attributed the case processing exceptions to staff misapplication and
misinterpretation of policy as a result of increased workloads and staff shortages.
As indicated above, FDCFS did not agree that the two child identity cases were
errors as FDCFS asserted that the Webapp attestation conformed to FDCFS

policy.

FDCFS staff indicated that the causes for the failure to timely review data
exchange responses were staff shortages and an increased workload that
continues to impact timely processing of data exchanges. As the number of
applications for assistance rises, staff dedicated to case maintenance activities
are reallocated to help process applications, thus contributing to the lag in
processing data exchanges.

FDCFS staff also stated that the exceptions related to the Breast and Cervical
Cancer Detection Program Medicaid coverage group were attributed to a
misapplication of policy.

Medicaid services may have been provided to individuals for whom Medicaid
eligibility was not documented. Additionally, the failure to follow established
policies and procedures increases the risk of noncompliance. The failure to
timely review data exchange information may preclude FDCFS from identifying
changes in client eligibility status.

We recommend that FDCFS improve staff compliance with established policies
and procedures to ensure that eligibility is fully documented. We also
recommend that FDCFS bring its policy concerning the verification of a child’s
identity into compliance with Federal regulations. In addition, we recommend
that FDCFS process data exchange responses and any related eligibility status
adjustments within the established time frames.

1. In regard to the errors cited, training on the correct verification and case
record documentation requirement for all Medicaid programs will be provided for
eligibility staff. One facet of this is the publication of a "Tip of the Week"
providing clarification on souvenir birth certificates.

The on-line manual was revised November 3, 2010 to remove the requirement
for staff to request exceptions to the self employment verification policy from
Region or Circuit staff; exceptions can be granted by a supervisor.

The on-line manual will be updated to provide clarification on the use of work
calendars and what verifications are required at review.

2. Based on the Department's communication with the Centers for Medicare and
Medicaid Services, the Department believes it is in compliance with Federal
regulations in regard to verification of a child's identity. On the web application, a
separate "Certification of Identity” screen displays the name and date of birth for
each child under 16. The individual is asked to certify the identity of the child
under penalty of perjury and select a "Certify Now" key. The child’s country of
birth is captured on the web application via the “Individual Information” screen
which the applicant, along with the rest of the application, certifies under penalty
of perjury via the “Statement of Understanding” screen. To align the child identity
web attestation with the paper attestation, the Department will make
programming changes to the web application to include the country of birth on
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the “Certification of Identity” screen. Due to fiscal constraints programming
changes will not begin until the new state fiscal year 2012.

3. Staff shortages and an increased workload continue to impact staff's ability to
work all data exchange alerts timely. To abate the workload impact of these
alerts, the Department provided staff with guidance for the work priorities for data
exchanges through policy transmittal 1-09-05-0014 dated May 5, 2009. In
addition, staff now receive a monthly electronic reminder upon entering the
eligibility system to process timely the data exchange alerts identified in the work
priorities guidance. Through its quality assurance efforts at the state and local
levels the Department monitors the timeliness of processing data exchange
alerts as well as other changes that affect eligibility.

4. A request will be made for a Benefit Recovery review of cases for possible
overpayment.

1. August 17, 2011
2. July 1, 2012

4. May 31, 2011

1

. Susan Thomas
(850) 410-3477

2. Florence Hollinghead, Policy
(850) 413-6790

Kara O'Brien, Systems
(850) 410-3326

. & 4. Cindy Mickler
(850) 488-5342

w
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FA 10-065

93.775, 93.776, 93.777, 93.778

Medicaid Cluster

Reporting

Florida Agency for Health Care Administration (FAHCA)

05-0905FL5028 (Federal 2008-09); 05-1005FL5MAP (Federal 2009-10)

Noncompliance

Questioned Costs — $5,107,002.80 (Federal Share $3,454,376.70; Federal Grant
No. 05-0905FL5028 $2,158,307.05, Federal Grant No. 05-1005FL5MAP
$1,296,069.65)

Report No. 2010-165, Finding No. FA 09-060

Contrary to Federal requirements, FAHCA reported on the CMS-64, Quarterly
Medicaid Statement of Expenditures for the Medical Assistance Program reports
expenditures that were not supported by provider claims.

OMB Circular A-87 Section C(1)(j), Basic Guidelines - Costs must be adequately
documented to be allowable under Federal awards.

Section 2500(A)(1), State Medicaid Manual (Publications #45), Reported
Expenditures - Claims developed through the use of estimating techniques are
considered estimates and are not allowable under any circumstances. When
unable to document a claim for expenditures on a current basis, the claim should
be withheld until supported by final documentation.

As a result of the transition to a new Medicaid fiscal agent, effective June 26,
2008, functionality issues associated with the fiscal agent’s Florida Medicaid
Management Information System (FMMIS) prevented certain types of Medicaid
providers from receiving reimbursement for electronic medical claims submitted
through FMMIS. In order to compensate providers for medical services provided,
emergency payments were issued that FAHCA staff indicated were estimates of
what the providers should have received, had FMMIS been functioning properly.
Once an emergency payment had been issued to a provider, FAHCA procedure
was to recoup the emergency payment by creating an account receivable in
FMMIS that would be offset by withholding a certain percentage of subsequent
valid claims submitted by the provider and applied to the account receivable
balance. While the emergency payment issued by FAHCA was an estimate that
was not supported by actual claims, the subsequent reprocessing of claims to
offset the applicable account receivable balance was to be supported by actual
claims.

During the 2009-10 fiscal year FAHCA paid approximately $15.1 billion in
Medicaid payments to providers for goods and services provided to Medicaid
recipients. Of this amount, $226,585,861.57 in emergency payments were
issued to Medicaid providers and reported on the CMS-64 report, for the
September 30, 2009, December 31, 2009, March 31, 2010, and June 30, 2010,
quarters. Of the $226,585,861.57 in emergency payments issued during the
2009-10 fiscal year, $221,478,858.77 had been recouped by FAHCA, leaving
$5,107,002.80 uncollected at June 30, 2010. The balance of the emergency
payments at June 30, 2010, were not supported by actual claims, resulting in an
overstatement of expenditures reported for the 2009-10 fiscal year.

FAHCA Finance and Accounting staff indicated that it was their understanding
that procedures had been revised to ensure emergency payments were
recouped in the same quarter issued.
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Failure to provide accurate information limits the Federal government’s ability to
properly administer the Program.

We recommend that FAHCA report on the quarterly CMS-64 report only
expenditures that are supported by actual claims.

A complete review of Emergency Payments made since July 2008 was made
and any payment not supported by claims were reversed in an adjustment to the
CMS 64 Report for the quarter ended September 2010. There have been no
Emergency Assistance Payments made without claims support since then.

September 2010

Paula Shirley
(850) 412-3820
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FA 10-066

93.775, 93.776, 93.777, 93.778

Medicaid Cluster

Reporting

Florida Agency for Health Care Administration (FAHCA)
05-0905FL5028 (Federal 2008-09); 05-0905FL5048 (Federal 2008-09);
05-1005FL5MAP (Federal 2009-10); 05-1005FL5ADM (Federal 2009-10)
Noncompliance

Report No. 2010-165, Finding No. FA 09-061

FAHCA procedures were not sufficient to ensure that expenditures reported on
the CMS-64, Quarterly Medicaid Statement of Expenditures for the Medical
Assistance Program, included only activity pertaining to the applicable reporting
period.

Section 2500, State Medicaid Manual (Publication #45) — Quarterly Medicaid
Statement of Expenditures for the Medical Assistance Program — States are
required to report Medicaid expenditures based on the date a cash payment is
made to the provider.

Section 1903(a)(1), Social Security Act — Payment To States — States are to be
reimbursed an amount equal to the Federal Medical Assistance Payment (FMAP)
of the total amount expended during the quarter.

For the 2009-10 State fiscal year, FAHCA reported Medical Assistance
Payments and Administration expenditures totaling approximately $17.6 billion
on the quarterly CMS-64 reports, of which approximately $11.8 billion
represented the Federal portion of Medicaid expenditures. Our audit disclosed
that expenditures were not always reported in the quarter in which cash
payments were made to the providers. Specifically, we noted that the September
30, 2009, CMS-64 report excluded Medical Assistance Payments made to
providers on July 1, 2009, totaling $409,603,976.59 that should have been
reported on the September 30, 2009, CMS-64 report, based on the date the
payments were made to providers. Rather, this amount was included on the
June 30, 2009, CMS-64 report. Additionally, as disclosed in report No.
2010-165, finding No. FA 09-061, the June 30, 2009, CMS-64 report did not
include Medical Assistance Payments totaling $402,433,282.55 made on April 1,
2009. These payments were instead reported on the March 31, 2009, CMS-64
report. As a result, the June 30, 2009, CMS-64 report was overstated by a net
amount totaling $7,170,694.04, and the September 30, 2009, report was
understated by $409,603,976.59.

FAHCA management indicated that FAHCA reported Medicaid expenditures
based on the date Federal funds were drawn, rather than the date the payments
were actually made to providers. The reporting policy did not comply with
Section 2500 of the State Medicaid Manual or Section 1903(a)(1) of the Social
Security Act.

FAHCA management indicated that procedures have been amended to base the
reporting periods on the State warrant date (payment date).

FAHCA management also indicated in relation to a prior audit finding, that
adjustments will be made to accurately report expenditures reported incorrectly
on the September 30, 2008, CMS-64 report to ensure that the correct Federal
share of expenditures has been drawn down (see report No. 2010-165, Finding
No. FA 09-061).

The failure to provide accurate reports could limit USDHHS’ ability to properly
monitor the Program. Additionally, the failure to report expenditures in the proper
period could result in the State’s receipt of an inaccurate Federal share of
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Medicaid expenditures when the Federal Medical Assistance Percentage
changes between periods.

We recommend that FAHCA correct the CMS-64 reports for all subsequent
guarters where the expenditures were reported in the incorrect period. We also
recommend FAHCA continue its efforts to ensure that expenditures reported on
the quarterly CMS-64 report include only payments made to providers during the
applicable reporting period.

The prior period adjustments to move claims paid under check date 10/1/2008
from the quarter ending September 30, 2008 to the quarter ending December 31,
2008 was filed in the CMS 64 for the quarter ending September 2010.
Adjustments for check date 4/1/2009 and 7/1/2009 will be done in the reports for
quarter ending March 31, 2011 and June 30, 2011.

The final prior period adjustment to the CMS 64 will be completed June 30, 2011.
FAHCA is reporting expenditures in the correct quarterly report.

Paula Shirley
(850) 412-3820
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FA 10-067

93.775, 93.776, 93.777, 93.778

Medicaid Cluster

Special Tests and Provisions — Provider Eligibility

Florida Agency for Health Care Administration (FAHCA)

05-0905FL5028 (Federal 2008-09); 05-1005FL5MAP (Federal 2009-10)

Opinion Qualification, Material Noncompliance, and Material Weakness
Questioned Costs — $4,682,148.09 (Federal Share $3,167,004.97 — Federal
Grant Nos. 05-0905FL5028, $825,038.79; 05-1005FL5MAP, $2,341,966.18)
Report No. 2010-165, Finding No. FA 09-062

FAHCA procedures were not sufficient to ensure that Medicaid providers
receiving payments had a current provider agreement in effect.

42 CFR 431.107 — Required Provider Agreement

Section 409.907, Florida Statutes — Medicaid Provider Agreements - Payments
for medical assistance and related services on behalf of Medicaid recipients are
to be made only to individuals or entities with a provider agreement in effect.

Florida Medicaid Provider General Handbook, Section 2 — Both institutional and
noninstitutional providers enrolled in the Medicaid Program are to submit a
signed and dated Provider Agreement.

Approximately 54,000 providers, excluding HMO and other capitation payment
plans, received Medicaid payments during the 2009-10 fiscal year. FAHCA
contracted with a fiscal agent to provide the Florida Medicaid Management
Information System (FMMIS) that processes Medicaid claims submitted by
providers. The Medicaid fiscal agent also was responsible for enrolling providers
in the Medicaid Program and ensuring that all provider files were complete.
Among the documentation required to be submitted by the provider was a
Medicaid Provider Agreement, which has a term of three years for an institutional
provider and five or ten years for a noninstitutional provider. The Medicaid
Provider Agreements specify, among other things, that only a person or entity
with a provider agreement in effect can receive payments. The Provider
Agreement also states that services performed must have actually been
performed for an eligible Medicaid recipient and must have been medically
necessary.

We reviewed documentation for 40 providers enrolled in the Medicaid Program
that received payments during the 2009-10 fiscal year to determine whether the
provider met the eligibility requirements. Our review disclosed that the Provider
Agreement on file with FAHCA for 9 providers had expired. The expiration dates
for these Provider Agreements ranged from March 31, 2001, to June 25, 2008.
Payments made to these 9 providers totaled $4,682,148.09 for the period of time
during the 2009-10 fiscal year after the Provider Agreement had expired. For all
9 instances, the payments were made even though FMMIS indicated that the
providers had expired agreements.

FAHCA staff indicated that the reason for not obtaining renewed Provider
Agreements was the result of a change in fiscal agent in June 2008 and the
efforts expended during fiscal agent transitions.

Failure to ensure that current Provider Agreements are in effect with Medicaid
providers could preclude FAHCA from demonstrating provider eligibility and
enforcing the provisions of applicable laws, rules, and regulations.
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We recommend that FAHCA ensure that payments are made only to providers
with current Provider Agreements in effect. Given that the transition to a new
fiscal agent occurred two years ago, FAHCA should work with the fiscal agent to
ensure that providers have current provider agreements in place or assess
appropriate penalties for nonperformance against the fiscal agent.

The Agency completed installation of an automated reenrollment process in the
MMIS in January of 2010 which required over 1200 hours of coding and testing.
This automated process runs daily and identifies any provider with a provider
agreement end date ninety (90) days in the future; flags the file as needing to
reenroll; creates a report for tracking purposes; and sends the reenrollment
packet to the provider.

The provider has 90 days from that date to return the completed reenroliment
packet in order to remain active in Florida Medicaid. Providers who fail to
respond within the 90-day window are suspended in the system to prevent claims
with dates of service after the agreement end date from processing.

This process has been running since February 1, 2010 and guarantees that no
provider with a valid agreement will expire and still have claims process and pay.
As an automated process, provider reenrollment no longer has to shut down
during fiscal agent transitions as in the past.

The status for this finding remains partially corrected because the Agency is
currently in the process of installing an additional automated job to identify
providers with agreement end dates less than the current date; flag the file as
needing to reenroll; create a report for tracking purposes; and send the
reenrollment packet to the provider.

The provider will have 90-days from that date to return the completed
reenrollment packet in order to remain active in Florida Medicaid. Providers who
fail to respond within the 90-day window will be suspended in the system to
prevent claims with dates of service after the agreement end date from
processing. Senior management will then make a determination if the provider
should be terminated.

This job will be a one-time cleanup of older provider files and encompasses the
providers who were not reenrolled during the fiscal agent transition.

Completion of this job will result in a fully corrected status for this finding.

Ongoing

Alan Strowd
(850) 412-3450

Shawn McCauley
(850) 412-3428
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FA 10-068

93.775, 93.776, 93.777, 93.778

Medicaid Cluster

Special Tests and Provisions — Inpatient Hospital and Long-Term Care Facility
Audits

Florida Agency for Health Care Administration (FAHCA)

05-0905FL5028 (Federal 2008-09); 05-1005FL5MAP (Federal 2009-10)

Significant Deficiency
Report No. 2010-165, Finding No. FA 09-064

FAHCA had not developed policies and procedures to provide for the timely
review and release of cost report audits of Intermediate Care Facilities for the
Developmentally Disabled (ICF-DD) and nursing homes. Additionally, FAHCA
had not resolved issues relating to the cost reports of the ICF-DD facilities for
which independent auditors disclaimed an opinion for the 2004-05 fiscal year.

42 CFR 447.253 — Audit Requirements

Payments for inpatient hospital services and long-term care facility services are
to be based on approved cost-based rates. To ensure the accuracy of those
rates, periodic audits of the supporting financial and statistical records of
participating providers are required. FAHCA contracted with certified public
accounting (CPA) firms to perform the periodic ICF-DD and nursing home cost
report audits. FAHCA staff were to review the audited cost reports and working
papers prior to releasing the audit reports.

Our audit disclosed that FAHCA had not developed policies and procedures to
ensure the timely selection, review, and release of ICF-DD and nursing home
cost report audits. Specifically:

» Of the 105 ICF-DDs that received payments totaling $392,393,264.92 during
the 2009-10 fiscal year, only 6 were selected for audit. Of the 677 nursing
homes that received payments totaling $2,856,921,129.48 during 2009-10
fiscal year, only 82 were selected for audit. At these levels, it will take
approximately 17 years and 8 years, respectively, for each ICF-DD and
nursing home to receive an audit.

