State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

Finding Number: 2023-002

State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable

AL Number(s) and Program Title(s): 10.558 — Child and Adult Care Food Program
Federal Awarding Agency: U.S. Department of Agriculture

Federal Award Number(s): 6AR300322; 6AR300323; 6AR300342

Federal Award Year(s): 2022 and 2023

Compliance Requirement(s) Affected: Cash Management

Type of Finding: Noncompliance and Material Weakness

Repeat Finding:
Not applicable

Criteria:
In accordance with 2 CFR § 200.303(c), a non-federal entity must evaluate and monitor its compliance with statutes,
regulations, and the terms and conditions of federal awards.

In addition, 2 CFR § 200.400(a) and (b), the non-federal entity is responsible for the efficient and effective administration
of the federal award through the application of sound management practices and assumes responsibility for
administering federal funds in a manner consistent with underlying agreements, program objectives, and the terms and
conditions of the federal award.

Condition and Context:
The Agency receives the following separate grant awards for reimbursement payments to meal providers and
sponsoring organizations:

1) CNP Block Consolidated (ALN 10.555).
2) CNP CACFP Cash in Lieu (ALN 10.558).
3) CNP CACFP Sponsor Administrative (ALN 10.558).
Previous correspondence between ALA and the federal awarding agency indicated that each grant award has a

designated purpose, and funds are not to be used interchangeably among the grant awards. (Note: This
correspondence was shared with Agency management during calendar year 2018.)

All expenditures are assigned an internal order number to identify the applicable federal program and cost category
within AASIS, the State’s accounting system. The Agency’s Division of Child Care and Early Childhood Education
(DCCECE) staff are responsible for ensuring expenditures are properly coded in AASIS, and the managerial accounting
staff utilize expenditure transactions in AASIS to complete cash draws for direct costs to the program.

ALA review of 15 cash draws to determine if funds were drawn from the appropriate grant revealed the following:

e Sponsor Administrative and Cash in Lieu expenditures (ALN 10.558), totaling $98,474 and $38,342,
respectively, were inappropriately drawn from the CNP Block Consolidated grant (ALN 10.555).

(Note: DCCECE transitioned from the Arkansas Department of Human Services to the Arkansas Department of
Education on August 1, 2023.)

Statistically Valid Sample:
Not a statistically valid sample

Questioned Costs:
$136,816

Cause:

DCCECE personnel did not correctly code CACFP Sponsor Administrative expenditures in AASIS, causing managerial
accounting staff to draw funds from the incorrect grant award. Additionally, managerial accounting staff did not establish
procedures to ensure the Cash in Lieu grant award was adequately funded prior to processing federal cash draws.
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

Finding Number: 2023-002 (Continued)

State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable

AL Number(s) and Program Title(s): 10.558 — Child and Adult Care Food Program
Federal Awarding Agency: U.S. Department of Agriculture

Federal Award Number(s): 6AR300322; 6AR300323; 6AR300342
Federal Award Year(s): 2022 and 2023

Compliance Requirement(s) Affected: Cash Management

Type of Finding: Noncompliance and Material Weakness
Effect:

Funds were drawn for unallowable expenditures (based on the purpose of each grant).

Recommendation:

ALA staff recommend the Agency establish and document procedures that specifically address the proper coding of
expenditures in AASIS. In addition, ALA staff recommend the Agency strengthen procedures to ensure that staff
properly monitor federal cash draws by reconciling with allowable expenditures and request additional funds when
necessary.

Views of Responsible Officials and Planned Corrective Action:
Department of Human Services Response

DHS concurs with the finding. The Division of Childcare and Early Childhood Education (DCCECE) utilized a custom
software platform to provide payment files o the State’s accounting software, AASIS, to issue payments to recipients.
Within this software, the AASIS coding for Sponsor Administrative costs is coded to CNP Block Consolidated (ALN
10.555) instead of CNP CACFP Sponsor Administrative (ALN 10.558) for the questioned costs of $98,474.00. Expense
error corrections were not received timely by managerial accounting staff prior to the close out of SFY2023. Effective
August 1, 2023, the division formerly known as DCCECE at DHS transitioned to the Arkansas Department of Education
(ADE). DHS alerted financial staff with ADE in February 2024 to review the custom software platform to ensure grant
expenses are being properly coded now.

Due to depleted grant funds in CNP CACFP Cash in Lieu (ALN 10.558), the questioned costs of $38,341.68 in grants
funds were manually moved by DHS Managerial Accounting staff into the CNP Block Consolidated grant. Managerial
accounting staff have been refrained to ensure adequate federal funds are available prior to drawing. If manual
adjustments are required, the division’s CFO, or their designee, must review and approve manual adjustments prior to
the managerial accounting staff executing manual adjustments. DHS Office of Finance is developing an internal control
documenting the prior approval process.

DHS will continue to work in cooperation and coordination with ADE to provide all relevant financial information,
documentation, or other items necessary for the administrative functions of DCCECE so as not fo disrupt any services.

Arkansas Depariment of Education Response

The Arkansas Department of Education, Finance unit monitors federal grant awards by using separate cost centers for
each program and award year within. This process provides fransparent delineation of expenses and revenues within
the State’s accounting system, AASIS. Additionally, ADE Finance owns an established procedure to reconcile federal
grant awards for each month, within 90 days of the month’s end. The reconciliation procedure accounts for all activity
within the grants and ensures data is aligned from the federal drawdown system fo the State’s accounting system,
AASIS.

Anticipated Completion Date:
Department of Human Services Response:  3/31/2024

Arkansas Depariment of Education Response: The itemized CNP programs are reconciled using ADE
procedures as of August 1,2023. ADE ensures the accuracy of data from August 1, 2023, through January 31, 2024.
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

Finding Number: 2023-002 (Continued)

State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable

AL Number(s) and Program Title(s): 10.558 — Child and Adult Care Food Program
Federal Awarding Agency: U.S. Department of Agriculture

Federal Award Number(s): 6AR300322; 6AR300323; 6AR300342
Federal Award Year(s): 2022 and 2023

Compliance Requirement(s) Affected: Cash Management

Type of Finding: Noncompliance and Material Weakness

Views of Responsible Officials and Planned Corrective Action:

Contact Person: Misty Eubanks
Deputy Secretary for Operations and Budget and Interim Chief Financial Officer
Department of Human Services
P.0O. Box 1437, Slot 8201
Little Rock, AR 72203-1437
501-320-8327
Misty Eubanks@dhs.arkansas.gov

Amy Thomas

Accounting Operations Manager
Arkansas Department of Education
Four Capitol Mall, Room 204

Little Rock, AR 72201
501-682-3636

Amy. Thomas@ade . arkansas.gov
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

Finding Number: 2023-003

State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable

AL Number(s) and Program Title(s): 10.558 — Child and Adult Care Food Program
Federal Awarding Agency: U.S. Department of Agriculture

Federal Award Number(s): 6AR300322

Federal Award Year(s): 2023

Compliance Requirement(s) Affected: Cash Management

Type of Finding: Significant Deficiency

Repeat Finding:
Not applicable

Criteria:

2 CFR § 200.303(a) requires a non-federal entity to establish and maintain effective internal control over the federal
award that provides reasonable assurance that the non-federal entity is managing the federal award in compliance with
federal statutes, regulations, and the terms and conditions of the award.

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

Condition and Context:

The Agency’s Division of Managerial Accounting staff perform weekly reconciliations between federal cash draw downs
and expenditure transactions in AASIS, the State’s accounting system. The reconciliation is utilized to ensure funds
are drawn for actual expenditures. The Division’s policy is to use funds drawn in excess of actual expenditures within
three days after discovery; otherwise, funds are returned to the federal awarding agency.

ALA reviewed the cash draw reconciliations that were completed for federal fiscal years 2022 and 2023 to determine if
they were completed accurately and to ensure the Agency adhered to its policy regarding excess funds drawn.

ALA review revealed that funds drawn against the 2023 CNP Block grant exceeded the allowable expenditures totaling
$1,496,279. The Agency was not in compliance with its policy regarding excess funds drawn because the Agency did
not immediately adjust future draws or return excess funds, as stated in its policy.

(Note: DCCECE transitioned from the Arkansas Department of Human Services to the Arkansas Department of
Education on August 1, 2023.)

Statistically Valid Sample:
Not a statistically valid sample

Questioned Costs:
$1,496,279

Cause:
Managerial Accounting staff did not effectively utilize the cash draw reconciliation to ensure funds drawn were only for
immediate cash needs.

Effect:
Agency staff did not adjust subsequent cash draws or return funds to the federal awarding agency after the excess
draws were discovered.

Recommendation:

ALA staff recommend the Agency review and strengthen its control procedures regarding draws and contact the
Arkansas Department of Education and the federal awarding agency to ensure draws do not exceed allowable
expenditures going forward.
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

Finding Number: 2023-003

State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable

AL Number(s) and Program Title(s): 10.558 — Child and Adult Care Food Program
Federal Awarding Agency: U.S. Department of Agriculture

Federal Award Number(s): 6AR300322

Federal Award Year(s): 2023

Compliance Requirement(s) Affected: Cash Management

Type of Finding: Significant Deficiency

Views of Responsible Officials and Planned Corrective Action:

Department of Human Services Response

DHS concurs with the finding. Specifically, the documentation provided to auditors during the audit period did not
include a full review of allowable expenditures correlated to the federal draws. During the quarter, indirect costs are
estimated and are then adjusted to actual indirect costs when the qguarterly cost allocation report is completed. If an
overpayment was identified after comparing to the cost allocation report, the next federal draw would be reduced by
the overpayment. Due to the timing of the DHS Cost Allocation report and the omittance of the allowable 2022 CNP
Block grant expenditures, the expenses were understated for 2023 CNP Block grant resulting in the appearance of a
federal overpayment.

Following the audit, it was determined DHS DCCECE staff coded 161 transactions totaling direct costs of $1,877,927.62
of allowable expenses for October 2022, November 2022, and March 2023 in the State’s accounting software, AASIS,
to the 2022 CNP Block grant when only $505,835.54 federal grant funds were available. The difference of
$1,472,092.08 in federal funding was properly drawn from the 2023 CNP Block grant, but AASIS error corrections were
not timely submitted to the managerial accounting prior o the close of SFY2023 to ensure the proper allocation of the
expenditures. The cost allocation report provided to auditors during the audit period only included the 2023 CNP Block
grant AASIS coding and did not include the 2022 CNP Block grant AASIS coding of $1,472,092.08. The remaining
difference of $24,186.92 is due to timing of DHS’s Cost Allocation quarterly report that became available July 20th for
the June 30th 2023 CNP Block grant expenses. DHS submitted additional documentation to ALA in February 2024
accounting for all allowable expenditures.

DHS Managerial Accounting staff have been provided additional cost allocation training and audit response training.
Documents responsive to audit requests will be more fully reviewed prior to submission as senior finance management
staffing allows. Effective August 1, 2023, DHS DCCECE has transitioned to Arkansas Department of Education (ADE).
DHS will continue to work in cooperation and coordination to provide all relevant financial information, documentation,
or other items necessary for the administrative functions of DCCECE so as not to disrupt any services.

Arkansas Department of Education Response

Arkansas Department of Education, Finance unit monitors fund balances in the States’s accounting system, AASIS, at
minimum, every other day. The frequency of this process accounts for previous activity in funds or cost centers and
pending activity recognized at the time of the review including, but not limited to, upcoming expenses and drawdown
requests. ADE procedures ensure the finance unit closely oversees cash on hand, if any, and all necessary drawdowns
are completed for immediate use.

Additionally, funds associated with the Office of Early Childhood (formerly DCCECE) that were carried to ADE are
shown in the cash edit table, allowing the fund o have a negative balance in the State’s accounting system, AASIS.
Including funds in the cash edit table supports the agency in preventing excess drawdowns by allowing funds to be
received after expenses are processed. ADE is confident this procedure ensures accurate amounts are drawn.

Anticipated Completion Date:
Department of Human Services Response:.  Complete

Arkansas Depariment of Education Response: ADE Finance has implemented the named procedure and
continues to monitor cash on hand closely, as the ADE Office of Early Childhood staff, (formerly DHS DCCECE), are
frained in this procedure.
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

Finding Number: 2023-003 (Continued)

State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable

AL Number(s) and Program Title(s): 10.558 — Child and Adult Care Food Program
Federal Awarding Agency: U.S. Department of Agriculture

Federal Award Number(s): 6AR300322

Federal Award Year(s): 2023

Compliance Requirement(s) Affected: Cash Management

Type of Finding: Significant Deficiency

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

Contact Person: Misty Eubanks
Deputy Secretary for Operations and Budget and Interim Chief Financial Officer
Department of Human Services
P.0. Box 1437, Slot 8201
Little Rock, AR 72203-1437
501-320-8327
Misty.Eubanks@dhs.arkansas.gov

Amy Thomas

Accounting Operations Manager
Arkansas Department of Education
Four Capitol Mall, Room 204

Little Rock, AR 72201
501-682-3636
Amy.Thomas@ade.arkansas.gov
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

Finding Number: 2023-004

State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable

AL Number(s) and Program Title(s): 10.558 — Child and Adult Care Food Program
Federal Awarding Agency: U.S. Department of Agriculture

Federal Award Number(s): 6AR300322; 6AR300323; 6AR300342

Federal Award Year(s): 2022 and 2023

Compliance Requirement(s) Affected: Procurement and Suspension and Debarment
Type of Finding: Material Weakness

Repeat Finding:
Not applicable

Criteria:

2 CFR § 200.303(a) requires a non-federal entity to establish and maintain effective internal control over the federal
award that provides reasonable assurance that the non-federal entity is managing the federal award in compliance with
federal statutes, regulations, and the terms and conditions of the award.

In addition, 2 CFR § 200.214 holds entities subject to 2 CFR Part 180, which restricts awards, subawards, and contracts
with certain parties that are debarred, suspended, or otherwise excluded from or ineligible for participation in federal
assistance programs or activities.

Condition and Context:

A management evaluation was performed by the U.S. Department of Agriculture — Food and Nutrition Service (USDA-
FNS) in July 2021. The evaluation revealed that the Agency was not clearly documenting its review of the National
Disqualified List (NDL) prior to approving providers. In December 2021, the Agency implemented a procedure to upload
the results of the search for suspended and debarred providers from the NDL to its Special Nutrition Program (SNP)
database. The search and upload would occur prior to the approval of a provider.

To determine if the Agency’s new control procedure was operating as designed and effective, ALA selected 25
approved providers located within the SNP database to determine if the Agency uploaded its search of the NDL prior
to approving the application. This review revealed the following:

e In 15 instances, the NDL search was not uploaded to the SNP database.

e Inone instance, the Agency Coordinator and the Manager approved a provider on October 11, 2022, and
October 13, 2022, respectively. However, the NDL search was not uploaded prior to the approvals. The
upload occurred on December 5, 2022.

Statistically Valid Sample:
Not a statistically valid sample

Questioned Costs:
None

Cause:
The Agency did not consistently adhere to the newly established procedure.

Effect:
Failure to adhere to the newly established procedure for internal control over compliance increases the risk that an
ineligible provider is approved in error.

Recommendation:
ALA staff recommend the Agency review its newly developed control procedure with applicable staff to ensure
compliance with suspension and debarment requirements.
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

Finding Number: 2023-004 (Continued)

State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable

AL Number(s) and Program Title(s): 10.558 — Child and Adult Care Food Program
Federal Awarding Agency: U.S. Department of Agriculture

Federal Award Number(s): 6AR300322; 6AR300323; 6AR300342

Federal Award Year(s): 2022 and 2023

Compliance Requirement(s) Affected: Procurement and Suspension and Debarment
Type of Finding: Material Weakness

Views of Responsible Officials and Planned Corrective Action:

Department of Human Services Response

DHS concurs with the finding. The SNP database has been updated to reflect that a National Disqualified List (NDL)
search was run on the 15 providers that were reviewed. The Health and Nutrition Unit for the Office of Early Childhood
conducted a staff training on the written application procedure with an emphasis on performing and documenting NDL
searches prior {o approval of the application. (Note: Effective August 1, 2023, DHS DCCECE has fransitioned to
Arkansas Department of Education.)

Arkansas Department of Education Response

Arkansas Department of Education’s Office of Early Childhood, Health and Nutrition unit conducted fraining December
2023 and continues to maintain staff training on the written application procedure to ensure providers are reviewed
against the National Disqualified List (NDL) database and prior to approval.

Anticipated Completion Date:

Department of Human Services Response: Complete
Arkansas Department of Education Response: Continuous
Contact Person: Pamela Burton

Director, Health and Nutrition Unit, Division of Elementary and Secondary
Education

Arkansas Department of Education

700 Main Street, Room 1216

Little Rock, AR 72203

501-320-8978

Pamela Burton@ade.arkansas.gov

61



Finding Number:

State of Arkansas

Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

State/Educational Agency(s):
Pass-Through Entity:

AL Number(s) and Program Title(s):

Federal Awarding Agency:

Federal Award N

umber(s):

Federal Award Year(s):

Compliance Requirement(s) Affected:

Type of Finding:

Repeat Finding:
Not applicable.

Criteria:

2023-015

Arkansas Department of Human Services
Not Applicable

93.659 — Adoption Assistance

U.S. Department of Human Services
Various

Various

Eligibility

Noncompliance and Material Weakness

In accordance with 45 CFR 1356.40(b)(1), the adoption assistance agreement must be signed and in effect at the time
of or prior to the final decree of adoption. The adoption assistance agreement is defined at 42 USC 675(3).