» For the ICF-DD and nursing home audits released during the 2009-10 fiscal
year, the average length of time to complete and release an ICF-DD and
nursing home audit report, from the year selected to the year released, was
approximately 5.6 and 2.5 years, respectively. For the audits released during
the 2009-10 fiscal year, the table below shows when each of the facilities
were originally selected for audit.
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Cause

Number of Audits Released
Cost Reports | pyring Fiscal Year 2009-10
Selected For
Audit During Nursing
Fiscal Year ICF-DD Homes
2003-04 10
2004-05 3
2005-06 1 52
2006-07 51
2007-08 36
2008-09 55
2009-10 2
Total 14 196

» We also noted that for the ICF-DD and nursing home audit reports released,
the average length of time from the fiscal year-end audited to the release of
the audit reports during the 2009-10 fiscal year was approximately 7.6 and
4.8 years, respectively. The following table shows the fiscal years audited for
each report released during the 2009-10 fiscal year.

Number of Audits Released
CostReports | pyring Fiscal Year 2009-10
With Fiscal
Years Ended Nursing
in the Year ICF-DD Homes
2002 10 4
2003 3
2004 1 60
2005 51
2006 29
2007 31
2008 13
Total 14 196

Additionally, as of December 9, 2010, 10 audits resulting in disclaimers of opinion
on the ICF-DD cost reports for the 2004-05 fiscal year had not been released.
FAHCA staff indicated that staff will determine further actions on these
engagements following a January 31, 2011, administrative hearing regarding
other audits released.

FAHCA's goal is to assign cost reports to audit firms within three years of receipt.
FAHCA staff indicated that the reasons for the delay in releasing ICF-DD and
nursing home audit reports was the result of staff working on multiple
assignments, such as cost report reviews and cost report audit appeals
scheduled with the Division of Administrative Hearings. Also, the CPA firms’ draft
cost report audits may go through multiple reviews by FAHCA staff prior to being
released. Additionally, a CPA firm whose contract was not renewed as of July 1,
2009, had not returned outstanding work to FAHCA, delaying efforts for the
timely completion of the 12 audits assigned to that firm. As a result, FAHCA was
tasked with completing audits that were already in progress. In addition, FAHCA
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relied solely on training provided to new audit analysts, rather than providing both
training and written procedures to guide the cost report audit review process.

Additionally, FAHCA's practice of reviewing the supporting working papers for
each CPA firm’s audit report may have impeded the timely issuance of the audit
reports.

Failure to timely review and release ICF-DD and nursing home audit reports
reduces the effectiveness of efforts to ensure that these facilities are reimbursed
at the appropriate rate and limits FAHCA's ability to timely apply rate
adjustments, if necessary.

Subsequent to our inquiry, FAHCA completed the development of written policies
and procedures pertaining to the release of cost reports. We recommend that
FAHCA continue to maintain and enhance written policies and procedures to
assist in the review and release of nursing home and ICF-DD audit reports,
including time frames for the timely selection of facilities and the timely review
and release of the audit reports.

FAHCA has developed written policies and procedures pertaining to the release
of cost reports. FAHCA will continue to maintain and revise all written policies
and procedures as necessary to assist in the review and release of nursing home
and ICF-DD audit reports to ensure timely selection of facilities and timely review
and release of audit reports.

Ongoing

Michele Morgan
(850) 412-4100
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FA 10-069

93.889

National Bioterrorism Hospital Preparedness Program (HPP)
Activities Allowed or Unallowed, Allowable Costs/Cost Principles
Florida Department of Health (FDOH)

U3REP090219-01 2009, USREP090219-02 2010, 1H75TP000351-01 2009,
5U90TP417006-10 2009

Noncompliance and Significant Deficiency

Questioned Costs — $121,706.43

Report No. 2010-165, Finding No. FA 09-065

FDOH did not always maintain appropriate records to support salary and benefits
charged to HPP.

OMB Circular A-87 Attachment A, General Principles for Determining Allowable
Costs; Attachment B, Section 8.h., Support of Salaries and Wages

During the 2009-10 fiscal year, FDOH expended HPP funds totaling $23,458,353
of which $1,983,858 represented salary and benefit costs for FDOH employees
and $400,405 represented payments to a contractor for contract employees. Our
tests of three salary payments to employees and seven payments to contractors
for contract employees disclosed that documentation was not maintained to
support the amounts charged to HPP in all ten instances, as described in the
following paragraphs.

Contract employees may each perform work benefitting a variety of FDOH
programs. Salary costs attributable to five contracted employees totaling
$104,113.31 for the six-month period ending June, 30, 2010, were charged to
HPP; however, certifications were not on file to evidence that the employees
worked solely on the program. (CFDA No. 93.889, Federal Grant No.
U3REP090219-01 - $94,323 and U3REP090219-02 - $9,790.33)

Two contracted employees’ salaries were charged to multiple programs;
however, FDOH did not maintain time and effort records to support the allocation
of costs totaling $13,220.59. (CFDA No. 93.889, Federal Grant No.
U3REP090219-01 - $9,886.52 and CFDA No. 93.069, Federal Grant No.
1H75TP000351-01 - $3,334.37 Public Health Emergency Preparedness (PHEP)

Two FDOH employees distributed time charges evenly between HPP and PHEP
on their time sheets, regardless of the actual time spent on each program. Our
inquiries and review of the time sheets indicated these employees worked on
activities such as administrative and purchasing duties. Pursuant to Federal cost
principles, costs charged to a particular cost objective must be allocable such
that the goods or services involved are chargeable or assigned to such cost
objectives in accordance with the relative benefits received. Payments to these
employees for pay periods tested totaled $4,232.32. (CFDA No. 93.889, Federal
Grant No. UBREP090219-01 - $2,095.80 and CFDA No. 93.069, Federal Grant
No. 5U90TP417006-10 - $2,136.52 PHEP)

For one employee, FDOH did not properly allocate costs to HPP based on hours
reported on the employee’s time sheet. The error resulted in an overcharge of
$140.21 to the HPP and an undercharge to PHEP of $140.21. (CFDA No.
93.889, Federal Grant No. UBREP090219-01 and CFDA No. 93.069, Federal
Grant No. 5U90TP417006-10)

When FDOH updated the list of employees required to complete the certification
form, the contract employees were inadvertently overlooked.
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Based on our inquiry, administrative employees’ job duties overlapped
significantly between the two programs making tracking the time worked on each
program impractical.

FDOH Program staff had not submitted correcting entries to adjust the $140.21
overcharge before fiscal year end.

Federal programs were charged costs that were not substantiated by appropriate
records or did not benefit the Program.

We recommend that FDOH ensure that payroll certifications or time and effort
records as appropriate are maintained for all contract employees that work on
Federal Programs. FDOH should also consider alternate methods of charging
time worked for administrative employees, if the costs are not readily assignable
to the programs specifically benefitted without effort disproportionate to the
results achieved. FDOH should ensure that adjusting entries to the accounting
records are timely made to provide for the proper reporting of expenditures for
each program.

We concur. Division of Emergency Operations (DEMOQO) Administrative Services
Unit will update documentation for 100% timekeeping procedures to include all
non-full time employee (FTE) positions and educate all supervisors on the
procedures. DEMO will test compliance quarterly, document results and
problem-solve compliance issues as they arise.

DEMO Administrative Services Unit will update 100% timekeeping procedure
documentation to include contracted employees. Bureau of Preparedness &
Response (BPR) will test, document and problem-solve compliance with
procedures quarterly beginning September 2011.

March 1, 2011

Jean Kline
(850) 245-4054
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FA 10-070

93.917

HIV Care Formula Grants

Eligibility

Florida Department of Health (FDOH)

6 X07HA00057-19 2010 and 6X07HA00057-20 2011

Noncompliance and Significant Deficiency
Questioned Costs — $6,872.17

Eligibility determination procedures were not sufficient to ensure that only eligible
individuals received AIDS Drug Assistance Program (ADAP) benefits.

42 USC 300ff-26(b) Provision of Treatment — Eligible Individuals; 42 USC 300ff-
27(b)(7)(F)(ii) -- Description of intended uses and agreements; FDOH Eligibility
Determining Procedures Manual

During the 2009-10 fiscal year, FDOH expended approximately $78,865,201 in
ADAP funds to purchase and distribute drugs to eligible clients. We reviewed
records for 25 clients receiving ADAP assistance who were enrolled or
re-enrolled in the Program during the 2009-10 fiscal year. Clients eligible to
participate in the Medicaid Program are not eligible to receive drugs through the
HIV Program. FDOH did not identify ineligibility for ADAP benefits for 2 of 25
clients. These two clients received ADAP drug benefits totaling $6,872.17 during
the 2009-10 fiscal year, although they received Medicaid benefits during the
same period. One client was subsequently determined ineligible in January
2010, while the other continued to receive ADAP benefits through June 2010.

FDOH procedures required screening for Medicaid eligibility through ACCESS,
Florida’s Online Public Assistance Pre-screening Tool, and follow-up to ensure
clients possibly eligible for Medicaid applied for the assistance. However, FDOH
procedures did not require ACCESS screening results or documentation of
related follow-up be maintained in the client file. Additionally, a supervisory
review of eligibility determinations was not required prior to the approval of an
applicant’s eligibility. Instead, FDOH relied on biannual program monitoring as
its review process.

Drugs were dispensed to clients who did not meet ADAP eligibility requirements.

We recommend that FDOH revise its procedures to require documentation of
eligibility screening be maintained in client files. Additionally, we recommend that
FDOH perform supervisory reviews of eligibility determinations to ensure that all
required documentation is maintained.

We concur. The Bureau of HIV/AIDS will revise the eligibility manual to include
clear directions on adding the pre-screening Medicaid form to CAREWare and
the client chart to show proof the client is not eligible. Additionally, a new
category called "proof of insurance/denial" has been added to CAREWare to
scan and show proof. The Bureau of HIV/AIDS will run clients (including ADAP)
against the Medicaid system using Florida Medicaid Managed Information
System (FLMMIS) on a monthly basis to ensure clients are not actively on
Medicaid. Any client on Medicaid will be disenrolled immediately. Staff trainings
on eligibility are ongoing. Eligibility chart review tools have been developed and
are utilized during the twice yearly monitoring of eligibility functions, as specified
in the Administrative Guidelines. We will reinforce this monitoring requirement.

FDOH will revise the eligibility manual to include:

1. Clearer instruction for documenting eligibility screening in client files.
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2. Update CAREWare to include a new category proof of insurance/denial.

3. Perform monthly Validation of clients against the FLMMIS to further strengthen
HIV/AIDS as a Payer of Last Resort.

Estimated Corrective February 23, 2011
Action Date

Agency Contact and Julia Gill
Telephone Number (850) 245-4411
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FA 10-071

93.958

Block Grants for Community Mental Health Services (CMHS)

Matching, Level of Effort, Earmarking

Florida Department of Children and Family Services (FDCFS)
Florida Agency for Health Care Administration (FAHCA)

2B09SM010010-10

Opinion Qualification, Material Noncompliance, and Material Weakness
Report No. 2010-165, Finding No. FA 09-067

FDCFS did not meet the CMHS maintenance of effort (MOE) requirement for the
2009-10 fiscal year due to the lack of sufficient availability of MOE funds.
Additionally, FAHCA did not provide summary records or reports to support the
amount of Medicaid expenditures used in the MOE calculation.

42 USC 300x-4(b) Additional Provisions - The State will maintain State
expenditures for community mental health services at a level that is not less than
the average level of such expenditures maintained by the State for the 2-year
period preceding the fiscal year for which the State is applying for the grant.

45 CFR 96.134, Maintenance of effort regarding State expenditures

During the 2009-10 fiscal year, FDCFS was required to expend $373,216,112 in
State funds in order to meet the MOE requirement for CMHS. Eligible MOE
expenditures totaled $357,866,542 for the 2009-10 fiscal year, resulting in a
shortfall of $15,349,570 (approximately 4.11 percent). On November 3, 2010,
FDCFS requested a waiver from USDHHS citing extraordinary economic
conditions. According to 45 CFR 96.134, extraordinary economic conditions
exist when during either of the two State fiscal years preceding the Federal fiscal
year for which the State is applying for a grant, the total tax revenue declines at
least one and one-half percent, and either unemployment increases by at least
one percentage point, or employment declines by at least one and one-half
percent.

In addition, the MOE calculation included FDCFS expenditures and the State
share of applicable Medicaid expenditures reported by FAHCA. We requested
documentation to support the accuracy of Medicaid expenditures totaling
$237,316,701 (State and Federal share) that were used in FDCFS' MOE
calculations; however, the requested documentation has not been made
available. Such documentation might include, for example, the query criteria
used to calculate the amount of Medicaid payments for mental health services.

Because of continuing economic difficulties in Florida, the General Revenue
moneys available for the CMHS MOE were not sufficient to meet the MOE
requirements. In addition, as a result of the increase in Federal share for the
Medicaid Program provided by the American Recovery and Reinvestment Act,
the State share of the expenditures available to meet MOE has declined.

According to Federal regulations, the Administrator of the Substance Abuse and
Mental Health Services Administration (SAMHSA) or the Secretary of USDHHS
is authorized to approve MOE waivers. Absent approval, the CMHS award could
be reduced by an amount equal to the amount of the MOE shortfall.

We recommend that FDCFS continue to correspond with SAMHSA regarding the
efforts that may be made to comply with the MOE requirements. Additionally, we
recommend that FAHCA periodically provide FDCFS with reports of actual
expenditures to allow FDCFS to monitor total expenditures incurred and timely
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identify instances where expenditures may not be sufficient to meet the MOE
requirement.

Florida Department of Children and Family Services

The Department concurs with the finding. The Department has procedures for
tracking and maintaining its MOE for the Mental Health Block Grant. However,
the Florida Agency for Health Care Administration's (AHCA) part of the MOE
equation is only provided to the Department on an annual basis.

Corrective Action Plan: The Department will endeavor to establish a quarterly, or
at minimum, a biannual review process with AHCA. The Department has already
contacted SAMHSA regarding the MOE Waiver. SAMHSA has indicated that
Florida still meets the criteria for waiver under the extraordinary economic
conditions for the Substance Abuse Block Grant and we see no reason why we
should not be granted the same waiver for the Mental Health Block Grant. We
will continue to work with SAMHSA and await further instructions from Barbara
Orlando, Project Manager with SAMHSA.

There remains two significant pieces to the MOE equation for the CMHS block
grant that greatly impact our ability to meet the MOE requirement. First, has
been the ongoing decline of available state resources as a result of the declining
economy. Second, the American Recovery and Reinvestment Act of 2009
(ARRA) Federal Medical Assistance Percentages (FMAP) adjustments further
impacted the State of Florida's ability to maintain sufficient MOE expenditure
levels pursuant to Federal Regulations. In addition, the economic outlook for the
State of Florida does not appear to be rebounding, at present. Florida may be
facing further reductions across the board this upcoming Legislative Session. In
conclusion, the Department will diligently seek the input of AHCA on an ongoing
basis to determine the maintenance of the AHCA portion of the MOE equation.

06/30/11

David Sofferin, Assistant Secretary, Substance Abuse and Mental Health
(850) 414-9063

Florida Agency for Health Care Administration

FAHCA will continue to respond to FDCFS requests for actual expenditures to
allow FDCFS to monitor total expenditures incurred. The FDCFS typically makes
requests to FAHCA via email on an annual basis. Once requests are received
from FDCFS, FAHCA provides FDCFS with an extract of actual expenditure
data. FAHCA will continue to respond to FDCFS requests in a timely manner.

Ongoing

Fred Roberson
(850) 412-4100
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FA 10-072

93.959

Block Grants for Prevention and Treatment of Substance Abuse (SAPT)
Matching, Level of Effort, Earmarking

Florida Department of Children and Family Services (FDCFS)

3B08TI1010010-09S2 and 2B08T1010010-10

Opinion Qualification, Material Noncompliance, and Material Weakness

FDCFS did not meet the SAPT maintenance of effort (MOE) requirement for the
2009-10 fiscal year due to insufficient availability of MOE funds.

42 USC 300x-30 Maintenance of effort regarding State expenditures - The State
will maintain aggregate State expenditures for authorized activities at a level that
is not less than the average level of expenditures maintained by the State for the
2-year period preceding the fiscal year for which the State is applying for the
grant.

45 CFR 96.134 Maintenance of effort regarding State expenditures

During the 2009-10 fiscal year, FDCFS was required to expend $92,262,520 in
State funds in order to meet the MOE requirement for SAPT. Eligible MOE
expenditures totaled $87,478,526.87 for the 2009-10 fiscal year, resulting in a
shortfall of $4,783,993.13 (approximately 5.19 percent).