Condition and Context:
ALA staff reviewed 60 client adoption files to ensure sufficient, appropriate evidence was provided to support the
Agency’s determination of eligibility. The clients selected for testing had adoption legalization dates that spanned from
March 2006 to April 2023. The review revealed deficiencies as summarized below:

e One client file, with an adoption legalization date of July 16, 2010, did not contain a signed subsidy
nt. The adoptive parents received monthly subsidy payments from August 2010 - present.
Questioned costs representing the federal portion, totaled $51,098, as follows:

agreeme

>

YV VY VY VY VY VY VYV VY

\4

$3,281 - SFY 2011
$3,487 - SFY 2012
$3,648 - SFY 2013
$3,702 - SFY 2014
$3.784 - SFY 2015
$3,708 - SFY 2016
$3,684 - SFY 2017
$3,726 - SFY 2018
$3,918 - SFY 2019
$4,190 - SFY 2020
$4,370 - SFY 2021
$4,594 - SFY 2022
$4,637 - SFY 2023
$ 369 - SFY 2024

e Two subsidy agreements, with adoption legalized dates of March 9, 2006, and May 27, 2009, respectively,
were signed but not dated by the adoptive parents. However, the agreements were signed and dated by
the Division of Child and Family Services (DCFS) Director.

e One subsidy agreement, signed and dated by the adoptive parents and DCFS Director, stated the
adoptive family qualified for a “deferred subsidy.” The agreement did not authorize a federal subsidy at
the time of adoption. A keying error in the Children’s Reporting and Information System (CHRIS) caused
the adoptive family to begin receiving a federal subsidy on the decree of adoption date. The adoptive
parents received three unauthorized monthly subsidy payments in state fiscal year 2023. Questioned
costs representing the federal portion, totaled $737.

Statistically Valid Sample:
Not a statistically valid sample
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

Finding Number: 2023-015 (Continued)

State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable

AL Number(s) and Program Title(s): 93.659 — Adoption Assistance

Federal Awarding Agency: U.S. Department of Human Services
Federal Award Number(s): Various

Federal Award Year(s): Various

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Material Weakness

Questioned Costs:
$51,835

Cause:
DCFS did not maintain sufficient records to support the adoption subsidy agreement with the parents of the adopted
child.

Effect:
DCFS does not have adequate documentation supporting the eligibility of federal adoption subsidy payments made on
behalf of adopted children.

Recommendation:
ALA staff recommend the Agency continue providing adequate communication with and training to appropriate
personnel to ensure compliance with program requirements and retention of documentation.

Views of Responsible Officials and Planned Corrective Action:

DHS concurs with the finding. The agency has updated its documented controls o require confirmation that agreements
are signed by all parties before processing adoption subsidy packets. Adoption staff will be trained on the updated
controls.

Anticipated Completion Date: 3/31/2024

Contact Person: Tiffany Wright
Director, Division of Children and Family Services
Department of Human Services
700 Main Street
Little Rock, AR 72201
501-396-6477
Tiffany. Wright@dhs.arkansas.gov
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

Finding Number: 2023-016

State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable

AL Number(s) and Program Title(s): 93.659 — Adoption Assistance

Federal Awarding Agency: U.S. Department of Human Services
Federal Award Number(s): Various

Federal Award Year(s): Various

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Material Weakness

Repeat Finding:
Not applicable

Criteria:

In accordance with 42 USC § 673 (a)(4)(A) and (B), a payment may not be made to parents with respect to a child if
the state determines that the parents are no longer legally responsible for the support of the child or if the state
determines that the child is no longer receiving any support from the parents. Parents who have been receiving
adoption assistance payments shall keep the state, administering the program, informed of circumstances that would
make them ineligible for the payments.

In accordance with 45 CFR § 75.303, a non-federal entity must:

e Establish and maintain effective internal control over the federal award that provides reasonable
assurance that the non-federal entity is managing the federal award in compliance with federal statutes,
regulations, and the terms and conditions of the award. These controls should be in compliance with
Green Book or COSO guidance.

e Evaluate and monitor its compliance with the award.

e Take prompt action when instances of noncompliance are identified, including noncompliance identified
in audit findings.

Condition and Context:

When an adoptive parent is no longer legally responsible for the support of the child (i.e., death of parent, termination
of parental rights, child no longer receiving support from parent), the Adoption Unit must be notified in order to end the
adoption subsidy. However, the notifications are not always timely, and the required information entered into the
Children’s Reporting and Information System (CHRIS) can be delayed, resulting in payments made to parents past the
subsidy end date. As a result, the Agency established internal control procedures to identify these types of payments
and the overpayment information is provided to the accounts receivable department for collection.

ALA obtained a report from Division of Children and Family Services (DCFS) staff that contained all subsidy
overpayments for the state fiscal year ended June 30, 2023. The report revealed subsidy overpayments for 29 clients
with payments made to 22 providers. ALA reviewed documentation for five clients to ensure that the overpayments
were researched and properly submitted for collection and that proper collection efforts were made by the accounts
receivable department.

ALA review revealed the following deficiencies:

e  Three subsidy payments, totaling $1,016, were made on behalf of three children subsequent to the death
of the provider. The adoption unit failed to properly research the event to determine if an overpayment
had occurred. As a result, questioned costs representing the federal portion, totaled $787.

e  Two subsidy payments, totaling $1,170, were made subsequent to the death of one client. The adoption
unit failed to properly research the event to determine if an overpayment had occurred. As a result,
questioned costs representing the federal portion, totaled $908.
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

Finding Number: 2023-016 (Continued)

State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable

AL Number(s) and Program Title(s): 93.659 — Adoption Assistance

Federal Awarding Agency: U.S. Department of Human Services
Federal Award Number(s): Various

Federal Award Year(s): Various

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Material Weakness

Condition and Context (Continued):
e The Agency did not receive timely notification that parental rights had been terminated for three clients.
As aresult, 91 subsidy payments, totaling $40,638, were processed in error. A portion of these payments
dated back to prior fiscal years 2018 through 2022. Additionally, when discovered, the overpayment
information sent to the accounts receivable department for two clients was not complete. Questioned
costs representing the federal portion, totaled $30,713, as follows:
> $2,837 - SFY 2018
$3,749 - SFY 2019
$4,190 - SFY 2020
$5,738 - SFY 2021
$9,457 - SFY 2022
> $4,742 - SFY 2023

The following discoveries contributed to the errors regarding the overpayments for the three clients noted above and
are as follows:

YV V V V

e  Fortwo of the three clients whose overpayment balance was submitted to Accounts Receivable (A/R) for
collection, A/R failed to send the Notice of Collection letters to the providers. The letter is sent via certified
mail, and the provider is required to sign for the letter. The signed notice is required before A/R can
pursue any legal action to collect the overpayment from the provider.

e  Forthree providers, the subsidy overpayment was recorded in the Agency’s accounts receivable system
(AROPTS) as a Foster Care Board overpayment. As a result, the Demand Notice and the Notice to
Intercept State Income Tax Refund(s) sent to the provider misrepresented the overpayment as Foster
Care instead of Adoption Assistance.

e In one instance, the Demand Notice and the Notice to Intercept State Income Tax Refund(s) sent to the
provider included inaccurate overpayment information. Each notice letter included different overpayment
information and did not agree to the overpayment amount submitted from the Adoption Unit to A/R.

e  One provider submitted a reimbursement totaling $920, but it was not properly recorded by A/R. As a
result, the overpayment balance was not appropriately reduced.

Further discussion with the Agency revealed that adjustments have not been made for these overpayments on the
quarterly federal financial reports or communicated with the federal awarding agency.

Statistically Valid Sample:
Not a statistically valid sample

Questioned Costs:
$32,408
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

Finding Number: 2023-016 (Continued)

State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable

AL Number(s) and Program Title(s): 93.659 — Adoption Assistance

Federal Awarding Agency: U.S. Department of Human Services
Federal Award Number(s): Various

Federal Award Year(s): Various

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Material Weakness

Cause:

The internal control process for identifying, researching, calculating, and submitting overpayments to A/R is not
adequate. In addition, internal control procedures for processing and collecting overpayments by A/R are not adequate.
Finally, the adoption unit is not notified of relevant events timely resulting in the ending of a subsidy.

Effect:

The Division of Children and Family Services does not have an adequate process in place to accurately identify and
calculate overpayments and properly notify the Agency’s A/R department that an overpayment has occurred. In
addition, the Agency’s A/R department does not have an adequate process in place to effectively and efficiently attempt
to collect adoption subsidy overpayments. Finally, the federal awarding agency may require recoupment.

Recommendation:

ALA staff recommend the Agency immediately update its internal control procedures document regarding the
overpayment processes and provide relevant training to staff. In addition, ALA staff recommend the Agency
immediately develop procedures for notifying the Adoption Unit of the termination of adoptive parent parental rights to
ensure subsidy end date information is processed timely.

Views of Responsible Officials and Planned Corrective Action:
DHS concurs with the finding. The agency has updated its internal controls procedures to require enhanced review of
payments made after the death of a provider or a client and enhanced monitoring of when a client is removed from an
adoptive parent’s home. The Accounts Receivable Unit in the Office of Finance has implemented systems changes
that ensures all claims will generate a collections notice with the correct claims data. The noted outstanding collection
notices have been sent and data entry errors have been corrected.

Anticipated Completion Date: Complete

Contact Person: Tiffany Wright
Director, Division of Children and Family Services
Department of Human Services
700 Main Street
Little Rock, AR 72201
501-396-6477
Tiffany. Wright@dhs.arkansas.gov
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

Finding Number: 2023-017

State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable

AL Number(s) and Program Title(s): 93.659 — Adoption Assistance

Federal Awarding Agency: U.S. Department of Human Services
Federal Award Number(s): 2301ARADPT; 2201ARADPT; 2101ARADPT
Federal Award Year(s): 2021, 2022, and 2023

Compliance Requirement(s) Affected: Matching, Level of Effort, Earmarking
Type of Finding: Material Weakness

Repeat Finding:
Not applicable

Criteria:

In accordance with 45 CFR § 75.303, a non-federal entity must establish and maintain effective internal control over a
federal award that provides reasonable assurance that the non-federal entity is managing the federal award in
compliance with federal statutes, regulations, and the terms and conditions of the federal award.

Additionally, 45 CFR 75.342(a) states that a non-federal entity is responsible for the oversight of operations for federal
award supported activities. The non-federal entity must monitor its activities to assure compliance with applicable
federal requirements.

Since federal fiscal year 2010, federal regulations have required states to apply less restrictive program eligibility
requirements to children who meet specific criteria. This can result in additional federal funding and, therefore, a
reduction in state costs. Federal regulations at 42 USC 673(a)(8) require the Agency to calculate the amount saved, if
any, and spend an equal amount on certain program services. Maintaining this state spending at the appropriate level
is referred to as level of effort.

The Agency is also required to spend no less than 30 percent of any such savings on post-adoption services, post
guardianship services, and services to support and sustain positive permanent outcomes for children who might
otherwise enter the State’s foster care program. The Agency must accurately report these amounts to the federal
grantor on the Annual Adoption Savings Report.

Condition and Context:

ALA staff requested the Agency’s internal control procedures over the level of effort — adoption savings requirement.
Additionally, ALA staff requested the file tracking the excess funds used as savings. This review revealed the following
deficiencies:

e The Agency was unable to provide documented internal controls addressing any of the five elements of
COSO for the time period under review.

e The Agency was unable to provide documentation to support that it was monitoring adoption savings
activities to ensure compliance with Level of Effort requirements.

Statistically Valid Sample:
Not a statistically valid sample

Questioned Costs:
None

Cause:

The Agency has not established an internal control process for tracking or monitoring state-funded spending and
completing the Annual Adoption Savings Report. It is noted that the Division responsible for the report and monitoring
the level of effort requirement has recently experienced significant employee turnover.
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

Finding Number: 2023-017 (Continued)

State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable

AL Number(s) and Program Title(s): 93.659 — Adoption Assistance

Federal Awarding Agency: U.S. Department of Human Services
Federal Award Number(s): 2301ARADPT; 2201ARADPT

Federal Award Year(s): 2022, 2023

Compliance Requirement(s) Affected: Matching, Level of Effort, Earmarking
Type of Finding: Material Weakness

Effect:

Without a system to accurately account for and record expenditures related to adoption savings, the Agency could not
demonstrate it spent the amount reported. Inadequate controls for effectively monitoring compliance could result in
failure to meet level of effort requirement and also limit the Agency’s ability to effectively manage the grant.

Recommendation:

ALA staff recommend the Agency establish internal controls to track state-funded spending. In addition, the Agency
should establish written policies and procedures specifying how the Agency will determine the amount of adoption
assistance savings and subsequent expenditures of those savings to be reported to the grantor. Finally, ALA staff
recommend the Agency review maintenance of effort reports to ensure the amount of expenditures reported to the
grantor has been accurately determined and is adequately supported.

Views of Responsible Officials and Planned Corrective Action:
DHS concurs with the finding. The agency will develop a procedure to monitor and accurately report adoption savings
activities and will submit an updated Adoption Savings Report to correct any previously incorrectly reported amounts.

Anticipated Completion Date: 3/31/2024

Contact Person: Tiffany Wright
Director, Division of Children and Family Services
Department of Human Services
700 Main Street
Little Rock, AR 72201
501-396-6477
Tiffany. Wright@dhs.arkansas.gov
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

Finding Number: 2023-018

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

Pass-Through Entity: Not Applicable

AL Number(s) and Program Title(s): 93.659 — Adoption Assistance

Federal Awarding Agency: U.S. Department of Human Services

Federal Award Number(s): 2201ARADPT

Federal Award Year(s): 2022

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

Type of Finding: Noncompliance and Material Weakness

Repeat Finding:
Not applicable

Criteria:

45 CFR 75.342(a) states that a non-federal entity is responsible for the oversight of operations for federal award
supported activities. The non-federal entity must monitor its activities to assure compliance with applicable federal
requirements.

Since federal fiscal year 2010, federal regulations have required states to apply less restrictive program eligibility
requirements to children who meet specific criteria. This can result in additional federal funding and, therefore, a
reduction in state costs. Federal regulations at 42 USC 673(a)(8) require the Agency to calculate the amount saved, if
any, and spend an equal amount on certain program services. Maintaining this state spending at the appropriate level
is referred to as level of effort.

The Agency is also required to spend no less than 30 percent of any such savings on post-adoption services, post
guardianship services, and services to support and sustain positive permanent outcomes for children who might
otherwise enter the State’s foster care program. The Agency must accurately report these amounts to the federal
grantor on the Annual Adoption Savings Report.

According to the supplemental terms and conditions relating to Title IV-E programs from the federal awarding agency,
the Annual Adoption Savings Report (Part 4) must be submitted no later than 30 days following the end of the federal
fiscal year (i.e., no later than October 30). (See 45 CFR §201.5 and 45 CFR §1355.30(n)(1).)

Condition and Context:
ALA staff reviewed the Annual Adoption Savings Calculation and Accounting report for period ended September 30,
2022. ALA staff requested documentation supporting the amount spent on program services utilizing the adoption
savings to ensure the expenditures were sufficient to equal the savings calculated and reported. This review revealed
the following deficiencies:

e The Annual Adoption Savings Report for the period ended September 30, 2022 was incomplete and the
data used in preparing the report calculation was not adequately supported.
e  The Annual Adoption Savings Report was not submitted within established time constraints.

e The Agency was unable to provide documentation to support that it was tracking the annual adoption
savings amounts in order to meet the level of effort compliance requirements.

Statistically Valid Sample:
Not a statistically valid sample

Questioned Costs:
Unknown

Cause:

The Agency has not established an internal control process for tracking or monitoring state-funded spending and
completing the Annual Adoption Savings Report. It was noted that the Division responsible for the report and monitoring
the level of effort requirement has recently experienced significant employee turnover.
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

Finding Number: 2023-018 (Continued)

State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable

AL Number(s) and Program Title(s): 93.659 — Adoption Assistance

Federal Awarding Agency: U.S. Department of Human Services

Federal Award Number(s): 2201ARADPT

Federal Award Year(s): 2022

Compliance Requirement(s) Affected: Matching, Level of Effort, Earmarking; Reporting
Type of Finding: Noncompliance and Material Weakness

Effect:

Without a system to accurately account for and record expenditures related to adoption savings, the Agency could not
demonstrate it spent the amount reported. The grant agreement allows the grantor to take action for noncompliance
that can include temporarily withholding funds, wholly or partly suspending or terminating the award, and withholding
further awards from the program.

Recommendation:

ALA staff recommend the Agency establish internal controls to track state-funded spending. In addition, the Agency
should establish written policies and procedures specifying how the Agency will determine the amount of adoption
assistance savings and subsequent expenditures of those savings to be reported to the grantor. Finally, ALA staff
recommend the Agency review maintenance of effort reports to ensure the amount of expenditures reported to the
grantor has been accurately determined, is adequately supported, and is submitted timely.

Views of Responsible Officials and Planned Corrective Action:
DHS concurs with the finding. The agency will develop a procedure to monitor and accurately report adoption savings
activities and will submit an updated Adoption Savings Report to correct any previously incorrectly reported amounts.