On September 14, 2010, subsequent to our audit inquiries, FDCFS requested a
waiver from the Substance Abuse and Mental Health Services Administration
(SAMHSA) based on extraordinary economic conditions. According to 45 CFR
96.134, extraordinary economic conditions exist when during either of the two
State fiscal years preceding the Federal fiscal year for which the State is applying
for a grant, the total tax revenue declines at least one and one-half percent, and
either unemployment increases by at least one percentage point, or employment
declines by at least one and one-half percent. In addition, subsequent to the
waiver request, FDCFS revised the MOE expenditures, increasing the MOE
shortfall that was included in the MOE waiver request by $1,664,492.

Because of continuing economic difficulties in Florida, the General Revenue
moneys available for the SAPT MOE were not sufficient to meet the MOE
requirements.

USDHHS could reduce the SAPT allotment for the 2010-11 Federal fiscal year by
the amount of the MOE shortfall.

We recommend that FDCFS continue to correspond with SAMHSA regarding the
efforts made to comply with the MOE requirements.

The Department received approval of the MOE waiver request for the SFY 2010
from SAMHSA by letter on February 8, 2011.

Florida DCF will continue to correspond with SAMHSA regarding efforts made to
comply with the MOE requirements.

February 8, 2011 and on-going.

Stephenie W. Colston, Director for Substance Abuse
(850) 921-8461
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FA 10-073

93.959

Block Grants for Prevention and Treatment of Substance Abuse (SAPT)
Special Tests and Provisions — Independent Peer Reviews

Florida Department of Children and Family Services (FDCFS)

Other

Report No. 2010-165, Finding No. FA 09-068

In the Summary Schedule of Prior Audit Findings, FDCFS indicated that finding
No. FA 09-068, regarding its completion of independent peer reviews was
partially corrected. In March 2010, FDCFS submitted a corrective action plan to
the Substance Abuse and Mental Health Services Administration (SAMHSA)
identifying its efforts to comply with the independent peer review requirements in
42 USC 300x-53(a) and 45 CFR 96.136. During the 2009-10 fiscal year, FDCFS
was in the process of modifying its independent peer review process into a
peer-based fidelity monitoring of evidence-based programs and practices. As of
June 30, 2010, SAMHSA approval was pending.

On August 30, 2010, FDCFS received correspondence from SAMHSA indicating
the proposed methodology and FDCFS’ current practices would meet the
Program’s independent peer review requirements. We recommend that FDCFS
fully implement the methodology proposed in order to fully comply with the
independent peer review requirements.

In March 2010, the Department (FDCFS) submitted a corrective action plan to
the Substance Abuse and Mental Health Services Administration (SAMHSA),
identifying its efforts to comply with the independent peer review requirements in
42 USC 300x-53(a) and 45CFR 96.136. On August 30, 2010, the FDCFS
received approval from SAMHSA indicating the proposed methodology and
FDCFS' current practices would meet the Program's independent peer review
requirements. FDCFS implemented the corrective action plan and contracted
with the Florida Alcohol and Drug Abuse Association (FADAA) to coordinate the
implementation of the independent peer review process through FADAA's
state-wide provider membership. FDCFS receives reports and participates in the
independent peer reviews to ensure fidelity with the process developed through
the approved corrective action plan.

Not applicable

Stephenie Colston
(850) 921-8461
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Finding Number FA 10-074

CFDA Number 97.036

Program Title Disaster Grants — Public Assistance (Presidentially Declared Disasters)
Compliance Requirement Activities Allowed or Unallowed, Allowable Costs/Cost Principles

State Agency Florida Division of Emergency Management (FDEM)

Federal Grant/Contract

FEMA-1539-DR-FL, FEMA-1561-DR-FL, FEMA-1609-DR-FL
Number and Grant Year

Finding Type Significant Deficiency
Questioned Costs — $117,674.11

Prior Year Finding Report No. 2010-165, Finding No. FA 09-077

Finding FDEM made payments without adequate documentation to demonstrate that
costs were allowable and reasonable.

Criteria 44 CFR 13.22 & 206.205, 226, 228, Allowable Costs; OMB Circular A-87,

Attachment A, Section C, Basic Guidelines — Cost Principles

Generally, Disaster Grant funds are authorized for use in specific projects during
specific time frames. Project costs are estimated and authorized on a Project
Worksheet (PW). FDEM established applicant reimbursement guidelines which
require applicants to submit a Request for Reimbursement (RFR) and, for each
expense item entered on the RFR, copies of the invoice, evidence of payment
(front and back of canceled check), and any other supporting documentation for
each expense item entered on the RFR.

Condition During the 2009-10 fiscal year, FDEM made payments totaling approximately
$300 million to subgrantees and other State agencies under the Disaster Grants
Program. During our current audit, we reviewed 61 subgrant payments totaling
$12,482,530.33 and noted 4 payments totaling $3,200,342.42, in which
documentation was not sufficient to support the total amount paid to
subgrantees. Specifically:

» FDEM made a payment totaling $3,071,058.84, which included costs totaling
$77,162.50 for which FDEM could not provide sufficient documentation to
demonstrate that the costs were allowable.

» For one subgrantee payment totaling $428.93, FDEM included regular work
hours in the reimbursement calculation when only overtime should have
been considered. By including regular hours in the calculation, FDEM
overpaid the subgrantee by $216.61.

» For one subgrant payment, FDEM indicated that the subgrantee was
reimbursed based on the hours shown on submitted subgrantee time sheets.
Our review of the time sheets and the hourly rates paid by the subgrantee
indicated that FDEM had overpaid the subgrantee by $9,845.

» For one subgrant payment, FDEM staff stated that they had accidentally
reimbursed four invoices twice resulting in an overpayment of $30,450.

Cause FDEM did not ensure that all required supporting documentation was obtained
and adequately reviewed prior to making payments.

Effect Absent adequate documentation and a proper review of the documentation,
FDEM cannot demonstrate the appropriateness or the accuracy of the
expenditures charged to the Program.

Recommendation We recommend that FDEM ensure that adequate documentation is obtained and
reviewed prior to making payments.
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FDEM has developed and implemented a guide, FLPA Project Payment Process,
for Financial Specialists specifying the required documentation, review process
and other pertinent subgrantee criteria necessary to justify a payment for work
performed and reimbursed under the Public Assistance process.

June 30, 2011

Renee Singh
(407) 268-8865
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Finding Number FA 10-075

CFDA Number 97.036

Program Title Disaster Grants — Public Assistance (Presidentially Declared Disasters)

Compliance Requirement Activities Allowed or Unallowed, Allowable Costs/Cost Principles, Period of
Availability of Federal Funds, Reporting, and Subrecipient Monitoring

State Agency Florida Division of Emergency Management (FDEM)

Federal Grant/Contract

Number and Grant Year FEMA-1345-DR-FL

Finding Type Other
Questioned Costs — $397,432

Prior Year Finding Report No. 2010-165, Finding No. FA 09-078

Finding FDEM was continuing its efforts to reconcile the payments made to one
subgrantee to the final costs of closed projects.

Criteria 44 CFR 13,22 & 226, 228, Allowable Costs: 44 CFR 13.21(c), Advances; 44 CFR

13.21(i), Interest earned on advances; 44 CFR 13.40, Monitoring and reporting
program performance; 44 CFR 206.204, Project performance

Condition In audit report No. 2009-144, finding No. FA 08-084, we questioned
approximately $15 million in payments to one subgrantee because there was no
documentation to demonstrate that payments were appropriate. In response to
prior audit findings, FDEM provided a draft reconciliation that, as of November
2009, showed FDEM'’s cost reimbursement for closed projects exceeded the
subgrantee’s final eligible costs by $1,239,590.10. However, a final reconciliation
is pending the Federal Emergency Management Agency (FEMA) approval of all
final inspections for these projects. Until a final reconciliation is performed,
FDEM has suspended all further payments to the subgrantee.

Additionally, during the 2009-10 fiscal year, FDEM obtained information from the
subgrantee that indicated Disaster Grants advances had been placed in an
interest bearing account, and according to the subgrantee’'s records, the
subgrantee had earned interest totaling $397,432 as of March 10, 2010. On
August 19, 2010, FDEM requested that the subgrantee return all interest earned
on advances.

Cause FDEM staff cannot complete the reconciliation until all final inspections for these
projects have been approved by FEMA. According to FDEM records, as of June
30, 2010, FDEM had completed final inspections on all projects and were
awaiting FEMA approval.

Effect Because Federal funding for these disaster projects expired on October 4, 2008,
costs incurred by FDEM in conducting the remaining final inspections, finalizing
the reconciliation, and processing payments and refunds subsequent to this date
may not be eligible for Federal Funding. Although project costs may continue to
be paid, Federal regulations provide that funding for administrative costs is
available for a maximum of eight years from the date of the major disaster
declaration.

Recommendation We again recommend that FDEM recover any amounts paid on completed
projects in excess of the subgrantee’s final eligible costs, together with any
interest due, and restore the amounts recovered to the Program and appropriate
State matching fund sources. FDEM should also ensure that interest earned on
advances is restored to the Program. We also recommend that, as additional
projects are approved by FEMA, FDEM, as soon as practicable, allocate the
necessary resources to facilitate the completion of the reconciliation and final
payments and refunds.
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Estimated Corrective
Action Date
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FDEM gave 45 corrections/final resubmissions to FEMA on August 11, 2010, and
resubmitted to FEMA on January 25, 2011. The changes have not yet shown up
in NEMIS review, so FDEM plans to resubmit again on February 22, 2011. Two
other PWs are pending, one in final review and one that was submitted January
28, 2011, and the PWs have not shown up in review queue yet. On August 19,
2010, a formal letter was sent to Miami-Dade County requesting payment of
interest. FDEM followed up again in November and December 2010. We are
continuing to pursue Miami-Dade County for payment. Another letter is being
sent February 22, 2011. If Miami-Dade County does not respond to this letter we
will be turning the matter over to Counsel for action deemed appropriate to
collect the interest.

September 30, 2011

Bill Owens
(850) 590-9287
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FA 10-076

97.036

Disaster Grants — Public Assistance (Presidentially Declared Disasters)
Allowable Costs/Cost Principles, Subrecipient Monitoring

Florida Division of Emergency Management (FDEM)

Various

Significant Deficiency
Report No. 2010-165, Finding No. FA 09-080

FDEM management had not established appropriate internal controls regarding
user access for the Florida Public Assistance (FloridaPA) System.

44 CFR 13.20, Standards for financial management systems
Information Technology Best Practices

Management should implement procedures that provide access control based on
an individual's demonstrated need to view, add, or delete data. The risk of
inappropriate or unnecessary access privileges can be reduced through the
employment of such controls as ensuring users participate in information security
awareness training, documenting authorizations for system access, periodically
reviewing the appropriateness of access privileges, and promptly removing the
access privileges of former employees.

The FloridaPA System is a Web-based portal used by FDEM to support the
Disaster Grants Program. The FloridaPA System centralizes Program
information which can be accessed by FDEM, its subrecipients, and the Federal
Emergency Management Agency. Subrecipient requests for payment and
quarterly status reports are submitted, processed, and approved in the FloridaPA
System. During the 2009-10 fiscal year, FDEM used the FloridaPA System to
process and approve payments totaling $268,486,560.50 for the Disaster Grants
Program.

Our review of the general and application controls for the FloridaPA System
disclosed that user access controls needed improvement. Specific details of the
issues are not disclosed in this report to avoid the possibility of compromising
FDEM security. Appropriate FDEM personnel have been notified of the issues.

FDEM'’s corrective actions were not fully implemented as of June 30, 2010.

Absent appropriate security controls, the integrity of the data contained within the
FloridaPA System was subject to increased risk of compromise.

We recommend that FDEM continue to implement corrective actions to address
the general and application control weaknesses noted above.

Access controls specified in the FDEM Recovery Bureau, Standard Operating
Guideline, Administrative Procedures for Floridapa.org, section VII, are now in
place. Additionally, the software developer is implementing the standards
outlined in the FDCA Security Officer memorandum, FloridaPA.org Password
Policy, Standards, and Procedure, July 16, 2010.

June 30, 2011

Charles Shinkle
(407) 268-8752
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State Agency Response and
Corrective Action Plan

Estimated Corrective
Action Date

Agency Contact and
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FA 10-077
97.036
Disaster Grants — Public Assistance (Presidentially Declared Disasters)
Cash Management
Florida Department of Community Affairs (FDCA)
Florida Division of Emergency Management (FDEM)

FEMA-1345-DR-FL

Other
Report No. 2010-165, Finding No. FA 09-082

In our prior audit, we noted that FDCA drew funds totaling $10,001.01 from the
2000 South Florida Floods subaccount to cover a wildfire grant subaccount
deficit that FDEM had not resolved with the Federal Emergency Management
Agency (FEMA). In April 2009, FDEM submitted project worksheets to FEMA to
obtain funding for the wildfire grant subaccount cost overruns. However, as of
June 30, 2010, these funds had not been restored to the 2000 South Florida
Floods subaccount as FDEM management was awaiting a response from FEMA.

Florida Department of Community Affairs

FDCA is still awaiting a response from FDEM regarding the submission to FEMA
for the cost overrun. The amount to date has been reduced to $9,762.42
because of prior year refunds received for this grant program. We have been
informed by FDEM staff that if the notification of approval is not received within
the next few months, this amount will be moved to another cash source before
the end of this fiscal year (10/11).

June 30, 2011

Karen Peyton
(850) 922-1646

Christine Savage
(850) 922-1658

Pam Huges-DEM
(850) 487-2032

Florida Division of Emergency Management

FDEM and FDCA staff met on February 22, 2011 and identified a funding source
to restore the funds and close DR-1345. The disaster event is projected to be
closed by June 30, 2011.

June 30, 2011

Bill Owens
(850) 590-9287
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Finding Number FA 10-078

CFDA Number 97.036

Program Title Disaster Grants — Public Assistance (Presidentially Declared Disasters)

Compliance Requirement Reporting

State Agency Florida Division of Emergency Management (FDEM)

Federal Grant/Contract FEMA-1539-DR-FL; FEMA-1545-DR-FL; FEMA-1551-DR-FL; FEMA-1595-DR-
Number and Grant Year FL; FEMA-1609-DR-FL; FEMA-1785-DR-FL; FEMA-1831-DR-FL; FEMA-1840-

DR-FL; FEMA-3259-EM-FL; FEMA-3288-EM-FL

Finding Type Noncompliance and Significant Deficiency

Prior Year Finding Report No. 2010-165, Finding No. FA 09-083

Finding FDEM had not developed reporting policies, as of June 30, 2010, to provide for

the subgrantees’ submission of information on projects through the final closeout
payment. Additionally, our audit disclosed that FDEM had excluded from the
Quarterly Reports submitted to the Federal Emergency Management Agency
(FEMA) project information for some subgrantees.

Criteria 44 CFR 206.204(f), Progress Reports; State Public Assistance Funding
Agreement; FEMA 322, Public Assistance Guide. Federal regulations require the
State to report the status for all projects for which a final closeout payment of the
Federal share has not been made to the grantee. Further, FEMA requires the
State to submit the following information: (1) the status of the project, such as, in
design or percentage of construction completed; (2) time extensions granted, if
any; (3) the projected completion date; (4) the amount of expenditures and
amount of payments for each project; and (5) any problems or circumstances
that could delay the project or result in noncompliance with the conditions of the
FEMA approval of the project.

Condition To satisfy FEMA reporting requirements, FDEM required subgrantees to submit
guarterly reports to FDEM providing the status of each subgrantee project. The
quarterly reports provided fields for the subgrantee to indicate the project
worksheet number, anticipated final amount expensed, estimated completion
date for the project, work percent complete, expended to date amount, and the
status or any remarks regarding other circumstances that may affect the
completion date, scope of work, project costs, or compliance with the Subgrantee
Agreement. For each project, in addition to the data submitted by the
subgrantee, FDEM also included in the quarterly progress data submitted to
FEMA the total eligible amount, the total amount expended by the subgrantee,
and the Federal, State, and administrative amounts paid to the subgrantee.

We reviewed quarterly reports for the periods ending September 2009,
December 2009, and March 2010 of 52 subgrantees including applicable
payments totaling $11,968,763.12. Our review disclosed several issues related
to subgrantee quarterly reports. Specifically:

» Our review of FDEM’s quarterly reporting policies disclosed that FDEM
required subgrantees to submit information on projects until final inspections
were completed, rather than until the final closeout payments were
subsequently made. Our review noted 18 instances in which at least one of
the three quarterly reports had not been submitted by subgrantees as a
result of FDEM’'s policy. Additionally, 4 of the 18 subgrantees received
payments totaling $1,960,175.69 which were not included on the applicable
FDEM Quarterly Report submitted to FEMA.

» For 2 of 34 applicable subgrantee quarterly reports, the project information
data had been excluded from the December 31, 2009, FDEM Quarterly
Report submitted to FEMA. Amounts expended by the 2 subgrantees totaled
$483,657.54.
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» For 7 of the 37 subgrantees who submitted at least one quarterly report, the
quarterly reports contained fields with incomplete or missing information.
Fields which were not completed by the subgrantee included anticipated final
amount, estimated completion date, expended to date amount, and the work
percent complete. In each of these instances, FDEM did not maintain
correspondence documenting attempts to have the subgrantee resubmit the
guarterly report with correct information.

» Our audit disclosed one instance in which a subgrantee requested a
reimbursement totaling $405,057.50 (March 9, 2010) after filing its quarterly
report (March 1, 2009) and FDEM failed to include the subgrantee
expenditures in the FDEM Quarterly Report submitted to FEMA for the
period ended March 31, 2010.

Procedures for the initiation and management of quarterly reports were not
implemented by FDEM until July 12, 2010.

Additionally, FDEM had not developed procedures to govern the review of the
completeness and accuracy of the subgrantee quarterly reports.

The absence of quarterly reports from subgrantees through final closeout may
diminish FDEM'’s ability to appropriately monitor subgrantees and ensure that
final payments are made and projects are being closed out timely.

The absence of an appropriate review of subgrantee quarterly reports increases
the risk of the submission of inaccurate or incomplete quarterly reports to FEMA.

The procedures implemented by FDEM on July 12, 2010, require subgrantees to
submit quarterly reports until all financial matters have been resolved. In
addition, on June 10, 2010, FDEM posted an article on FloridaPA notifying all
subgrantees that quarterly reports should be submitted until all financial matters
had been resolved. We recommend that FDEM monitor and require compliance
with the quarterly reporting procedures established July 12, 2010. In addition, we
recommend that FDEM modify quarterly report monitoring procedures to ensure
staff appropriately review subgrantee quarterly reports for completeness and
accuracy.

FDEM is continuing to monitor and require compliance with the quarterly report
procedures established July 12, 2010. Paragraph 2.b, under Procedures,
requires review for completeness and accuracy.

June 30, 2011

Joe Zgodzinski
(407) 268-8563
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Finding Number FA 10-079

CFDA Number 97.036

Program Title Disaster Grants — Public Assistance (Presidentially Declared Disasters)
Compliance Requirement Special Tests and Provisions — Project Accounting

State Agency Florida Division of Emergency Management (FDEM)

Federal Grant/Contract

FEMA-1545-DR-FL, FEMA-1551-DR-FL, FEMA-1595-DR-FL, FEMA-1609-DR-
Number and Grant Year

FL, FEMA-3259-EM-FL

Finding Type Opinion Qualification, Material Noncompliance, and Material Weakness
Questioned Costs — $496,947.32 (FEMA-1545-DR-FL, $183,852.21; FEMA-
1551-DR-FL, $239,669.06; FEMA-1595-DR-FL, 23,221.77; FEMA-1609-DR-FL,
$38,023.72 and FEMA-3259-DR-FL, $12,180.56)

Prior Year Finding Report No. 2010-165, Finding No. FA 09-084

Finding FDEM's final inspections and project closeout procedures did not provide an
adequate and timely accounting of eligible costs for completed large projects.
Additionally, related FDEM records were inaccurate and incomplete.

Criteria 44 CFR 206.205, Payment of Claims: For large projects, FDEM is required to
provide an accounting to the Federal Emergency Management Agency (FEMA)
of eligible costs. In submitting the accounting, the entity is required to certify that
reported costs were incurred in performance of eligible work, that the approved
work was completed, that the project is in compliance with the FEMA-State
Agreement, and that payments for the project were made in accordance with
Program regulations.

Condition As part of our current audit, we requested for large projects the status of
pre-2004 and 2004-09 disasters. In response to our inquiry, FDEM management
provided the following information:
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Number of Large Projects
Open With
Date Final
Disaster Inspection
Disaster Declared Closed Open Requested
Pre-2004 Disasters
1306 — Hurricane Irene 10-20-1999 346 1 0
1345 — South Florida Floods 10-04-2000 2,449 11 0
1393 — Tropical Storm Gabrielle 09-28-2001 79 15 15
Total Pre-2004 Disasters 2,874 27 15
2004 and 2005 Disasters
1539 — Hurricane Charley and Tropical Storm  08-13-2004 987 183 72
Bonnie
1545 — Hurricane Frances 09-04-2004 1,451 246 142
1551 — Hurricane Ivan 09-16-2004 602 267 117
1561 — Hurricane Jeanne 09-26-2004 987 205 138
1595 — Hurricane Dennis 07-10-2005 289 30 4
1602 — Hurricane Katrina 08-28-2005 197 107 58
3259 - Tropical Storm Rita 09-20-2005 34 4 4
1609 — Hurricane Wilma 10-24-2005 1,282 972 76
Total 2004 and 2005 Disasters 5,829 2,014 611
2006 through 2009 Disasters
1679 — Severe Storm and Tornadoes 02-03-2007 13 33 20
3288 — Tropical Storm Fay 08-21-2008 7 35 12
1785 — Tropical Storm Fay 08-24-2008 21 279 130
3293 — Hurricane lke 09-07-2008 3 6 1
1806 — Hurricane Gustav 10-27-2008 0 6 2
1831 — 2009 North Florida Flooding 04-21-2009 3 172 140
1840 — 2009 Northeast Florida Flooding 06-04-2009 0 35 5
Total 2006 through 2009 Disasters a7 566 310
Total All Disasters 8,750 2,607 936

Source: FDEM Records as of July 1, 2010

As shown by the above tabulation, final inspections had been completed for
8,750 projects; final inspections had been requested, but not completed for 936
projects; while final inspections had not been requested for 1,671 projects (2,607
open projects, less 936 open with final inspection requested). We noted
significant deficiencies in FDEM’'s final inspections and project closeout
procedures for open large projects (that is, projects with expenditures exceeding
the $63,200 threshold established for the 2009-10 fiscal year) that contributed to
the delays in closing out projects. Specifically we noted that:

» FDEM did not have in place written procedures for scheduling final
inspections that encouraged the timely completion of final inspections and
closeout of the projects. While FDEM'’s standard subgrant agreement
required a final inspection before the final payment was made, in practice,
FDEM continued to make payments up to a project’s obligated amount and
did not withhold payments pending the final inspection. Additionally, FDEM
followed its Public Assistance Standard Operating Guidelines for scheduling
final inspections, which does not start the final inspection process until the
subgrantee submits a request for final inspection, rather than instructing staff
to schedule a final inspection once the subgrantee reported the project was
complete. We also noted that FDEM did not have policies in place to ensure
the timely conduct of final inspections once FDEM received the subgrantee’s
request for a final inspection. Our review of 37 final inspections disclosed
that FDEM started the inspections up to 4 years after receiving the
subgrantee’s request and, on average, started inspections 1.25 years after
receiving the request.

» We reviewed final inspection records pertaining to 37 projects, with obligated
costs totaling $10,720,722.64, to determine whether the inspections, once
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Cause

they had begun, were conducted timely. Our review of the 37 project
closeout records disclosed that FDEM did not always ensure final
inspections were timely completed or that payments were reconciled to
eligible costs. Specifically:

e FDEM policy required the conduct of final inspections be completed
within 7 days. For 17 of the projects reviewed, FDEM records indicated,
that the time elapsing from the start to the completion of a final
inspection ranged from 37 days to 205 days.

e Additionally, we noted one instance in which a final inspection had been
started during the audit period; however as of the end of the audit period,
or 71 days from the final inspection start date, FDEM had not completed
the final inspection.

e For 11 of the projects with closeouts completed during the 2009-10 fiscal
year, FDEM had not recovered identified overpayments totaling
$496,947.32 as of June 30, 2010. These overpayments were determined
based on final inspection eligible cost determinations and had been
outstanding up to 329 days.

e For 14 of the projects with closeouts completed during the 2009-10 fiscal
year, FDEM records showed unpaid balances for final eligible costs
totaling $2,008,488.67, as of June 30, 2010. These unpaid amounts
were determined based on final inspection eligible cost determinations
and had been outstanding up to 286 days.

» Additionally, we noted as part of our review that FDEM utilized a Web-based
system, FloridaPA, which allows FDEM to upload grant documentation
associated with projects. FloridaPA also has data entry capability, which
enables staff members to input the steps that have been completed in the
closeout process, such as the final inspection start date. This data entry
capability also has an automatic time and date function, to allow FDEM to
accurately track when tasks have been completed. Rather than utilizing the
automatic time and date function, FDEM management relied on the dates
manually input into FloridaPA when reviewing the closeout progress for
selected projects. Our review of 37 final inspections disclosed that FDEM
data contained numerous inconsistencies, related to the final inspection
closeout request, start, and end dates. Specifically:

e For 17 projects, the dates of the request for final inspection entered into
FloridaPA differed from the dates shown by the grant documents,
ranging from 1 to 1,569 days.

e For 36 projects, the final inspection start dates entered into FloridaPA
differed from the dates shown by the grant documents, ranging from 2 to
571 days.

e For 34 projects, the final inspection completion dates entered into
FloridaPA differed from the dates shown by the grant documentation,
ranging in number from 4 to 253 days. In addition, we noted 3 projects
for which FloridaPA had not been updated to reflect the final inspection
completion date.

FDEM management attributed the backlog of open projects to the FEMA
Recovery Office directing and requiring a minimum sample size of 10 percent of
backup documentation and requiring sample sizes to be increased when any
discrepancies were noted. Additionally, FDEM stated that the large volume of
projects that were associated with each grant has contributed to the length of
time it is taking to close out these disasters.

As noted in audit report No. 2010-165, finding No. FA 09-084, the accuracy of the
final accounting and timeliness of the final inspections were impacted
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by the following:

» FDEM did not follow the terms of the standard subgrant agreement, requiring
a final inspection before the final closeout payment was made.

» FDEM'’s policy was to wait on the subgrantee to submit a request for final
inspection, rather than to schedule the final inspection once the subgrantee
reported the project was complete.

» FloridaPA contained inaccurate data relating to closeout dates, limiting
FDEM management’s ability to effectively manage disaster projects.

FDEM provided for our information, Final Inspection Standard Operating
Procedures (SOP), dated July 13, 2010, detailing the final inspection process.
The procedures state that within 48 hours of receiving the request for final
inspection, the assigned State Public Assistance Coordinator will schedule the
final inspection with the subgrantee (and with FEMA if necessary) and, ideally,
the final inspection will be scheduled to be held within 2 calendar weeks of the
subgrantee’s filing of the request, although the subgrantee’s availability may
affect this timeline.

Final inspections for large projects are necessary for FDEM to certify that
reported costs were incurred in the performance of eligible work, that the
approved work was completed, that the project was in compliance with provisions
of the FEMA-State Agreement, and that payments had been made in accordance
with Federal requirements. The effectiveness of these inspections is significantly
diminished absent their timely performance.

Without maintaining complete, accurate, and relevant dates in FDEM’s system,
the system does not facilitate the effective management of the Public Assistance
(PA) Program projects. Absent accurate and complete information, the system is
not useful to management for identifying where problems may be occurring, or
tracking and reporting progress made in closing out various types of projects

Additionally, pre-2004 projects have an eight-year deadline for Federal funding of
administrative costs. Upon a lapse in Federal funding, the State becomes
responsible for funding 100 percent of the costs incurred to conduct final
inspections, process payments, and close out the remaining projects. However,
FDEM management indicated that they had requested additional funding to cover
the administrative costs needed to close the open projects related to the 1306
and 1345 disasters.

We again recommend that FDEM continue its efforts to ensure the completion of
all required final inspections as soon as practicable and that FDEM ensure an
adequate accounting of eligible costs for completed large projects.

Additionally, we recommend FDEM implement a reconciliation process to ensure
information entered into FloridaPA accurately reflects supporting final inspection
documentation.

Further, we recommend that FDEM request reimbursement from subgrantees
that have received overpayments, as determined by the final inspection, and that
FDEM resolve unpaid balances due to subgrantees.

FDEM has developed and implemented a Standard Operating Procedure (SOP)
for Final Inspections. Documentation procedural changes resulting from a prior
audit finding will ensure closeout data is more readily available.

Procedures are included in the SOP to ensure data entered into FloridaPA
accurately reflects the final inspection documentation.

FDEM has developed and implemented a Standard Operating Procedure for
Refund Process and Tracking and is aggressively seeking reimbursement for
overpayments.
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June 30, 2011

Evan Rosenberg
(850) 487-2293
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FA 10-080

97.039

Hazard Mitigation Grant Program

Allowable Costs/Cost Principles

Florida Division of Emergency Management (FDEM)

FEMA-1345-DR-FL, FEMA-1595-DR-FL

Noncompliance and Significant Deficiency
Questioned Costs — $35,790.38 (FEMA-1345-DR-FL $11,142.88;
FEMA-1595-DR-FL $24,647.50)

FDEM overpaid one subgrantee and incorrectly allocated costs associated with
the design and development of FloridaMitigation.org, the computer system used
in the administration of the Hazard Mitigation Program.

OMB Circular A-87 — Attachment A, Section C. 1.j. Costs must be adequately
documented

During the 2009-10 fiscal year, FDEM made payments to 170 subgrantees and
33 vendors totaling, respectively, approximately $56.6 and $8.9 million. During
our current audit, we reviewed 33 subgrant payments totaling $13,002,537.76
and 7 vendor payments totaling $1,973,642.63 and noted 2 payments totaling
$1,861,342.16 in which documentation was not sufficient to support the amount
paid. Specifically:

» FDEM made a payment to a subgrantee totaling $1,836,694.66, which
included costs totaling $11,142.88 for which FDEM could not provide
documentation to demonstrate that the costs were allowable. In response to
audit inquiry, FDEM staff stated that they were unable to determine why the
invoice was paid in an incorrect amount.

» One payment totaling $24,647.50, for services in connection with the design
and development of FloridaMitigation.org, was incorrectly allocated to the
Hurricane Dennis disaster grant (FEMA-1595-DR-FL). In response to audit
inquiry, FDEM staff stated that the costs should have been allocated among
multiple (State, disaster, and nondisaster) projects using a staffing allocation
plan. A review of the staffing plan disclosed that none of the costs should
have been allocated to the Hurricane Dennis disaster. FDEM staff also
stated they were aware of the problem and were working to correct the
allocation.

FDEM did not adequately review supporting documentation to determine if
amounts to be reimbursed were correct and did not use the approved staffing
allocation plan for allocating costs associated with the design and development
of FloridaMitigation.org.

Payments that are not adequately supported or properly allocated may be
subject to disallowance.

We recommend that FDEM enhance its procedures to ensure that payment
documentation demonstrates that all costs are allowable. We also recommend
FDEM ensure that the staffing allocation plan is used when allocating
FloridaMitigation.org program costs.

FDEM acknowledges and agrees with the finding that invoice supporting
documentation did not support $11,142.88. After further review with the
sub-grantee, an administrative error occurred and the invoice was overstated by
$11,142.88 on the invoice summary. FDEM will request that these funds be
returned to the appropriate federal grant. In addition, FDEM agrees that some
system development invoices were not allocated in accordance with the FEMA
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approved staffing plan for allocating costs to disaster grants. FDEM had
discovered the errors and was in the process of correcting the allocation of costs
at the time of the OAG audit. Both of these findings occurred prior to the
implementation of FDEM's payment system and FDEM has enhanced its
procedures for review and processing of invoices through the new payment
system.

6/30/11

Gary Crawford
(850) 921-0683
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FA 10-081

97.042

Emergency Management Performance Grants
Allowable Costs/Costs Principles

Florida Division of Emergency Management (FDEM)

2008-EM-E8-0054

Noncompliance
Questioned Costs — $48,700

FDEM incurred expenditures which were not approved by FEMA and did not
appear to be necessary under the terms of the grant.

OMB Circular A-87, Attachment A, Section C.l.a. — Basic Guidelines - costs
must be necessary and reasonable for proper and efficient performance and
administration of Federal awards.

OMB Circular A-87, Attachment A, Section C. 2. — Basic Guidelines - a cost is
reasonable if, in its nature and amount, it does not exceed that which would be
incurred by a prudent person under the circumstances prevailing at the time the
decision was made to incur the costs.

FDEM'’s budget plan submitted to FEMA as part of the grant application package
indicated that funds would be used for State Emergency Operations Center
(EOC) upgrades including overhead display units, technology upgrades for work
stations, and a security system for the State EOC. The budget plan also
included funds for computers, printers, copiers, and fax machines.