Anticipated Completion Date: 3/31/2024

Contact Person: Tiffany Wright
Director, Division of Children and Family Services
Department of Human Services
700 Main Street
Little Rock, AR 72201
501-396-6477
Tiffany Wright@dhs.arkansas.gov
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

Finding Number: 2023-019
State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable

ALN Number(s) and Program Title(s): 93.767 — Children’s Health Insurance Program

93.778 — Medical Assistance Program
(Medicaid Cluster)
Federal Awarding Agency: U.S. Department of Health and Human Services
Federal Award Number(s): 05-2205AR5021; 05-2305AR3002
(Children’s Health Insurance Program)

05-2205AR5MAP; 05-2305AR5MAP
(Medicaid Cluster)

Federal Award Year(s): 2022 and 2023
Compliance Requirement(s) Affected: Allowable Costs/Cost Principles -

Managed Care Medical Loss Ratio (PASSE and Dental)
Type of Finding: Material Noncompliance and Material Weakness

Repeat Finding:
A similar issue was reported in prior-year finding 2022-028.

Criteria:

In afinal rule, published in the Federal Register on May 6, 2016 (81 FR 27498), the Centers for Medicare and Medicaid
Services (CMS) adopted Medical Loss Ratio (MLR) requirements for Medicaid and Children’s Health Insurance
Program (CHIP) managed care programs. One of the requirements is that a state must require each Medicaid managed
care plan to calculate and report an MLR for rating periods starting on or after July 1, 2017. Each CHIP managed care
plan is required to calculate and report an MLR for rating periods for state fiscal years beginning on or after July 1,
2018.

In accordance with 42 CFR § 438.8(c), if a state elects to mandate a minimum MLR, that minimum must be equal to or
higher than 85%. 42 CFR § 438.8(j) indicates that if the state requires a minimum MLR to be met and if it is not met,
there must be remittance to the state. Sections 9.3.1, 12.2.1, and 12.2.2 of the Dental Managed Care contracts state
that the Dental Managed Care entities must submit a report detailing the calculation of its MLR on the 15™ day of August
in the year following the completion of each calendar year and that the MLR will be used to enforce a rebate at the end
of the year.

Also, per 42 CFR § 438.5(c)(1), states must provide audited financial reports to the actuary, who determines capitation
rates, for the three most recent and complete years for the managed care entities. These reports must be specific to
the Medicaid contract and in accordance with generally accepted accounting principles and generally accepted auditing
standards.

Finally, with regard to capitation rate setting for certain Managed Care Organization (MCOQ) plans, prior approval must
be obtained as required, in accordance with the regulations below:

e 42 CFR § 438.4(b) - Capitation rates for MCOs must be reviewed and approved by CMS as actuarially
sound and must be provided to CMS in an approved format and within a timeframe that meets the
requirements defined by 42 CFR § 438.7.

e 42 CFR § 438.7(a) - States must submit all MCO rate certifications concurrent with the review and
approval process for contracts as specified in 42 CFR § 438.3(a).

e 42 CFR § 438.3(a) - CMS must review and approve all contracts, including those contracts that are not
subject to the prior approval requirements in 42 CFR § 438.806. For states seeking approval of contracts
prior to a specific effective date, proposed final contracts must be submitted to CMS for review no later
than 90 days prior to the effective date of the contract.

e 42 CFR § 438.3(c) - The capitation rate and the receipt of capitation payments under the contract must
be specifically identified in the applicable contract submitted for CMS review and approval.
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

Finding Number: 2023-019 (Continued)
State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable

ALN Number(s) and Program Title(s): 93.767 — Children’s Health Insurance Program

93.778 — Medical Assistance Program
(Medicaid Cluster)
Federal Awarding Agency: U.S. Department of Health and Human Services
Federal Award Number(s): 05-2205AR5021; 05-2305AR3002
(Children’s Health Insurance Program)

05-2205AR5MAP; 05-2305AR5MAP
(Medicaid Cluster)

Federal Award Year(s): 2022 and 2023
Compliance Requirement(s) Affected: Allowable Costs/Cost Principles -

Managed Care Medical Loss Ratio (PASSE and Dental)
Type of Finding: Material Noncompliance and Material Weakness

Criteria (Continued):

e 42 CFR § 438.806(b) - For MCO contracts, prior approval by CMS is a condition of Federal Financial
Participation (FFP) under any MCO contract that has a value equal to or greater than the following
threshold amounts: $1,000,000 for 1998 (the value for all subsequent years is increased by the
percentage increase in the consumer price index). FFP is not available in an MCO contract that does not
have prior approval from CMS.

Condition and Context:

ALA reviewed the Dental Managed Care program and the Provider-Led Arkansas Shared Savings Entity (PASSE)
managed care program for compliance with the various managed care MLR requirements. As a result of procedures
performed, the following deficiencies were noted:

Dental Managed Care:

e The calendar year 2021 MLR calculation for one of the two Dental Managed Care entities reflected a
remittance, totaling $2,094,667, which was due to the State no later than December 31, 2022. However,
the remittance still had not been made as of fieldwork date (November 3, 2023). Total questioned costs
related to the federal portion of these expenditures were $1,485,140 and $150,870 for Medicaid and
CHIP, respectively.

e Audited financial reports were not provided to the actuary for the three most recent and complete years
prior to the reporting period. As the Dental Managed Care program was effective beginning January 1,
2018, audited financial reports from calendar years 2019, 2020, and 2021 for the two Dental Managed
Care entities should have been provided.

PASSE:

e Audited financial reports were not provided to the actuary for the three most recent and complete years
prior to the reporting period. As the PASSE managed care program was effective beginning March 1,
2019, audited financial reports from calendar years 2019, 2020, and 2021 for three of the four PASSEs
should have been provided. (The three PASSEs are AR Total Care, Empower, and Summit’ CareSource
did not participate in the PASSE program until calendar year 2022).

e No documentation was provided to substantiate that the Agency received approval from CMS for the
calendar year 2022 PASSE contracts or rates prior to the start of calendar year 2022. Previously
approved calendar year 2021 rates continued to be paid throughout all of calendar year 2022.
Documentation obtained shows that the original calendar year 2022 PASSE contracts that were effective
through September 30, 2022, were submitted to CMS for approval on January 5, 2021, that PASSE
amendments extending the PASSE contracts through December 31, 2022, were submitted to CMS for
approval on October 7, 2022, and the initial calendar year 2022 rates were submitted to CMS for approval
on January 7, 2022. Multiple calendar year 2022 rate submissions have occurred since the initial rates
were submitted, with the most recent submission occurring on June 21, 2023.
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

Finding Number: 2023-019 (Continued)
State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable

ALN Number(s) and Program Title(s): 93.767 — Children’s Health Insurance Program

93.778 — Medical Assistance Program
(Medicaid Cluster)
Federal Awarding Agency: U.S. Department of Health and Human Services
Federal Award Number(s): 05-2205AR5021; 05-2305AR3002
(Children’s Health Insurance Program)

05-2205AR5MAP; 05-2305AR5MAP
(Medicaid Cluster)

Federal Award Year(s): 2022 and 2023
Compliance Requirement(s) Affected: Allowable Costs/Cost Principles -

Managed Care Medical Loss Ratio (PASSE and Dental)
Type of Finding: Material Noncompliance and Material Weakness

Condition and Context (Continued):
PASSE (Continued):

As of fieldwork date, November 8, 2023, the Agency has still not received CMS approval for either the
calendar year 2022 PASSE contracts or rates.

e No documentation was provided to substantiate that the Agency received approval from CMS for the
calendar year 2023 PASSE contracts or rates prior to the start of calendar year 2023. Previously
approved calendar year 2021 rates were initially paid, but were later adjusted to the calendar year 2023
rates. Documentation obtained shows that the calendar year 2023 PASSE contracts and rates were
submitted to CMS for approval on November 28, 2022. As of fieldwork date of November 8, 2023, the
Agency has still not received CMS approval for either the calendar year 2023 PASSE contracts or rates.

Statistically Valid Sample:
Not a statistically valid sample

Questioned Costs:
$1,485,140 (Medicaid)
$ 150,870 (CHIP)

Cause:
The Agency did not adequately develop or implement procedures to ensure that the various managed care MLR
requirements were met.

Effect:
Failure to adequately develop and implement appropriate internal control procedures limits the Agency’s ability to
adequately monitor the program to ensure compliance.

Recommendation:

ALA staff recommend the Agency develop and implement control procedures for managed care MLR requirements for
both the Dental and PASSE managed care programs to ensure that the required audited financial reports are provided:;
calculated Dental Managed Care MLR remittances due are received timely, in accordance with the terms and conditions
included in the Dental Managed Care contracts; and PASSE contracts and capitation rates receive prior approval from
CMS as required.