During the 2009-10 fiscal year, FDEM expenditures related to the 2009 Federal
Fiscal Year Emergency Management Performance Grant totaled $4,247,928.79.
Our review of two expenditures totaling $48,700 disclosed FDEM incurred
expenditures that were not approved by FEMA. On March 15, 2010, FDEM
placed an Invitation to Bid (ITB) for the purchase of kitchen equipment as part of
the EOC kitchen renovation project, to convert the kitchen into a caterer's
kitchen. A caterer’s kitchen allows caterers to deliver prepared food and keep
the food at the desired temperature, through the use of, for example, warming
ovens, freezers, and hot and cold serving stations. Our review disclosed that
FDEM purchased the kitchen equipment on May 7, 2010, and the purchases
included equipment, such as a portable hot food station costing $2,756, a
portable cold food station costing $2,453, an under-counter dishwasher costing
$5,403, a disposer package costing $1,394, a cold beverage dispenser costing
$1,019, and a mobile convection warming oven costing $8,655.

FDEM did not follow the budget plan submitted to FEMA.

FDEM cannot ensure that purchases made outside the budget narrative are
considered allowable by FEMA and those purchases may be subject to
disapproval.

We recommend that FDEM obtain FEMA determination on all costs associated
with the EOC kitchen renovation. Additionally, we recommend that FDEM refrain
from making purchases that are not included in the State’s budget plan.

FDEM concurs with the finding. Going forward, FDEM will ensure that all
purchases are made in accordance with the budget narrative submitted to FEMA.

2/25/11

Cherie Trainor
(850) 413-9942
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Finding Number FA 10-082

CFDA Number 97.004, 97.067

Program Title Homeland Security Cluster

Compliance Requirement Allowable Costs/Costs Principles

State Agency Florida Division of Emergency Management (FDEM)

Federal Grant/Contract
Number and Grant Year
Finding Type Noncompliance and Significant Deficiency
Questioned Costs — $52,312.35

2005-GE-T5-0035; 2006-GE-T6-0023

Finding Our review disclosed instances in which FDEM did not maintain adequate
documentation to support the appropriateness of payments.
Criteria OMB Circular A-87, Attachment A, Section C. 1.j. — Basic Guidelines — costs

must be adequately documented

FDEM Contract 08DS-01-14-00-22-391: Vendor shall provide FDEM a monthly
invoice sufficient for preaudit and postaudit based upon the Compensation Table,
along with the required Deliverable which must be accepted and approved by
FDEM.

Condition During the 2009-10 fiscal year, FDEM had subgrantee payments and
administrative expenditures totaling $29,945,568.51, related to Homeland
Security grants. During our current audit, we reviewed 20 subgrant and
administrative expenditures totaling $15,966,831.19. Our review specifically
disclosed payments totaling $52,312.35, in which FDEM did not maintain
adequate documentation to support the appropriateness of the payments.
Specifically:

» On May 8, 2008, FDEM entered into a contract totaling $399,095 for
software development associated with the State Resource Management
Network. The State Resource Management Network allows all State
agencies and local governments to log equipment, personnel deployed, etc.,
into a tracking system during a disaster. Our review of the final and only
payment made during the 2009-10 fiscal year, totaling $51,882.35, disclosed
FDEM failed to document that the required deliverables were received and
approved. FDEM’s process for approving invoices, related to system
implementation, was to have the staff member in charge of the project, who
has technical knowledge and will be testing the system, to certify that all
work identified on the invoice was completed and done to FDEM'’s standards.
A review of the contract file disclosed that a staff member had not certified
that the work had been completed and the Florida Department of Financial
Services had rejected the original request for payment on September 9,
2009, stating the invoice did not identify the deliverables completed to
support the invoice amount. In order for the final payment to be made, the
FDEM Director had to attest in writing that all services were satisfactorily
completed by the provider and accepted by FDEM and that the outstanding
invoice amount should be paid.

» FDEM in one instance failed to properly review a subgrantee’s
reimbursement request totaling $126,320.37 and incorrectly reimbursed the
subgrantee for a user access fee (indirect costs) in the amount of $430. A
review of the contract file disclosed that in four other instances the
subgrantee reimbursement request did not include the user access fees and,
therefore, FDEM reimbursed the subgrantee the correct amount. The costs
reimbursed by FDEM were for services to plan, conduct, and evaluate a
hurricane series functional exercise program on response and recovery
phases over a four month period.
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FDEM did not follow its process for approving system implementation invoices,
which required the staff member in charge of the project to certify that project
tasks were adequately completed and approved. In addition, FDEM did not
appropriately review subgrantee supporting documentation to ensure the
accuracy and reasonableness of the request for reimbursement.

FDEM cannot ensure that all services have been received and that payments
and reimbursements are made in accordance with all contractual terms and in
accordance with OMB Circular A-87.

We recommend that FDEM ensure that all payment requests are adequately
reviewed and documentation is maintained to evidence that all deliverables are
received and approved prior to payment. We also recommend that FDEM
ensure subgrantee requests for reimbursement are appropriately reviewed,
adequately supported, and in accordance with OMB Circular A-87.

FDEM concurs with the finding and will be more diligent in future programmatic
reviews.

3/31/11

Tina Quick
(850) 413-9974
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FA 10-083

97.004, 97.067

Homeland Security Cluster

Matching, Level of Effort, Earmarking, Special Test and Provisions - Subgrant
Awards

Florida Division of Emergency Management (FDEM)

2009-SS-T9-0081

Noncompliance and Significant Deficiency

FDEM did not maintain a mechanism to adequately track Federal funds awarded
to ensure 80 percent of the funds were obligated to local governments and that
the funds were obligated within 45 days of the grant award date.

6 USC 605(c)(1), Distribution to local and tribal governments

OMB Circular A-133 Compliance Supplement Part 4 — CFDA No. 97.004 and
97.067 Part G and N - Each State shall obligate not less than 80 percent of grant
funds under the State Homeland Security Program (SHSP) and Urban Areas
Security Initiative (UASI) programs to local units of government within 45 days of
receipt of funds for awards in the 2009 Federal fiscal year.

FDEM obtained grant funding, which included SHSP and UASI programs, for the
2009 Federal fiscal year totaling $69,466,050. Our audit disclosed that FDEM
could not provide documentation to evidence that 80 percent of the grant funds
were awarded to local units of government or that the awards were made within
45 days of receiving the grant award. FDEM staff stated that there is a document
to track the grant award total by project numbers and which shows a split
between local and State amounts; however, for the 2009 Federal fiscal year
FDEM was unable to provide this tracking document.

FDEM further stated that a mechanism was not in place to list the dates when
award letters were sent to all subgrantees. Based on available information, we
determined FDEM had provided 96 local units of government 2009 Federal fiscal
year awards, for the SHSP and UASI programs. Our review of 10 related award
letters did not disclose any instances of noncompliance with the 45-day
requirement; however, absent a tracking mechanism FDEM was unable to
demonstrate compliance with the 80 percent and 45-day requirements.

FDEM did not follow established procedures to ensure compliance with the
requirement that 80 percent of the Federal awards were obligated to local units of
government within 45 days of receipt of the Federal awards.

FDEM could not readily demonstrate that 80 percent of the Federal awards were
obligated to local units of government within 45 days of receipt of the Federal
awards.

We recommend that FDEM follow its established process to document the
amounts awarded to local units of government and enhance its process to
document the date Federal awards are obligated to units of local government.
The process should also be able to demonstrate in aggregate that 80 percent of
the Federal awards were obligated to units of local government.

FDEM concurs with the finding. A tracking mechanism will be created to
document the award information.

3/31/11

Tina Quick
(850) 413-9974
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STATE UNIVERSITIES, COLLEGES, AND COMMUNITY COLLEGES
SUMMARY OF QUESTIONED COSTS
For the Fiscal Year Ended June 30, 2010

Compliance Requirement/ Questioned
Institutions Costs

Student Financial Assistance Cluster

CASH MANAGEMENT - Finding No. FA 10-085
Florida A & M University $ unknown

SPECIAL TESTS AND PROVISIONS - Finding No. FA 10-085
Disbursements - Return of Unobligated Funds:
Florida A & M University unknown

ELIGIBILITY - Finding Nos. FA 10-086, 087, 088
Eligibility - Satisfactory Academic Progress:

Daytona State College 14,140.00
Hillsborough Community College 4,175.00
Northwest Florida State College 47,308.80
Total 65,623.80

ELIGIBILITY - Finding No. FA 10-091
Overaward - Eligibility:
Hillsborough Community College 2,206.00

SPECIAL TESTS AND PROVISIONS - Finding No. FA 10-093
Disbursements - Escheating:
Tallahassee Community College 3,838.58

SPECIAL TESTS AND PROVISIONS - Finding Nos. FA 10-098, 099, 100, 101, 102, 103, 104
Return of Title IV Funds:

Broward College 5,334.40
Daytona State College unknown
Florida State College at Jacksonville 501.59
Hillsborough Community College 516.85
Northwest Florida State College 3,038.69
Palm Beach State College 11,005.00
Pasco-Hernando Community College 5,674.96
Total 26,071.49
Total Questioned Costs $ 97,739.87
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BrvCC Response and
Corrective Action Plan

U.S. DEPARTMENT OF EDUCATION

FA 10-084

Various

Student Financial Assistance Cluster (SFA)
Allowable Costs/Cost Principles and Eligibility
Various

Significant Deficiency

Certain access controls protecting sixteen institution’s information technology (IT)
resources needed improvement. We are not disclosing specific details of the
deficiencies to avoid the possibility of compromising institution information.
However, we have notified appropriate institution personnel of the deficiencies.

Information Technology (IT) Industry Standards: General Controls

IT Governance Institute Control Objectives for Information and related
Technology (COBIT) 4.1:

DS5.3 Identity Management — User access rights to systems and data
should be in line with defined and documented business needs and job
requirements.

PO8.2 IT Standards and Quality Practices — Standards, procedures, and
practices for key IT processes should be identified and maintained.

Effective access controls over IT resources provide safeguards to assist in the
prevention or detection of errors or misappropriations. Effective access controls
provide employees access to IT resources based on an employee’s
demonstrated need to view, change, or delete data and restrict employees from
performing incompatible functions or functions outside of their area of
responsibility.

Discussed and provided to management during exit conference with appropriate
institution personnel.

Discussed and provided to management during exit conference with appropriate
institution personnel.

Weak access controls increase the risk that unauthorized or inappropriate
changes to data may occur and not be detected in a timely manner.

The institution should enhance access control procedures as noted.
Florida International University (FIU)
Report No. 2010-165, Finding No. FA 09-087

The University agrees with the suggested best practice to segregate approval of
access and the set up in the system for central functional units. Adjustments to
access have been modified and adjustments to request access have been
modified.

December 16, 2010

Robert Grillo, Assistant Vice President, University Technology Services
(305) 348-1687

Brevard Community College (BrvCQC)
Report No. 2010-165, Finding No. FA 09-087

The college will review access controls over IT resources and make necessary
changes to ensure that employee access to IT resources is compatible with each
employee's job duties. Appropriate compensating controls, including reviews of
override activity, will be designed and implemented to further reduce the risk of
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unauthorized or inappropriate changes to data.
June 30, 2011

John F. Dietrich, Ed.D., Vice President
Enrollment Management and Student Success
(321) 433-7090

Broward College (BrwC)
Report No. 2010-165, Finding No. FA 09-087

Access reports are now being generated at the end of each semester. The Vice
President for Student Affairs and the Associate Vice President of Student
Financial Services reviews the access reports. We will further enhance
procedures to document that these end-of-semester reports are reviewed by
indicating the date and time reviewed or maintain other documentation indicating
that a meeting occurred.

Corrected

Angelia Millender, Vice President for Student Affairs
(954) 201-7486

Jayson Iroff, Vice President for Finance
(954) 201-7405

College of Central Florida (CCF)

The College will review and assess its access control procedures and take
corrective action as required to ensure that access privileges are compatible with
employee job responsibilities and FISCAM guidelines.

November - December 2010

Dr. James Harvey, Senior Vice President
(352) 237-2111

Daytona State College (DSC)

Report No. 2010-165, Finding No. FA 09-087

The College continues to implement procedures to strengthen IT internal
controls.

Fall 2010

Frank Lombardo, President
(386) 506-3200

Florida Gateway College (FGC — formerly Lake City Community College)
Report No. 2010-165, Finding No. FA 09-087

The college is revising procedures to ensure that changes to the data in question
are only made in the college's software system. Changes will be subject to
supervisory review based on an edit report generated from the system.

December 15, 2010

Marilyn Hamm, Vice President for Business Services
(386) 754-4364
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Florida Keys Community College (FKCC)

Report No. 2010-165, Finding No. FA 09-087

In response to the finding pertaining to COBIT 4.1 section DS 5.3 relating to
users being uniquely identifiable we have effected the following:

e Established unique user ID

e Established unique password that must be changed every 60 days and
cannot be duplicated. The password must contain case sensitive letters,
number(s), and be a minimum length.

e Required a form to be completed by the HR department and signed off by the
Department Head to verify the required access.

e Store all network accounts in a central depository (Active Directory
©Microsoft).

In regards to COBIT Section PO 8.2 which relates to standards, procedures and
practices for key IT processes we will ensure that FKCC will review all current
procedures to ensure that compliance and adherence is maintained.
Procedure(S) will be instituted to ensure that review of access logs are
performed at acceptable intervals throughout the year.

COBIT 4,1 section D.S. 5.3 commenced immediately. Cobit 4.1 section PO 8.2
commenced immediately and ongoing.

Brittany Snyder, Interim CFO
(305) 809-3178

Hillsborough Community College (HCC)
Report No. 2010-165, Finding No. FA 09-087

Hillsborough Community College acknowledges the need to improve access
controls relative to certain Financial Aid processes and is developing appropriate
procedures and reports accordingly. Hillsborough Community College is
currently undergoing a reengineering of the financial aid department which will
enable a more appropriate separation of duties and system access.

June 30, 2011

Barbara A. Larson, Vice President for Administration/CFO
(813) 253-7015

Northwest Florida State College (NWESC)

Security access reports have been reviewed to determine individual access
requirements. Access to various modules of Financial Aid and Student system
has been limited to those individuals with requirements designated by their
position or level of responsibility. A procedure has been established to have all
modification to a student’s financial aid file reviewed and verified.

Completed this was completed in March, 2010

Donna Utley, Associate Vice President - Business Services
(850) 729-5368

Palm Beach State College (PBSC)
Report No. 2010-165, Finding No. FA 09-087
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IT assisted in design and implementation of a report which identifies changes to
material data elements in student financial aid applications. District Financial Aid
monitors these changes by employee, time and date, and identification of newly
revised value.

Also, IT Identity Management is reviewed monthly and modified accordingly.
January 30, 2010

Richard A. Becker, Vice President of Adminstrative and Business Services
(561) 868-3137

Pasco-Hernando Community College (PHCC)

The college understands the importance of effective access controls while still
providing a quality level of service to an ever growing population of financial aid
recipients. The college has reviewed and will continue to review access
privileges to insure that they are restricted to only those financial aid staff with an
established need to perform their job duties.

June 30, 2011

Ken Burdzinski, Vice President of Administration and Finance
(727) 816-3412

Polk State College (PSC)
Report No. 2010-165, Finding No. FA 09-087

The College continues to review and strengthen its procedures regarding the
financial aid system. In addition, the College has implemented external pre
award and post disbursement reviews of student awards to ensure that the
awards were not made to ineligible students.

August 1, 2010

Peter S. Elliott, Vice President Administration/CFO
(863) 297-1081

St. Johns River Community College (SJRCC)

Prior to the audit the college identified over 200,000 records that needed to be
updated to enhance security controls as noted in this finding. A great deal of
work has already been completed, and the updates will continue until the security
upgrade is complete. The college believes the current security system will
provide significant protection until the new system is finalized, and that the
weaknesses noted in this finding will be rectified when the updates are complete.

June 30, 2011

Mike Hawkins, Chief Information Officer (CIO)
(386) 312-4134

Santa Fe College (SFeC)
Report No. 2010-165, Finding No. FA 09-087

The College continues to review access control procedures to ensure
independent reviews are scheduled, performed, and documented

June 30, 2011

Ginger Gibson, Vice President for Administrative Affairs
(352) 395-5208
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Seminole State College (SSC)
Report No. 2010-165, Finding No. FA 09-087

The college implemented the following system changes:

1. Passwords in the Student Administration (SA) and Human Resources (HR)
systems are set to change every 120 days (at least once per term). Based
on our experience, a shorter time frame will require additional personnel to
support the added volume of phone calls generated by further restrictions.

2. The Financial System is already set to 90 days for employees to change
passwords.

3. All password enforcement rules are in place including password length,
alpha-numeric, lock-out attempts, etc. For security reasons, the details of
these requirements are not included in this response but are available for
audit review upon request.

The college decided to minimize inconvenience to students by moving changes
into the production environment after the registration cycle was completed.
Therefore, new measures were tested and introduced in November 2009 and
fully implemented in March 2010.

Dick T. Hamann, V.P. Information Technology & Resources/CIO
(407) 708-2258

Valencia Community College

The College concurs with the Auditor's recommendation regarding access
controls over IT resources, and implemented a new security access request
system.

August 2010

Bill White, Chief Information Officer (CIO)
(407) 582-1185

190



MARCH 2011

REPORT NoO. 2011-167

Finding Number
CFDA Number
Program Title

Compliance Requirement

State Educational Entity
Finding Type

Prior Year Finding

Finding

Criteria

Condition

Cause

Effect

Recommendation

FAMU Response and
Corrective Action Plan

U.S. DEPARTMENT OF EDUCATION

FA 10-085
84.032
Student Financial Assistance Cluster (SFA)
Federal Family Education Loans (FFEL)
Cash Management and Special Test and Provisions — Disbursements — Return of
Undistributed Loan Funds
Florida Agricultural and Mechanical University (FAMU)
Noncompliance and Significant Deficiency
Questioned Costs — Unknown

Report No. 2010-165, Finding No. FA 09-092

The institution did not timely return undistributed FFEL student loan funds to the
applicable lenders.

34 CFR 688.166(a)(1), Excess Cash and .167(b), Returning funds to a lender

The institution has three business days to disburse FFEL student loan funds when
a lender provides the funds by electronic fund transfer. Loans not disbursed to the
student or parent within three days are required to be returned to the lender within
ten business days after the date the funds were required to be disbursed.

Our review disclosed that the institution had returned a substantial portion of the
undistributed FFEL student loan funds on hand at June 30, 2009, totaling
$5,237,542.99; however, at June 30, 2010, there remained 1,186 outstanding
FFEL student loan balances from June 30, 2009, that had not been returned or
adjusted. These balances included 623 students with negative balances (possible
over-returned funds), totaling -$757,468.30, and 563 students with positive
balances (possibly undistributed funds), totaling $593,920.84.

The institution’s procedures were not adequate to identify undistributed FFEL
student loan funds, or other necessary adjustments, to ensure timely return of
applicable amounts to the lenders and corrections to students’ accounts to comply
with Federal cash management requirements.

When FFEL student loan funds are not timely returned to the lenders the
institution is subject to interest and penalties, as well as any potential liabilities for
interest subsidies that may have been paid by USED to lenders on behalf of
students who did not receive those loan amounts. In addition, if the institution’s
funds had been returned in excess of the borrowers’ FFEL student loans the
institution does not have access to those funds to be used for other allowable
purposes.

The institution should enhance its procedures to monitor individual FFEL student
loan funds to ensure the timely return of undistributed FFEL student loan funds to
the lenders, correct errors, and prevent return of funds in excess of FFEL student
loans. The institution should also determine if any interest is owed to USED for
the funds that were not returned within 10 business days after the date the funds
were required to be disbursed.

The University concurs with the finding. The Office of Financial Aid has reviewed,
returned and/or adjusted the balances for 563 students with positive balances.
The negative amounts are under review and the examination of these 623
students will be completed by March 15, 2011. Currently, the Office of Financial
Aid is working in conjunction with the National Disbursement Network (ELM NDN)
and the National Student Loan Data System (NSLDS) to ensure the accuracy of
all student loan balances. In the future, loan adjustments and returns will be made
in a timely manner as prescribed by 34 C.F.R. 668.21 from the U.S. Department of
Education. Procedures are being established/strengthened to satisfy the

191



MARCH 2011

REPORT NoO. 2011-167

Estimated Corrective
Action Date

FAMU Contact and
Telephone Number

requirement (34 C.F.R 668.24 [b]) to perform monthly reconciliation of all Title IV
funds.

March 15, 2011

Marcia M. Conliffe, Director of Financial Aid
(850) 412-5278
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U.S. DEPARTMENT OF EDUCATION

FA 10-086
84.007, 84.032, 84.033, 84.063
Student Financial Assistance Cluster (SFA)
Federal Supplemental Educational Opportunity Grants (FSEOG)
Federal Family Education Loans (FFEL)
Federal Work Study (FWS)
Federal Pell Grant Program (PELL)
Eligibility — Satisfactory Academic Progress (SAP)
Daytona State College (DSC)
Noncompliance and Significant Deficiency
Questioned Costs — $14,140 ($188 FSEOG; $4,600 FFEL subsidized; $4,000
FFEL unsubsidized; $5,352 PELL)

The institution disbursed Title IV HEOA funds to students that did not meet SAP
requirements.

34 CFR 668.32(f), Student Eligibility - General

The institution’s policy is to review SAP at the end of the Spring term and if a
student fails to meet SAP, the student is placed on probation, for the next term
for financial aid. If the student does not complete all of the courses enrolled and
earn a grade point average of at least 2.0 for the term while on probation, the
institution suspends the student’s financial aid until the student demonstrates an
ability to benefit. This means that students whose financial aid was suspended
were not to receive financial aid until the student completed nine additional
hours, paid for by the student, and received a grade of at least 2.0 for each
course.

We tested 25 students who received Title IV HEOA funds and noted that
4 students received Title IV HEOA funds for which they were not eligible. The
students’ academic records did not demonstrate an ability to benefit, or that they
were maintaining satisfactory academic progress in accordance with the
institution’s policies or Federal regulation. The 4 students, at the end of the
Spring 2009 term, had course completion ratios ranging from 24.4to
50.3 percent, which is below the institution’s SAP completion rate of 67 percent.
Additionally, three of these students had grade point averages that ranged from
1.172 to 1.739, on a 4.0 scale, which is below the required 2.0. The 4 students,
who were place on financial aid probation for the Fall 2009 term, received Title IV
HEOA funds totaling $14,140 ($188 FSEOG; $4,600 FFEL subsidized; $4,000
FFEL unsubsidized; $5,352 PELL) for which they were not eligible.

To enable a new electronic SAP table the institution implemented a new
procedure to track students’ financial aid status in the financial aid system,
including the terms and reason(s) for financial aid probation and suspensions
(SAP deficiency due to grades, completion percentage, and excessive hours).
To implement this new procedure, the institution granted all students not meeting
SAP at the end of Spring 2009, regardless of prior financial aid status, continued
Title IV HEOA funds’ eligibility whether or not the students’ academic history
supported SAP eligibility.

The implementation of the new SAP policy resulted in granting additional Title IV
HEOA funds to those students who did not meet the institution’s SAP policy.

The institution should revise its procedures for monitoring SAP to ensure that
only students meeting the institution’s SAP policies receive Title IV HEOA funds.
The institution should also review SAP for all Title IV HEOA fund recipients
during the 2009-10 award year to identify any additional ineligible students that
received Title IV HEOA funds, and return funds, including the Title IV HEOA
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funds noted above, as applicable, to the appropriate Federal programs or
lenders.

The College respectfully disagrees with the conclusions of the auditor. The
College feels it applied the new, more stringent, SAP policy appropriate and fairly
to all students. The College’'s revised SAP procedures were applied for the
2009-10 fiscal year, which was the implementation year of the revised policy.
The College will inquire of the United States Education Department (USED) to
determine whether the student financial aid awarded and disbursed was in
accordance with the satisfactory academic progress (SAP) requirements under
the Federal regulations.

None

Frank Lombardo, President
(386) 506-3200
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U.S. DEPARTMENT OF EDUCATION

FA 10-087

84.007, 84.063

Student Financial Assistance Cluster (SFA)
Federal Supplemental Educational Opportunity Grants (FSEOG)
Federal Pell Grant Program (PELL)

Eligibility — Satisfactory Academic Progress (SAP)

Hillsborough Community College (HCC)

Noncompliance and Significant Deficiency

Questioned Costs — $4,175 ($600 FSEOG,; $3,575 PELL)

The institution disbursed Title IV Higher Education Opportunity Act (HEOA) funds
to students that did not meet SAP requirements.

34 CFR 668.16(e), Standards of Administrative Capability; .34(e), Satisfactory
Progress

The institution’s policy is to review SAP at the end of each Fall and Spring term.
Students who fail to meet the SAP standards will be placed on probation for one
term. If after one probationary term students are not making satisfactory progress,
they lose their eligibility for financial assistance.

We tested 25 students who received Title IV HEOA funds and noted that
2 students received Title IV HEOA funds for which they were not eligible. The
students did not meet SAP at the end of Fall term, but the institution’s financial aid
system incorrectly identified the students as meeting SAP and the students
received Title IV HEOA funds totaling $4,175 ($600 FSEOG; $3,575 PELL) in the
Spring term.

Campus staff, in completing SAP calculations, input incorrect term information. As
a result, when the computer program was run to calculate the students’ status at
the end of the term, it did not produce a new result because the system
recognized that a calculation on the term had already been run. Accordingly, the
students remained on probation for a second term and received additional Title IV
HEOA funds for which they were not eligible.

Students received Title IV HEOA funds for which they were not eligible.

The institution should revise its procedures for monitoring SAP to ensure that only
students meeting the institution’s SAP policies receive Title IV HEOA funds. The
institution should also review SAP for all Title IV HEOA fund recipients during the
2009-10 award year to identify any additional ineligible students that received Title
IV HEOA funds, and return funds, including the Title IV HEOA funds noted above,
as applicable, to the appropriate Federal programs or lenders.

The Hillsborough Community College Financial Aid Office has instituted additional
safeguards into the Satisfactory Academic Progress review process that include
the complete automation of the review process within Datatel, the College’s ERP
system. The practice of manual staff reviews of students’ academic progress has
been terminated. By automating the entire review process, individual staff errors
will be eliminated.

September 30, 2010

Barbara A. Larson, Vice President for Administration/CFO
(813) 253-7015
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U.S. DEPARTMENT OF EDUCATION

FA 10-088
84.007, 84.032, 84.033, 84.063
Student Financial Assistance Cluster (SFA)
Federal Supplemental Educational Opportunity Grants (FSEOG)
Federal Family Education Loans (FFEL)
Federal Work Study (FWS)
Federal Pell Grant Program (PELL)
Eligibility — Satisfactory Academic Progress (SAP)
Northwest Florida State College (NWFSC)
Noncompliance and Significant Deficiency
Questioned Costs — $47,308.80 ($200 FSEOG; $1,780.80 FWS; $6,250 FFEL
subsidized; $1,166 FFEL unsubsidized; $37,912 PELL)

The institution did not consistently apply its published Satisfactory Academic
Progress (SAP) policies to all students, which resulted in students receiving Title
IV Higher Education Opportunity Act (HEOA) funds for which they were not
eligible. Also, the institution did not always maintain adequate documentation of
approved student SAP appeals for Title IV HEOA funds.

34 CFR 668.32(f), Student Eligibility — General

We tested 30 students who received Title IV HEOA funds and noted that
7 students received Title IV HEOA funds for which they were not eligible, as
follows:

» The institution’s policy is to review SAP at the end of each term and if a
student fails to meet SAP, the institution’s policy is to suspend the student’s
financial aid until the student’'s academic history meets SAP. This means
that students whose financial aid was suspended pending satisfactorily
meeting SAP should not receive financial aid for the following term.

However, contrary to institution policy, we noted that if a student failed to
meet SAP at the end of the Fall term, the institution automatically granted the
student a probation term to attain a passing SAP status and the student
continued to receive Title IV HEOA funds. We noted 3 students that
received $4,915 ($200 FSEOG,; $1,166 FFEL unsubsidized; $3,549 PELL)
during such probation terms.

» Institution policy permits students whose Title IV HEOA funds have been
suspended to file an appeal. If the institution determines that mitigating
circumstances exist, the institution may restore the student to satisfactory
academic standing for one term.

Our test disclosed that the institution’s practice of automatically granting a
student a probation term after the Fall term to attain a passing SAP status,
as noted above, was also applied to students whose SAP appeals were
approved during the Fall term. This practice allowed students not meeting
SAP to continue to receive Title IV HEOA funds for at least two terms after
the institution approved a SAP appeal, instead of one term per the
institution’s policy. We noted 3 such students that received $7,437 ($3,375
FFEL subsidized; $4,062 PELL) of Title IV HEOA funds during those
automatically granted probation terms.

» Our test also included 1 student that did not meet SAP at the end of the Fall
term, but the institution’s financial aid system did not correctly identify the
student as not meeting SAP and the student subsequently received Title IV
HEOA funds ($2,675 PELL) in the Spring term.

In addition, we reviewed 15 students’ SAP appeals that had been approved in
the financial aid system. The institution provided us copies of appeal approval
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letters for all 15 students; however, the institution did not provide us
documentation evidencing that the Student Financial Aid Committee (Committee)
had recommended approval for 10 of the 15 approved students’ SAP appeals.
These 10 students subsequently received $32,281.80 ($1,780.80 FWS; $2,875
FFEL subsidized; $27,626 PELL) of Title IV HEOA funds during the 2009-10
fiscal year. Additionally, our IT review of the institution noted weaknesses in the
access controls for updating SAP status in the institution’s student financial aid
system. (See Finding No. FA 10-03)

Effective October 2009, the institution had implemented procedures to maintain
documentation of the Committee’s decisions regarding students’ SAP appeals for
Title IV HEOA funds eligibility, and 5 of the 15 students tested had the required
documentation, as the appeals occurred after the newly implemented
procedures.

Institution personnel did not consistently apply the institution’s SAP policy and
the institution did not have adequately designed procedures for reporting,
monitoring, and maintaining appropriate documentation for SAP status changes
and appeals.

By not consistently applying institution SAP policies and maintaining support for
SAP appeals, the institution awarded Title IV HEOA funds to ineligible students.
Failure to maintain documentation of the Committee’s recommendations
increases the risk that unauthorized changes to students’ SAP status could occur
and not be detected and the institution could potentially disburse Title IV HEOA
funds to ineligible students.

The institution should revise its procedures for monitoring SAP to ensure that
only students meeting the institution’s SAP policies receive Title IV HEOA funds.
The institution should also review SAP for all Title IV HEOA fund recipients
during the 2009-10 award year to identify any additional ineligible students that
received Title IV HEOA funds, and return the funds, including the Title IV HEOA
funds noted above, as applicable, to the appropriate Federal programs or
lenders.

Northwest Florida State College (NWFSC) requests the recommendation to
return funds be reconsidered. Financial Aid recipients identified were not
ineligible according to the practice used by staff to assess Standards of
Academic Progress (SAP). Federal Guidelines were followed although the
Financial Aid written procedure provided to the Auditor had not been updated.

NWFSC's Financial Aid Personnel's practice for assessing (SAP) complies with
Federal guidelines rather than adhering to the ten year old outdated procedure
written by the previous Financial Aid Director. NWFSC's SAP assessment
practice has been consistent for the past six years. Standards of Academic
Progress are applied to all students at the end of each semester (fall, spring,
summer). If a student fails SAP at the end of the spring and/or summer
semester, they are notified of their termination with the option of filing a financial
aid appeal. When a student fails SAP at the end of the fall semester, they are
notified that they are below standards and placed on a probationary status for the
spring semester. This has been the standard practice of the college for the past
six years. Minutes of the Financial Aid Committee were not kept due to concerns
over privacy issues desire to protect the confidentiality of the students. In
mid-October, the Committee adopted a cover sheet for each appeal reviewed. At
least two committee members sign each form. Also, beginning with the
2010-2011 appeals, a log of actions is kept and is compared to a system
generated report that shows which appeals were approved in FINANCIER, the
financial aid software.

The Financial Aid Director and staff are in the process of updating the Financial
Aid Procedures Manual to reflect the current practice and Federal requirements.
The Financial aid practice accurately reflects the Federal requirements for
Standards of Academic Progress (SAP). Students were notified of their status
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and the College is in compliance with the federal regulations. The College’s
procedure is stricter than the Federal policy.

The updated Financial Aid Procedure Manual and College Catalog will be
completed by January 2011.

Donna Utley, Associate Vice President - Business Services
(850) 729-5368
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U.S. DEPARTMENT OF EDUCATION

FA 10-089
84.063, 84.268, 84.375
Student Financial Assistance Cluster (SFA)
Federal Pell Grant Program (PELL)
Federal Direct Student Loan (FDSL)
Federal Academic Competitiveness Grants (ACG)
Eligibility
Santa Fe College (SFeC)
Other — Fraud Disclosure

The institution has reported two instances of fraud perpetrated by students to the
United States Department of Education (USED) Office of the Inspector General
(OIG).

34 CFR 668.16(g), Standards of Administrative Capability

A student has admitted guilt to the College police that she took a friend's
satisfactory academic progress appeal documentation and submitted it as her
own, claiming that the person named therein, the friend’s grandmother, was
actually her aunt. As a result, the student received a $2,675 PELL grant for the
Spring 2010 term. The friend later reported to the institution that she believed
someone had stolen her (missing) paperwork, when her friend informed her that
“her” appeal had been approved.