Views of Responsible Officials and Planned Corrective ;ﬁ\ﬁ'ﬁﬂﬁ

DHS concurs, in part, and disputes, in paﬁs this finding. The noted MLR remittance was :u@mw‘m *?0 collection on
Sf“am;mb%*r 12, 20? "E"h@ agency has developed and 'ms%emﬁ s\ ! a process to collec ,§3 IMLR rebat ug monthly
capitation payments. The agency will amend its Dental Manags ’35:\;;"9. contract to address this recoupment process.
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

Finding Number: 2023-019 (Continued)
State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable

ALN Number(s) and Program Title(s): 93.767 — Children’s Health Insurance Program

93.778 — Medical Assistance Program
(Medicaid Cluster)
Federal Awarding Agency: U.S. Department of Health and Human Services
Federal Award Number(s): 05-2205AR5021; 05-2305AR3002
(Children’s Health Insurance Program)

05-2205AR5MAP; 05-2305AR5MAP
(Medicaid Cluster)

Federal Award Year(s): 2022 and 2023
Compliance Requirement(s) Affected: Allowable Costs/Cost Principles -

Managed Care Medical Loss Ratio (PASSE and Dental)
Type of Finding: Material Noncompliance and Material Weakness

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

The agency has provided its actuary with the audited financial statements for all Dental Managed Care and PASSE
entities dating back to the beginning of these programs and will update its internal control fo clarify the process for
calculating the three years of reports that must be submitted to the actuary.

The agency disagrees that approved contracted rates were not being used for calendar year 2022. 42 CFR § 438.4(b)
only requires that capitation rates be set at an actuarially sound rate for a specified time period. The requirement fo
receive approval for capitated rates does not mean that states are required to use previously approved rates from a
prior year until a new one is approved. Actuarial best practices dictate that it is not appropriate to pay actuarial rates
developed for a prior time period because there may be material differences in trend rates, covered benefits, provider
reimbursement, and covered populations. Instead, it is optimal to use rates specifically developed for the applicable
time limit even if CMS has not approved the rates. By using this approach, the agency ensures that it is paying MCO’s
and PASSE’s capitation rates developed to be consistent with their financial responsibilities. Continued adherence o
this practice is necessary as CMS consistently approves rates well after the beginning of the contract year. While CMS
approval is beyond the agency’s conirol, agency confrols and coniracts have been updated to ensure rates and
contracts are submitted 90 days prior to the start of the contract year.

Anticipated Completion Date: Complete

Contact Person: Elizabeth Pitman
Director, Division Medical Services
Department of Human Services
700 Main Street
Little Rock, AR 72201
501-244-3944
Elizabeth.Pitman@dhs.arkansas.gov

ALA agrees that the actuary was provided with the audited financials. However, 42 CFR § 438.5(c)(1), states that the
audited financial reports are to be those as defined at 42 CFR § 438.3(m), which those provided were not. See finding

2023-023 for further details.

ALA agrees that continuing to pay rates from a prior year until a new one is approved is also not appropriate. As a
MCO plan, PASSE contracts and rates must receive prior CMS approval. No documentation was provided to show
that this was obtained for calendar years 2022 and 2023.

Finally, although the timeliness of receiving CMS approval is ultimately beyond the agency’s control, 42 CFR § 438.3(a)
indicates that proposed final contracts must be submitted to CMS for review no later than 90 days prior to the effective
date of the contract. As noted above, based upon documentation provided, the initial calendar year 2022 rates were
submitted to CMS for approval on January 7, 2022, and the initial calendar year 2023 rates were submitted to CMS for
approval on November 28, 2022.
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

Finding Number: 2023-020

State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable

AL Number(s) and Program Title(s): 93.767 — Children’s Health Insurance Program

93.778 — Medical Assistance Program
(Medicaid Cluster)
Federal Awarding Agency: U.S. Department of Health and Human Services
Federal Award Number(s): 05-2205AR5021; 05-2305AR3002
(Children’s Health Insurance Program)

05-2205AR5MAP; 05-2305AR5MAP
(Medicaid Cluster)

Federal Award Year(s): 2022 and 2023
Compliance Requirement(s) Affected: Eligibility
Type of Finding: Material Weakness

Repeat Finding:
A similar issue was reported in prior-year finding 2022-023.

Criteria:

In accordance with 45 CFR § 75.303, a non-federal entity must establish and maintain effective internal control over
the federal award that provides reasonable assurance that the non-federal entity is managing the federal award in
compliance with federal statues, regulations, and terms and conditions of the award.

Also, 42 CFR 435.945(d), states that all Medicaid state eligibility determination systems must conduct data matching
through the Public Assistance Reporting Information System (PARIS).

Condition and Context:

PARIS is a data matching service that identifies recipients of public assistance who receive duplicate benefits in two or
more states, in order to help detect improper payments. This system is administered by the Office of the Administration
for Children and Families (ACF) within the U.S. Department of Health and Human Services.

ALA selected two quarters from state fiscal year 2023 for review to ensure that the Agency participated in the interstate
PARIS match and to determine that adequate supporting documentation was available to demonstrate that the Agency
adequately reviewed identified matches and determined whether those recipients were currently residing in Arkansas
and, therefore, properly received benefits under the Arkansas Medicaid or CHIP programs.

ALA review confirmed that the Agency participated in the PARIS match for the two quarters selected for testing (i.e.,
November 2022 and May 2023).

ALA then selected a sample of 20 recipients (10 recipient cases from each selected quarterly report) that were flagged
as receiving Medicaid or CHIP benefits in Arkansas and another state to determine if those cases were reviewed. ALA
testing of PARIS match results revealed one recipient with an open Medicaid case in both Arkansas and another state.
The match was based on the recipient’'s name, date of birth, and social security number. Information related to this
match was not uploaded to the ARIES eligibility system because of a system coding issue; therefore, the recipient’s
case was not reviewed to determine if the recipient met the residency requirement.

Statistically Valid Sample:
Not a statistically valid sample

Questioned Costs:
Unknown
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

Finding Number: 2023-020 (Continued)

State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable

AL Number(s) and Program Title(s): 93.767 — Children’s Health Insurance Program

93.778 — Medical Assistance Program
(Medicaid Cluster)
Federal Awarding Agency: U.S. Department of Health and Human Services
Federal Award Number(s): 05-2205AR5021; 05-2305AR3002
(Children’s Health Insurance Program)

05-2205AR5MAP; 05-2305AR5MAP
(Medicaid Cluster)

Federal Award Year(s): 2022 and 2023
Compliance Requirement(s) Affected: Eligibility

Type of Finding: Material Weakness
Cause:

The ARIES system logic excluded PARIS match results from being uploaded into the system when any address line
field was left blank. For example, if “Address line 17 on the PARIS match report was empty, system logic did not
consider information recorded on “Address line 2,” which could confirm the recipient’s out of state address. According
to the Division of County Operations (DCO), PARIS matching system logic within ARIES will need to be adjusted to
ensure these types of cases are identified in the future.

Effect:

Failure to review the PARIS interstate matches could result in the Agency not identifying individuals who are no longer
residents of Arkansas and, as a result, are ineligible to receive benefits under the Arkansas Medicaid or CHIP programs.
Improper payments could be made on behalf of ineligible recipients.

Recommendation:

ALA staff recommend the Agency develop system controls in ARIES to ensure that all PARIS interstate match data
received by the State is used when determining whether Medicaid benefits are dually active in Arkansas and another
state. This will ensure the recipients qualify for continued eligibility coverage.

Views of Responsible Officials and Planned Corrective Action:
DHS concurs with the finding. ARIES system logic has been updated to consider all information recorded in the PARIS
matlch reports when identifying cases for review.

Anticipated Completion Date: Complete

Contact Person: Mary Franklin
Director, Division County Operations
Department of Human Services
700 Main Street
Little Rock, AR 72201
501-681-8377
Mary Franklin@dhs.arkansas.gov
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

Finding Number: 2023-021

State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable

AL Number(s) and Program Title(s): 93.767 — Children’s Health Insurance Program

93.778 — Medical Assistance Program
(Medicaid Cluster)

Federal Awarding Agency: U.S. Department of Health and Human Services

Federal Award Number(s): 05-2305AR3002
(Children’s Health Insurance Program)

05-2305AR5ADM; 05-2305AR5MAP
(Medicaid Cluster)

Federal Award Year(s): 2023
Compliance Requirement(s) Affected: Matching, Level of Effort, Earmarking
Type of Finding: Material Noncompliance and Material Weakness

Repeat Finding:
A similar issue was reported in prior-year findings 2022-024.

Criteria:

In accordance with 45 CFR § 95.507(4), the Agency’s established Cost Allocation Plan is required to contain sufficient
information in such detail to permit the Director — Division of Cost Allocation, after consulting with the Operating
Divisions, to make an informed judgment on the correctness and fairness of the State’s procedures for identifying,
measuring, and allocating all costs to each of the programs operated by the Agency.