Another student manufactured a fraudulent doctor’'s note and submitted it with
her satisfactory academic progress appeal. She received $4,525 ($1,400 PELL,
$375 ACG, $1,750 FDSL subsidized, and $1,000 FDSL unsubsidized) in Title IV
Higher Education Opportunity Act (HEOA) funds as a result. In addition to the
fraudulent document purporting to be from the doctor's office, she also
manufactured and used a fraudulent birth certificate for her Spring 2010 appeal,
and also manufactured and submitted a fraudulent death certificate for her
Summer 2010 appeal. The Summer 2010 appeal was denied, which would have
been an additional $4,525 attempt to defraud. She has admitted to the College
police that all documents were fraudulent.

The institution should continue to report any known or suspected instances of
fraud involving Title IV HEOA funds to the USED OIG and to local law
enforcement agencies, as applicable.

The College will continue to be vigilant in suspected instances of fraud and
continue to report all known or suspected instances as required.

N/A

Maureen McFarlane, Financial Aid Director
(352) 395-1932
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U.S. DEPARTMENT OF EDUCATION

FA 10-090

84.033

Student Financial Assistance Cluster (SFA)
Federal Work-Study Program (FWS)

Eligibility

St. Petersburg College (SPC)

Other — Fraud Disclosure

On October 21, 2010, the institution reported instances of fraud to the Area Case
Director, Atlanta School Participation Team of the United States Department of
Education (USED), who reported the fraud to the USED Office of Inspector
General (OIG).

34 CFR 668.16(g), Standards of Administrative Capability.

The institution became aware of the former baseball coach falsifying timesheets
for some FWS payments to two student athletes for the Fall 2009 and Spring
2010 terms. The students were informed by the former coach that they were
receiving a scholarship, however FWS funds totaling $11,248.05 were paid to
these two students based on the falsified timesheets. The institution returned the
funds to the FWS program on October 21, 2010, and the coach resigned.

The institution should continue to report any known or suspected instances of
fraud involving Title IV HEOA funds to the USED and to local enforcement
agencies, as applicable.

St. Petersburg College will continue to report any known or suspected instances
of fraud involving Title IV HEOA funds to the USDE and to local enforcement
agencies, as applicable.

N/A

Michael Bennett, Associate Vice President, Financial Assistance Services
(727) 341-3012
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U.S. DEPARTMENT OF EDUCATION

FA 10-091

84.063

Student Financial Assistance Cluster (SFA)
Federal Pell Grant Program (PELL)

Eligibility — Overaward

Hillsborough Community College (HCC)

Noncompliance and Significant Deficiency

Questioned Costs - $2,206 PELL

The institution did not always document attendance accurately or timely to
determine eligibility prior to disbursing Title IV Higher Education Opportunity Act
(HEOA) funds.

34 CFR 690.80(b)(2), Recalculation of a Federal Pell Grant award

Our review of the institution’s procedures for identifying students that did not
attend class for determining eligibility for Title IV HEOA funds received disclosed
that for 6 of the 25 students tested who unofficially or officially withdrew from the
institution during the Fall 2009 and Spring 2010 terms and received Title IV HEOA
funds, the student’s projected enrollment status changed during the payment
period after the student began attendance in all of his or her classes for that
payment period and the institution did not recalculate the PELL awards, which
resulted in four overawards.

» Three of the 4 students who received overawards were withdrawn from a
class for never attending; however, the instructors did not withdraw the
students until after the terms ended. Two of the students were withdrawn
from a class on February 12, 2010, for the Fall 2009 term, and one of the
students was withdrawn from a class on May 21, 2010, for the Spring 2010
term. Subsequent to audit inquiry, overawards totaling $1,538 PELL for these
students were returned to the program from 244 to 384 days after the point in
time the instructors should have input the students’ enroliment status into the
system.

» For another of the 4 students who received overawards, an F grade was
incorrectly assigned for one class during the Spring 2010 term; however, the
student never attended that class and their PELL award should have been
recalculated prior to disbursement. As a result, the student received an
overaward of $668 PELL. Subsequent to our inquiry, the institution returned
the funds to the program 258 days after the point in time the instructor should
have input the student’s enrollment status into the system. In addition, the
institution had previously performed a return of Title IV HEOA funds for this
student, and had returned the funds late, as noted in finding No. FA 10-101.
The institution had to recalculate the return of Title IV HEOA funds for this
student and adjust the amount that had been previously returned.

The institution has established procedures to recalculate the student's award
when a student’s projected enrollment status changes during a payment period
after the student has begun attendance in all of his or her classes for that payment
period. However, instructors did not follow the institution's procedures to
accurately reflect the enrollment status of students within 10 days after the first
day of class, which resulted in overawards. For students who were withdrawn for
nonattendance by the instructor after the term was completed, overawards were
not flagged by the computer, and institution personnel were not alerted that an
overaward had occurred. The institution relies on the instructors’ timely input of
enrollment status into the system to ensure that awards are adjusted accordingly;
however, instructors may not be aware of the importance of the information they
are required to provide and information provided was not timely.
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The institution disbursed Title IV HEOA funds to ineligible students.

The institution should enhance procedures to ensure that timely and accurate
enroliment status records are maintained to document eligibility for awards
disbursed. The institution should also perform a complete review of students’
enroliment status to determine if additional overawards occurred and return any
Title IV HEOA funds to the applicable lenders or programs.

Hillsborough Community College will continue to educate the faculty about the
importance of timely inputting of WN grades. HCC is also researching the
feasibility of a programming change that will restrict the use of the WN grade in
the College’s student system after the first ten days of the academic term.

June 30, 2011

Barbara A. Larson, Vice President for Administration/CFO
(813) 253-7015
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U.S. DEPARTMENT OF EDUCATION

FA 10-092
84.063
Student Financial Assistance Cluster (SFA)
Federal Pell Grant Program (PELL)
Special Tests and Provisions — Disbursements — Common Origination and
Disbursements (COD) System
Pasco-Hernando Community College (PHCC)
Noncompliance

The PELL disbursement date in the institution’s records did not always agree
with the U.S. Department of Education’s (USED) COD system’s disbursement
date, contrary to USED regulations and technical references.

34 CFR 690.83, Submission of Reports; COD Technical Reference

The USED COD is a streamlined method for processing, storing, and reconciling
Federal PELL Grant financial aid information. COD defines the disbursement
date as the date cash was credited to the student’s account or paid to the student
directly.

For 23 PELL recipients tested with 38 PELL disbursements during the 2009-10
award year, 16 disbursement dates in the COD reporting system were incorrectly
reported by the institution. The disbursement dates reported in the COD were
from 64 days before to 13 days after the actual disbursement dates.

The institution initially recorded the dates that the Financial Aid Office authorized
disbursements on the COD system instead of the actual disbursement date, and
when applicable, the institution did not subsequently revise the COD file to reflect
the actual disbursement dates, prior to our review.

The level of PELL authorization for an institution is affected by the accuracy with
which the PELL information is reported to COD.

The institution should revise its procedures to ensure that information provided to
USED through COD is accurate.

The college’s internal review processes identified this error months prior to the
audit. A clerical data entry error resulted in an incorrect date of disbursement
being entered in the COD. The college took immediate action to contact the U.S.
Department of Education’s Common Origination and Disbursement (COD) office
to correct the error. The COD representative indicated that the college could not
correct the disbursement date but assured us that this would not be considered
an audit error since no funds were actually drawn down or disbursed in advance
of the semester and it was only a clerical error.

More recently, the college again contacted COD to inquire about the ability to
correct this simple clerical error. The COD representative on this occasion
indicated that in fact the error could be corrected and assisted college staff in
making the corrections. Staff have been trained on the correct procedures for
entering the disbursement date.

The error was corrected prior to the audit exit conference and the issuance of
these preliminary and tentative findings.

Ken Burdzinski, Vice President of Administration and Finance
(727) 816-3412
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U.S. DEPARTMENT OF EDUCATION

FA 10-093
84.032 and 84.063
Student Financial Assistance Cluster (SFA)
Federal Family Education Loans (FFEL)
Federal Pell Grant Program (PELL)
Special Tests and Provisions — Disbursements — Prohibition on Escheating of
Title IV Higher Education Opportunity Act (HEOA) Funds
Tallahassee Community College (TCC)
Noncompliance
Questioned Costs — $3,838.58 ($821.53 PELL and $3,017.05 FFEL subsidized)
Report No. 2010-165, Finding No. FA 09-093

The institution’s procedures were not adequate to ensure the timely identification
and return of unclaimed Title IV HEOA funds to applicable Federal programs and
lenders.

34 CFR 668 Subpart K, Cash Management and FSA Handbook Volume 4
Chapter 2 (2009-10), Requesting and Managing FSA Funds, Prohibition on
Escheating of FSA Funds.

In our report No. 2010-165, FA 09-093, we noted that the institution’s procedures
were not adequate to ensure the timely identification and return of unclaimed
Title IV HEOA funds to applicable Federal programs and lenders, and we
identified $20,194.67 that the institution needed to return to applicable Federal
programs and lenders.

During our current audit, we determined that the institution returned or disbursed
the unclaimed Title IV HEOA funds from the prior year finding. In addition, we
were advised by institution personnel that the institution had revised its
procedures, but the new procedures were not completely implemented by
June 30, 2010, and the institution was continuing to work toward compliance. At
June 30, 2010, $3,838.58 ($821.53 PELL and $3,017.05 FFEL subsidized)
related to the 2009-10 fiscal year needed to be returned to the applicable Title IV
HEOA program or lenders.

Due to understaffing and staff turnover of key personnel, the institution did not
timely identify and return unclaimed Title IV HEOA funds.

The institution may be allowing Title IV HEOA funds to be used for purposes
other than that for which they are intended.

The institution should continue its efforts to implement revised procedures to
ensure that unclaimed Title IV HEOA funds are timely identified and returned to
applicable Federal programs and lenders.

TCC has implemented revised procedures to ensure that unclaimed Title IV
HEOA funds are timely identified and returned to applicable Federal programs
and lenders.

9/25/10

Patricia Miller Manning, Compliance Officer
(850) 201-6093
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U.S. DEPARTMENT OF EDUCATION

FA 10-094
84.032 and 84.268
Student Financial Assistance Cluster (SFA)

Federal Family Education Loans (FFEL)

Federal Direct Student Loans (FDSL)
Special Tests and Provisions — Disbursements — Loan Notifications
Brevard Community College (BrvCC) and Santa Fe College (SFeC)
Noncompliance and Significant Deficiency

Two institutions did not always document the required notification to FFEL or
FDSL student or parent loan borrowers within 30 days before or after crediting a
student’s account with FFEL or FDSL funds.

34 CFR 668.165, Notices and Authorizations

Because incurring a loan obligation is a serious responsibility, an FFEL or FDSL
loan borrower must be given the opportunity to cancel the loan at, or close to, the
time the funds are actually disbursed and the debt incurred. Without notification
of the rights to cancel a loan, there is an increased risk that a borrower may incur
unnecessary debt.

Brevard Community College (BrvCQC)

For 25 students tested, 13 had received FFEL funds during the audit period, and
the institution could not provide documentation that these students had received
the required notification in writing of (1)the date and amount of the
disbursement; (2) the recipient’s right to cancel all or a portion of the loan or the
disbursement; and (3) the procedure and time by which the recipient must notify
the institution that he or she wishes to cancel the loan or disbursement.

The institution uses an outside organization to perform disbursement of funds to
students; however, the institution failed to ensure that the required notifications
were being made.

The institution should implement procedures to ensure that FFEL student or
parent loan borrowers receive the required notification electronically, or in writing,
no earlier than 30 days before and no later than 30 days after crediting a student
or parents’ account with FFEL funds.

The instituiton has implemented new procedures for all Direct loan recipients. A
notice is sent to all loan recipients via their official student e-mail account
informing them of the date and amount of their disbursement, their right to cancel
all or a portion of the loan disbursement and the procedure and time by which the
student must cancel the loan if so desired. This is noted in Banner every time
loan funds are disbursed which meets the 30 day timefame requirement.

January 1, 2011

John F. Dietrich, Ed.D., V. P., Enrollment Management and Student Success
(321) 433-7090

Santa Fe College (SFeC)

For 25 students tested, 18 received FDSL loans. Nine of the 18 students
received FDSL funds on August 31, 2009, and for 3 of those students the
institution could not provide documentation that these students had received the
required notification in writing of: (1) the date and amount of the disbursement;
(2) the recipient’s right to cancel all or a portion of that loan or the disbursement;
and (3) the procedure and time by which the recipient must notify the institution
that he or she wishes to cancel the loan or disbursement. Upon inquiry of the
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College’s Information Technology Services (ITS) department, we were informed
that there were 331 such students for which the institution had not provided the
required notifications.

Due to a software programming error that affected some of the August 31, 2009,
disbursements, not all FDSL student loan borrowers received the required written
notifications regarding FDSL loan disbursements.

The institution should implement procedures to ensure that FDSL student loan
borrowers receive the required notification electronically, or in writing, no earlier
than 30 days before and no later than 30 days after crediting a student’s account
with FDSL funds.

The College has identified procedures and reports or other means of notification
to confirm that notifications to FDSL borrowers are sent in accordance with
regulations. The College's ITS department has monitored the electronic
notification process since programming error was identified and until such time
as alternative procedures are fully implemented.

June 30, 2011

Maureen McFarlane, Financial Aid Director
(352) 395-1932
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Telephone Number

U.S. DEPARTMENT OF EDUCATION

FA 10-095
84.032
Student Financial Assistance Cluster
Federal Family Education Loans (FFEL)
Special Tests & Provisions - Student Status Changes - Exit Counseling
Florida International University (FIU), Edison State College (ESC), and
Seminole State College (SSC)
Noncompliance
Report Number 2010-165, Finding No. FA 09-094

Three institutions did not always timely (within 30 days) provide exit counseling
materials for FFEL student loan borrowers who graduated, withdrew, or ceased
to be enrolled at least half-time.

34 CFR 682.604(g), Exit Counseling

When exit counseling information is not provided timely, FFEL student loan
borrowers may not be aware of their loan repayment obligations, and lenders and
guarantors may not be timely provided with important personal and contact
information, which could lead to an increased default rate for the institution.

Florida International University (FIU)

For 8 of 25 students tested, the institution did not provide exit counseling
materials within 30 days of when the FFEL student loan borrowers withdrew or
otherwise ceased to be enrolled at least half-time during the Spring 2010 term.
As of August 1, 2010, days late ranged from 126 to 259.

The institution’s computerized reporting system, which identifies students
requiring exit counseling, relies on a query to fully automate the process;
however, due to an incorrect query and a programming glitch, the institution did
not identify all FFEL student loan borrowers requiring exit counseling and, as a
result, did not provide exit counseling materials to all students ceasing at least
half-time enroliment.

The institution should modify its procedures to ensure that all FFEL student loan
borrowers requiring exit counseling are identified and that exit counseling
materials are provided within 30 days of an FFEL student loan borrower ceasing
at least half-time enrollment.

We found that while we did automate the process and were selecting the correct
population the run controls required manual intervention at the end of census
every term to be updated to point at the correct term. For example we set it on
the schedule to run for Fall 2009 = 1098 after census for that term. Then when
the spring census came around we should have updated the Edit Prompts to
point at the Spring 2010 = 1101 term. Unfortunately that did not occur in a timely
fashion and so we did not send EXIT Interviews for all Spring students

To correct this multiple run controls were created with each of the terms built in
and setting them on the FATIDAL schedule with a Run From/To date. This way
they automatically begin to run based on those dates, which are set to 5 days
after census for each term and will not require manual intervention.

September 2010

Francisco Valines, Director, Office of Financial Aid
(305) 348-2333
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Edison State College (ESC)

For 13 of 50 FFEL student loan borrowers who ceased at least half-time
enrolilment during the 2009-10 fiscal year, exit counseling materials were
provided 10 to 163 days late.

The institution's computerized reporting system did not identify all FFEL
recipients requiring exit loan counseling within 30 days of ceasing to be enrolled
at least half-time.

The institution should review and enhance its procedures to ensure that exit
counseling materials are provided within 30 days of an FFEL student loan
borrower ceasing at least half-time enroliment.

In order to ensure that exit counseling materials are provided within 30 days of
an FFEL student loan borrower ceasing at least half-time enrollment Edison
State College has reviewed and enhanced its procedures in several ways. The
first enhancement which requires students to register for graduation began in the
Spring Semester of 2009. This creates a tracking mechanism that would identify
students whose enrollment would cease. The second enhancement which
commenced in the Spring Semester of 2010 includes the addition of more
accurate information, via a user-defined field in the system, to the students'
records regarding the date the school became aware of the students' separation
from the school.