42 CFR §§ 433.10 and 433.15 established rates to be used to calculate non-administrative and administrative state
match and require that the state pay part of the costs for providing and administering the Medical Assistance Program
(MAP) and the Children’s Health Insurance Program (CHIP).

Condition and Context:

Medicaid:

ALA selected seven days from June 2023 to determine if the funds used as match for administrative and program
expenditures for those days were from an allowable funding source. The match required from the seven days selected
totaled $41,444,396. Of this amount, ALA staff were able to confirm allowable funding sources for $17,699,441 but
were unable to confirm allowable funding sources for the balance totaling $23,744,955.

CHIP:

ALA selected two days from June 2023 to determine if the funds used as match for administrative and program
expenditures for those days were from an allowable funding source. The match required from the two days selected
totaled $772,427. Of this amount, ALA staff were able to confirm allowable funding sources for $364,794 but unable
to confirm allowable funding sources for the balance totaling $407,633.

Statistically Valid Sample:
Not a statistically valid sample

Questioned Costs:
MAP - $23,744,955
CHIP - $407,633

Cause:

In response to prior-year findings, the Agency implemented new procedures to include AASIS coding detail in the Funds
Management Ledger and in AASIS transfer entries to allow for improved monitoring of funding sources by program.
However, the new procedures were not implemented until June 2023. Although ALA was able to perform testing and
determine the new procedures were implemented, many funding sources, including both state general revenues and
other non-federal revenue sources are transferred to paying funds immediately when they become available. As such,
the Agency had not implemented the new procedures at the time the funds were initially transferred; therefore, these
entries did not include the needed detail to determine the source of funds.
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

Finding Number: 2023-021 (Continued)

State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable

AL Number(s) and Program Title(s): 93.767 — Children’s Health Insurance Program

93.778 — Medical Assistance Program
(Medicaid Cluster)
Federal Awarding Agency: U.S. Department of Health and Human Services
Federal Award Number(s): 05-2305AR3002
(Children’s Health Insurance Program)

05-2305AR5ADM; 05-2305AR5MAP
(Medicaid Cluster)

Federal Award Year(s): 2023
Compliance Requirement(s) Affected: Matching, Level of Effort, Earmarking
Type of Finding: Material Noncompliance and Material Weakness

Cause (Continued):

ALA further noted, as stated in prior-year audit findings, the Agency utilizes a Lotus ledger system to monitor source of
funds by AASIS fund. ALA reviewed reports from this system and identified many errors, including incorrect amounts,
misclassified funding source, and discrepancies between prior-month ending balances and current-month beginning
balances. Therefore, ALA determined the reports could not be relied upon to verify allowable source of funds.

Effect:
The Agency’s inadequate controls resulted in a failure to document the required state match and could limit the
Agency’s resources to ensure the State can continue to provide benefits.

Recommendation:
ALA staff recommend the Agency continue to strengthen procedures and implement appropriate controls to allow the
Agency to track funding sources used to meet state match requirements for federal programs.

Views of Responsible Officials and Planned Corrective Action:

DHS disputes this finding. All funds used as maich for administrative and program expenditures were from an allowable
funding source. The agency confirmed that the Arkansas Medicaid Program Trust Fund, which funds all bank accounts
used for administrative and program expenditures for Medicaid and CHIP, is only funded with statutorily allowed
revenues. The complex nature of Medicaid and CHIP finance and frequency of transactions necessitates paying
accounts be sufficiently funded to pay all costs associated with administering the programs. This often results in
accounts carrying a fund balance that does not require the agency to draw down additional state general revenue or
other non-federal funds to meet its stale match obligation. While the agency disagrees that a dollar-for-dollar
reconciliation of funding draws is the appropriate way to confirm program expenditures are from an allowable source,
we continue to update our general ledger system fo improve the ability to monitor state general revenues and other
non-federal federal revenue sources used to maich federal funding.

Anticipated Completion Date: Complete

Contact Person: Misty Eubanks
Deputy Secretary for Operations and Budget and Interim Chief Financial Officer
Department of Human Services
P.0. Box 1437, Slot 8201
Little Rock, AR 72203-1437
501-320-8327
Misty. Eubanks@dhs.arkansas.gov
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Finding Number: 2023-021 (Continued)

State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable

AL Number(s) and Program Title(s): 93.767 — Children’s Health Insurance Program

93.778 — Medical Assistance Program
(Medicaid Cluster)
Federal Awarding Agency: U.S. Department of Health and Human Services
Federal Award Number(s): 05-2305AR3002
(Children’s Health Insurance Program)

05-2305AR5ADM; 05-2305AR5MAP
(Medicaid Cluster)

Federal Award Year(s): 2023
Compliance Requirement(s) Affected: Matching, Level of Effort, Earmarking
Type of Finding: Material Noncompliance and Material Weakness

Additional Comments from the Auditor:

As noted in prior year findings related to state matching requirements, the Agency does not maintain documentation
identifying the original source of revenues for the category “other non-federal.” Additionally, the Arkansas
Administrative Statewide Information System (AASIS) does not include functionality to identify the revenue source for
monies previously transferred to the AASIS paying funds; therefore, the Agency utilizes an outside accounting system,
Lotus 1-2-3, to maintain and trace federal revenue, state general revenue and other non-federal funds available. ALA
further notes Agency staff manually key information into this system daily; however, no reviews or other controls are in
place to ensure the accuracy of the funding category balances. ALA review of the June 2023 reports from the Lotus
system revealed multiple errors as identified in the “Cause” section of the finding above. ALA also performed a review
of division level monitoring of revenue sources. Per this review, the Agency’s monitoring procedures are performed at
the division level and are not broken out to the federal program level. Therefore, ALA was unable to verify the funds
used to the meet the State matching requirements were from an appropriate funding source.
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Finding Number: 2023-022

State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable

AL Number(s) and Program Title(s): 93.767 — Children’s Health Insurance Program

93.778 — Medical Assistance Program
(Medicaid Cluster)

Federal Awarding Agency: U.S. Department of Health and Human Services

Federal Award Number(s): 05-2205AR5021; 05-2305AR3002
(Children’s Health Insurance Program)

05-2205AR5MAP; 05-2305AR5MAP
(Medicaid Cluster)

Federal Award Year(s): 2022 and 2023
Compliance Requirement(s) Affected: Reporting
Type of Finding: Noncompliance and Material Weakness

Repeat Finding:
A similar issue was reported in prior-year finding 2022-033.

Criteria:

In accordance with 45 CFR § 75.303, a non-federal entity must establish and maintain effective internal control over
the federal award that provides reasonable assurance that the non-federal entity is managing the federal award in
compliance with federal statutes, regulations, and terms and conditions of the award.

The Agency’s controls include the establishment of written procedures for identifying and properly reporting
expenditures on the quarterly CMS-64 and CMS-21 reports. Established written procedures ensure the Agency can
prepare reports accurately and timely in instances of system issues or staff changes.

Additionally, the Agency completes reconciliations of Total Medical Service Expenditures per CMS-64 and CMS-21
reports to the Quarterly Cost Allocation Reports. The reconciliations help to ensure that expenditures are accurately
reported.

Finally, 42 CFR 430.30(c) requires submission of a quarterly CMS-64 for the Medical Assistance Program (MAP) no
later than 30 days after the end of each quarter. Amounts reported on the CMS-64 must be an accurate and complete
accounting of actual expenditures.

Condition and Context:

ALA reviewed written procedures for the CHIP and Medicaid reporting workbooks for the quarters ended September
30, 2022 and March 31, 2023. Reporting instructions were included for each workbook. However, the instructions had
not been updated to cover all current items in the workbooks, making the control ineffective.

The Agency’s quarterly reconciliations of total reported expenditures to cost allocation reports for the quarters
previously mentioned were also reviewed. ALA review revealed the Agency failed to identify and explain a significant
portion of the noted variance between the Agency’s accounting system and reported expenditures for the quarter ended
September 30, 2022.

The unexplained portion of the variance totaled $108.1 million (5.92% of total reported expenditures) for the Medicaid
program and totaled $8.2 million (21.37% of total reported expenditures) for CHIP. Therefore, the reconciliation is not
considered effective as the variances were not adequately explained.
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Finding Number: 2023-022 (Continued)

State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable

AL Number(s) and Program Title(s): 93.767 — Children’s Health Insurance Program

93.778 — Medical Assistance Program
(Medicaid Cluster)
Federal Awarding Agency: U.S. Department of Health and Human Services
Federal Award Number(s): 05-2205AR5021; 05-2305AR3002
(Children’s Health Insurance Program)

05-2205AR5MAP; 05-2305AR5MAP
(Medicaid Cluster)

Federal Award Year(s): 2022 and 2023
Compliance Requirement(s) Affected: Reporting
Type of Finding: Noncompliance and Material Weakness

Condition and Context (Continued):

Additionally, ALA staff performed testing of expenditures reported on the CMS-64 for the quarters ending September
30, 2022, and March 31, 2023, to confirm accuracy and completeness with the expenditures recorded in the Agency’s
financial management system. ALA review revealed the following errors:

e  From the September 30, 2022, CMS-64 report, 25 line items totaling $1,912,069,973 and representing
91.52% of MAP expenditures were selected. ALA identified uncorrected errors affecting three line items,
resulting in a net understatement of the federal portion of expenditures totaling $87,676.

e  Fromthe March 31, 2023, CMS-64 report, 24 line items totaling $2,044,925,178 and representing 90.54%
of MAP expenditures were selected. ALA identified uncorrected errors affecting two line items, resulting
in a net overstatement of the federal portion of expenditures totaling $53,907.