The above mentioned enhancements have been implemented as of the date of
the preliminary and tentative finding, August 17, 2010, but will continue to be
reviewed and modified in order to fully correct the deficient condition.

Barry Paine, Director of Student Financial Aid Services
(239) 432-6712

Seminole State College (SSC)

For 18 of 25 FFEL student loan borrowers who graduated during the Spring term,
the institution had not provided exit counseling materials. As of August 12, 2010,
the days late were 71 for 13 of the students and 210 for 5 of the students. The
institution relied on a statement on the Diploma and Certificates Applications
form (form) to alert all FFEL student loan borrowers who applied for graduation
that exit counseling must be completed; however, no evidence was maintained to
document that students had been provided exit counseling materials.

The institution relied upon the exit counseling statement on the form to satisfy its
exit counseling requirements. This statement informed the student to visit the
institution’s Web site and follow the links, which would eventually open a Web
page for the student to perform exit counseling. However, there was no evidence
that the students used the link and went to the Web site to obtain exit counseling
materials, nor was there evidence that exit counseling materials were provided to
those who did not visit the Web page.

The institution should strengthen its procedures to ensure all FFEL student loan
borrowers requiring exit counseling are identified and to require maintenance of
documentation evidencing that exit counseling materials are provided to such
students within 30 days of them ceasing at least half-time enrollment.

The institution agrees with this recommendation. Institutional procedures were
reviewed and revised to ensure that student borrowers are notified of exit
counseling requirements and documentation of such natification is maintained.

Official withdrawals are performed in person and not online. New procedures
require exit counseling to be completed at the time of official withdrawal. At that
time, students receive a copy of their completed exit counseling materials.

Effective October 2010, the Financial Aid Office receives a weekly list from the
Registrar's Office identifying students who have applied for graduation. College
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SSC Contact and
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staff ensures that all students applying for graduation complete a revised
Diploma and Certificates application that includes a statement of required exit
counseling. This statement provides students with instructions for completing
online exit counseling and information for obtaining printed exit counseling
materials. Students failing to complete online counseling within 30 days of
notification are mailed printed exit counseling materials.

Similarly, students who are considered as unofficial withdrawals are identified in
weekly enrollment reports. Students who unofficially withdraw or whose
enrollment is dropped below half-time status are notified of the requirement to
complete exit counseling either online or with printed materials. Students failing
to complete online counseling within 30 days of notification are mailed printed
exit counseling materials.

Student record retention systems retain documentation of the notification of
required exit counseling.

Fall Term 2010 and Spring Term 2011.

Robert Lynn, Director of Financial Aid and Scholarships
(407) 708-2044

Dick T. Hamann, V.P., Information Technology & Resources/CIO
(407) 708-2258

209



MARCH 2011

REPORT NoO. 2011-167

Finding Number
CFDA Number
Program Title

Compliance Requirement
State Educational Entity
Finding Type

Finding

Criteria

Effect

Condition

Cause

Recommendation

SJRCC Response and
Corrective Action Plan

U.S. DEPARTMENT OF EDUCATION

FA 10-096
84.032 and 84.268
Student Financial Assistance Cluster (SFA)
Federal Family Education Loans (FFEL)
Federal Direct Student Loans (FDSL)
Special Tests and Provisions — Student Status Changes — National Student Loan
Data System (NSLDS) Roster Files
St. Johns River Community College (SJRCC), Santa Fe College (SFeC), and
State College of Florida Manatee-Sarasota (SCF)
Noncompliance

Three institutions did not always accurately and timely report enrollment status
changes to NSLDS for FFEL or FDSL student loan borrowers. Unless the
institution expects to submit its next roster file (enroliment data) to NSLDS within
60 days, it must notify NSLDS directly within 30 days of discovering that a
student who received an FFEL or FDSL loan ceased to be enrolled on at least a
half-time basis.

34 CFR 682.610(c), Student Status Confirmation Reports
34 CFR 685.309(b)(2), Administrative and Fiscal Control and Fund Accounting
for Schools Participating in the Direct Loan Program

When NSLDS is not timely notified with accurate information, NSLDS may not be
aware of when an FFEL or FDSL student loan borrower ceases at least half-time
enrollment, thereby not timely starting the grace period for repayment of FFEL or
FDSL student loans, which may result in an increased default rate.

St. Johns River Community College (SJRCC)

For 8 of 29 student loan borrowers who withdrew or otherwise ceased to be
enrolled at least half-time during the 2009-10 award year, the institution reported
the enrollment status changes to NSLDS, 9 to 28 days late. In addition, for 10 of
the 29 students, the institution’s reported effective status change dates were not
accurate (the required status change dates were from 1 to 21 days after the
actual status changes occurred).

The institution reports student loan borrowers’ enroliment status changes to the
National Student Clearinghouse (NSC) monthly, beginning after the add and drop
period of a term. The NSC reports the enrollment status changes to NSLDS;
however, the institution did not have monitoring procedures in place to ensure
that required corrections to its enrollment data submitted to NSC were timely
resolved in order to include such changes on the next NSC submission to
NSLDS. Also, the institution’s reporting schedule to NSLDS did not include a
submission during April 2010, which resulted in some instances of late reporting.

According to institution personnel, due to the timing of computerized system
processing that updated changes in registration status, the institution reported
the dates that the process was run in the Fall 2009 and Spring 2010 terms as the
dates that these students ceased at least half-time enrollment. As a result, the
status change dates reported to NSLDS were later than the actual dates that the
students ceased to be enrolled at least half-time.

The institution should enhance its procedures to ensure that all enrollment status
changes for FFEL student loan borrowers are reported accurately and timely to
NSLDS.

A recent system upgrade now allows the computer system to record the exact
date/time of enrollment status changes, thereby correcting the problem causing
errors in reporting status changes. The set-up in the validation table in our
system was tested and modified in mid-September, 2010. Prior to this date, the
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SCF Response and
Corrective Action Plan

process required some manual intervention in the scheduling and running of a
process to update enrollment status changes, resulting in some differences in the
date/time the changes occurred. The update has resolved this issue.

Additionally, the SSCR schedule has been thoroughly reviewed and updated to
ensure timely reporting of the changes through the Clearinghouse to NSLDS,
which will correct the occasional late reporting of enroliment status changes to
NSLDS

September 10, 2010

Wayne Bodiford, Director of Financial Aid
(386) 312-4040

Santa Fe College (SFeC)

The enrollment status changes reported to NSLDS (through the National Student
Clearing House) beginning October 1, 2009, for all FDSL student loan recipients
who officially withdrew or dropped below half-time through the date of our audit
inquiry in August 2010, were incorrectly reported at the students’ most current
enrollment status prior to partial or complete withdrawal.

The institution’s NSLDS reporting procedures were not adequate to ensure that
FDSL student loan borrowers’ enrollment status changes were reported
accurately and timely to NSLDS. The institution implemented software changes
on October 1, 2009, which did not provide accurate information to ensure
compliance with NSLDS reporting requirements.

The institution should enhance its procedures to ensure that enrollment status
changes for FDSL student loan borrowers are reported accurately to NSLDS.

The College has taken measures to assure accurate enrollment reporting for
FDSL student loan borrowers occurs by developing a quality control check in the
Records Office after each reported upload. Records office staff is verifying and
checking proper enrollment status from reports and retaining proof of the quality
control check.

Completed

Lynn Sullivan, Registrar
(352) 395-5450

State College of Florida Sarasota-Manatee (SCF)
Report No. 2010-165, Finding No. FA 09-100

For 5 of 10 FFEL student loan borrowers tested who withdrew during the
2009-10 award year, the institution reported the enrollment status changes to
NSLDS 35 to 61 days late.

The institution submitted its roster files to the National Student Clearinghouse
(NSC) monthly and relied on NSC to transmit student status changes to NSLDS
for FFEL student loan borrowers. However, the institution did not have
monitoring procedures in place to ensure that NSC submitted student status
changes to NSLDS timely.

The institution should work with NSC and NSLDS to correct the submission
problems or develop alternative procedures to provide timely and accurate FFEL
student loan borrowers’ enrollment status information to NSLDS.

In addition to the monthly National Student Clearinghouse electronic file reporting
process, direct reporting of any enrollment status changes are being sumitted
directly to NSLDS web site for the reporting of student withdrawals. This new
process was implemented with the Fall 2010 term.
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Additionally, personnel in Educational Records were identified and granted direct
access to the NSLDS web site to enter information on a timely bases. This
process started September 17, 2010.

Estimated Corrective Immediate and Ongoing
Action Date

SCF Contact and Dr. Donald R. Bowman, Vice President, Educational and Student Services
Telephone Number (941) 752-5301
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UWF Response and
Corrective Action Plan
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U.S. DEPARTMENT OF EDUCATION

FA 10-097
84.038
Student Financial Assistance Cluster (SFA)
Federal Perkins Loan Program (FPL)
Special Test and Provisions — Student Status Changes — Exit Counseling
University of West Florida (UWF)
Noncompliance
Report No. 2010-165, Finding No. FA 09-095

The institution did not always timely (within 30 days) provide exit counseling
materials for FPL student loan borrowers who graduated, withdrew, or ceased to
be enrolled at least half-time during the 2009-10 fiscal year.

34 CFR 674.42(b), Contact with the Borrower — EXxit Interview

Institution records provided for our review indicated that for 8 of 54 students who
received FPL funds and also graduated, withdrew, or ceased to be enrolled at
least half-time during the 2009-10 fiscal year, exit counseling materials were not
provided within 30 days of when they graduated, withdrew, or ceased to be
enrolled at least half-time. The institution provided exit counseling materials
3 days late for 2 of the students and from 41 to 138 days late for the other
6 students.

The institution did not have adequate procedures to ensure that FPL student loan
borrowers who graduated, withdrew, or ceased to be enrolled at least half-time
were timely provided exit counseling materials.

When exit counseling information is not provided timely, FPL student loan
borrowers may not be fully aware of their loan repayment obligations, which
could lead to an increased default rate at the institution.

The institution should ensure that exit counseling materials are provided within
30 days of an FPL student loan borrower graduating, withdrawing, or ceasing to
be enrolled at least half-time.

In response to the prior year finding, procedures regarding exit counseling were
drafted and responsible personnel were trained on these procedures. It has
subsequently been necessary to implement requirements for timely managerial
follow-up to ensure compliance with prescribed exit counseling procedures.
These requirements have been incorporated into the desk manuals and
checklists of appropriate personnel.

September 1, 2010

Colleen M. Asmus, Assistant Vice President for Financial Affairs
(850) 474-2642
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U.S. DEPARTMENT OF EDUCATION

FA 10-098
84.063
Student Financial Assistance Cluster (SFA)
Federal Pell Grant Program (PELL)
Special Tests and Provisions — Return of Title IV Higher Education Opportunity
Act (HEOA) Funds — Unofficial Withdrawals and Nonattendance
Broward College (BrwC)
Noncompliance and Significant Deficiency
Questioned Costs — $5,334.40 PELL
Report No. 2010-165, Finding No. FA 09-103

The institution had not implemented adequate procedures to determine, within
30 days after the end of the payment period, whether Title IV HEOA funds were
earned for students who ceased attendance without providing official notification
to the institution for their withdrawal. As a result, the institution did not timely
identify, calculate, and return (within 45 days) unearned Title IV HEOA funds to
the applicable Federal program for students who unofficially withdrew prior to the
60 percent point of the payment period. In addition, the institution did not always
document attendance in at least one class for all students who received Title IV
HEOA funds and return applicable Title IV HEOA funds disbursed to the Federal
program.

34 CFR 668.21 and 668.22, Treatment of Federal Perkins Loan, FSEOG,
Federal Pell Grant, ACG, and National SMART Program Funds if Recipient
Withdraws, Drops Out, or is Expelled Before His or Her First Day of Class and
Treatment of Title IV Funds When a Student Withdraws

As similarly noted in our prior audit, for 7 of 25 students tested who unofficially
withdrew and received Title IV HEOA funds during the Fall 2009 term, the
institution did not maintain documentation to support that the students attended
past the 60 percent point of the payment period. The institution did not timely
identify these students and timely return the unearned funds to the applicable
Federal program. Subsequent to audit inquiry, the institution returned $4,665.40
(PELL), in September 2010, 258 days after the end of the payment period.

In addition, for 1 of the 25 students tested that received Title IV HEOA funds
during the Fall 2009 term, the institution did not document attendance in at least
one class. Absent documentation evidencing that the student attended at least
one class, the student was not eligible for PELL funds totaling $669. Subsequent
to audit inquiry, the institution returned $669 (PELL), in September 2010,
265 days after the end of the payment period.

The institution relies on the faculties’ timely and accurate input to a newly
developed online attendance system used to identify students who unofficially
withdraw or do not attend at least one class. Faculty are to accurately record
when students cease to attend by assigning a W grade and indicating the last
date of attendance when inputting the final grades into the online attendance
system. Documentation should be maintained to support the last date of
attendance and retained for audit. These records are intended to assist in the
timely return of unearned funds to the applicable Federal programs or lenders;
however, faculty may not be aware of the importance of the information they are
required to provide and information may not be timely, or adequately, supported.

The institution retained unearned Title IV HEOA funds that should have been
returned to the applicable Federal program.

The institution should monitor its online attendance system and procedures to
ensure the accurate and timely identification, calculation, and return of unearned
Title IV HEOA funds to the applicable Federal programs or lenders. The
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Estimated Corrective
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institution should also perform a complete review of students’ attendance to
determine if additional returns of Title IV HEOA funds are required and, if so,
immediately remit the funds to the applicable Title IV HEOA programs or lenders.

The College has added a component to its online grading system to require
faculty to enter the last date of attendance with all failing grades. The College
has provided faculty with an attendance/enrollment verification tutorial for all
faculty to use to make them familiar with this process. The Vice President of
Student Affairs and Vice President of Academic Affairs has presented to faculty
this plan at every faculty senate meeting and senior management team meeting
since the audit criticism to bring attention to this matter. The College will
continue to educate faculty, staff, and management on this process. With this
new system in place, faculty will not be allowed to enter a failing grade for a
student without the Last Day of Attendance and specific documentation as
evidence of attendance past the 60 percent point. The College will check the
effectiveness of this new system after grades are recorded by faculty for the Fall
term in January 2011. The College Associate Vice President of Student
Financial Aid and the Financial Aid Compliance Director will review and monitor
compliance of this new system after each term and will also check to make sure
documentation is kept in a central location in each program/discipline department
to ensure that this documentation is retained for a specified period of time and
easily accessible for review.

Additionally, the College has instituted controls to determine that all faculty verify
attendance at 100 percent in each class before aid is disbursed. The results of
those controls has shown progress. The College has had 100 percent
enrollment verification for Winter 2009-10 all sessions, Summer 2010-11 all
sessions; and Fall 2010-11 Sessions 1, 2, and 3 at the writing of this document.
Session 4 enrollment verification period begins October 28, 2010.

The College has also designated a team to review records of all students for the
academic year 2009-10 who received W and F grades. After this information has
been reviewed and analyzed and the College notices a pattern of
non-attendance, a return of Title IV calculation will occur and all aid returned. If
the College can clearly identify a pattern of non-attendance after reviewing the
record, the College will ask faculty to validate and document attendance past the
60 percent point. If the validation cannot be obtained from the faculty of record
for any reason, the College will perform a return of Title IV calculation and return
the unearned aid.

The corrective action plan is already in place and will be ongoing. The evidence
of the online grading system should show results of compliance as soon as
January 2011. However, the College will continue to monitor its results as noted
above.

Angelia Millender, Vice President for Student Affairs
(954) 201-7486

Jayson Iroff, Vice President for Finance
(954) 201-7405
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U.S. DEPARTMENT OF EDUCATION

FA 10-099
84.032 and 84.063
Student Financial Assistance Cluster (SFA)
Federal Family Education Loans (FFEL)
Federal Pell Grant Program (PELL)
Special Tests and Provisions — Return of Title IV Higher Education Opportunity
Act (HEOA) Funds (Nonattendance and Official and Unofficial Withdrawals)
Daytona State College (DSC)
Noncompliance and Significant Deficiency
Questioned Costs - Unknown

The institution did not always document attendance in at least one class for
students who received Title IV HEOA funds and received all failing, incomplete,
and withdraw grades, and improvements are needed over the institution’s
procedures for determining and returning Title IV HEOA funds to the applicable
Federal lenders and programs for students who withdrew.

34 CFR 668.21, Treatment of Title IV Grant and Loan Funds if the Recipient does
not Begin Attendance at the Institution; 682.201, Eligible Borrowers;
682.604(b)(2)(i), (d)(3), and (4)(i/ii), Processing the Borrower’'s Loan Proceeds;
668.22, Treatment of Title IV