Statistically Valid Sample:
Not a statistically valid sample

Questioned Costs:
Understated amount - $87,676
Overstated amount - $53,907

Cause:
The Agency did not adequately perform the implemented control activities to ensure they were operating effectively. In
addition, the Agency failed to adequately review report line calculations for accuracy prior to submitting the quarterly
reports

Effect:
The Agency’s control procedures to ensure quarterly reports are completed timely and accurately may not be effective
in preventing, detecting, and correcting expenditure reporting errors.

Expenditure amounts reported on the CMS-64 were misstated for the MAP, resulting in the Agency claiming incorrect
federal funding amounts for the expenditures.

Recommendation:

ALA staff recommend the Agency update reporting instructions for CHIP and Medicaid workbooks to ensure reports
are prepared timely and accurately. ALA further recommends the Agency ensure any large variances have an
explanation when reconciling reported amounts to cost allocation to ensure expenditures are correctly reported.

Additionally, ALA staff recommend the Agency perform a thorough review of report calculations for accuracy prior to
submitting the quarterly reports; review and verify the accuracy of the supporting documentation for all manual
adjustments; and correct identified errors by entering prior period adjustments on subsequent CMS-64 reports.
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Finding Number: 2023-022 (Continued)

State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable

AL Number(s) and Program Title(s): 93.767 — Children’s Health Insurance Program

93.778 — Medical Assistance Program
(Medicaid Cluster)
Federal Awarding Agency: U.S. Department of Health and Human Services
Federal Award Number(s): 05-2205AR5021; 05-2305AR3002
(Children’s Health Insurance Program)

05-2205AR5MAP; 05-2305AR5MAP
(Medicaid Cluster)

Federal Award Year(s): 2022 and 2023
Compliance Requirement(s) Affected: Reporting
Type of Finding: Noncompliance and Material Weakness

Views of Responsible Officials and Planned Corrective Action:

DHS concurs with the finding. The agency will update its written reporting instructions for Medicaid and CHIP to cover
all items in the report workbooks. After the conclusion of the audit testing, the agency confirmed that the noted variance
between the agency’s accounting system and reported expenditures for the quarter ended September 30, 2022, was
below the 5% threshold which requires an explanation to be provided to CMS financial analysts. The agency has
reassigned resources to the Medicaid reporting section which will allow for additional time to spend researching
variances identified in quarterly reconciliations. The agency also confirmed that the understatement of the federal
portion of the September 30, 2022, CMS-84 report was $10,582, and the overstatement of the federal portion of the of
the March 31, 2023, CMS-64 report was $30,664. The agency will correct these errors through an adjustment on an
upcoming submission of the CMS-64 report.

Anticipated Completion Date: 713112024

Contact Person: Jason Callan
Medicaid Chief Financial Officer
Department of Human Services
700 Main Street
Little Rock, AR 72201
501-320-8540
Jason.Callan@dhs.arkansas.gov
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Finding Number: 2023-023
State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable

ALN Number(s) and Program Title(s): 93.767 — Children’s Health Insurance Program

93.778 — Medical Assistance Program
(Medicaid Cluster)
Federal Awarding Agency: U.S. Department of Health and Human Services
Federal Award Number(s): 05-2205AR5021; 05-2305AR3002
(Children’s Health Insurance Program)

05-2205AR5MAP; 05-2305AR5MAP
(Medicaid Cluster)

Federal Award Year(s): 2022 and 2023
Compliance Requirement(s) Affected: Special Tests and Provisions —

Managed Care Financial Audits (PASSE and Dental)
Type of Finding: Noncompliance and Material Weakness

Repeat Finding:
A similar issue was reported in prior-year finding 2022-025.

Criteria:
45 CFR § 75.303 states that a non-federal entity must:

e Establish and maintain effective internal control over the federal award that provides reasonable
assurance that the non-federal entity is managing the federal award in compliance with federal statutes,
regulations, and the terms and conditions of the award. These controls should be in compliance with
Green Book or COSO guidance.

e Evaluate and monitor its compliance with the award.

e Take prompt action when instances of noncompliance are identified, including noncompliance identified
in audit findings.

In addition, 42 CFR § 438.3 (m) states that managed care contracts must require Managed Care Organizations (MCOs),
Prepaid Inpatient Health Plans (PIHPs), and Prepaid Ambulatory Health Plans (PAHPs) to annually submit audited
financial reports that are conducted in accordance with generally accepted accounting principles and generally
accepted auditing standards specific to the Medicaid contract.

Condition and Context:

ALA performed testing to determine if there was sufficient, adequate language in the managed care contracts and
agreements for Provider-Led Arkansas Shares Savings Entity (PASSE) and Dental Managed Care regarding audited
financial reports. ALA review revealed that adequate language was not included in the Dental Managed Care contracts
requiring that the annual financial audit be performed. Although the Agency has taken steps to update the contract to
include this language, as of fieldwork performed in September 2023, the contracts still had not been formally updated.

In addition, ALA performed testing to ensure that the annual audited financial reports were performed for the applicable
managed care program entities and that the reports were in compliance with federal regulations.

Four MCOs participated in the PASSE managed care program, and two dental managed care entities participated in
the Dental Managed Care program during calendar year 2022. These entities would have been required to submit
audited financial reports.

The results of ALA testing revealed that although audited financial reports were provided by all PASSE and dental
managed care entities, all four PASSE entities’ reports and both dental managed care entities’ reports were not in
accordance with generally accepted accounting principles. In addition, the audits for the two dental managed care
entities were not specific to the Medicaid contract.
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Finding Number:
State/Educational Agency(s):
Pass-Through Entity:

ALN Number(s) and Program Title(s):

Federal Awarding Agency:
Federal Award Number(s):

2023-023 (Continued)

Arkansas Department of Human Services

Not Applicable

93.767 - Children’s Health Insurance Program

93.778 — Medical Assistance Program
(Medicaid Cluster)

U.S. Department of Health and Human Services
05-2205AR5021; 05-2305AR3002

(Children’s Health Insurance Program)

05-2205AR5MAP; 05-2305AR5MAP
(Medicaid Cluster)

2022 and 2023

Special Tests and Provisions —
Managed Care Financial Audits (PASSE and Dental)

Noncompliance and Material Weakness

Federal Award Year(s):
Compliance Requirement(s) Affected:

Type of Finding:

Statistically Valid Sample:
Not a statistically valid sample

Questioned Costs:
None

Cause:

The Agency did not adequately develop control procedures for its staff to ensure that adequate language was contained
in the Dental Managed Care contract regarding audited financial reports. In addition, the Agency did not adequately
monitor the submission of reports to ensure they complied with federal regulations.

Effect:

Failure to implement appropriate procedures for internal control limits the Agency’s ability to adequately monitor the
programs for possible noncompliance. In addition, failure to monitor the adequacy of the reports submitted led to the
Agency not identifying that the reports received did not comply with federal regulations.

Recommendation:

ALA staff recommend the Agency update the language in the Dental Managed Care contract to require audited financial
reports, in accordance with 42 CFR § § 438.3(m). In addition, the Agency should strengthen monitoring controls to
ensure that all reports received are in compliance with requirements included in the federal regulations.

Views of Responsible Officials and Planned Corrective Action:

DHS concurs, in part, and disputles, in pari, the finding. DHS has submitied and received approval from CMS for
changes to the Dental Managed Care confract that requires the completion of annual audited financial reports. The
agency disagrees that the audited financial reports submitted by the PASSE and Dental Managed Care Organizations
(DMOj do not comply with 42 CFR 438.3(M). CMS guidance pertaining to that regulation provides that states have the
flexibility to specify the applicable generally accepted accounting and auditing principles for the audited financial reports
in the managed care plan contracts. The Arkansas Insurance Department also requires insurers to submit annual
audited financial statements. Ark. Code Ann. 23-61-108 requires PASSE’s and DMO’s to follow the National Association
of Insurance Commissioners Accounting Fractices and Procedures Manual. DHS interprets 42 CFR 438.3(M) and its
related guidance to permit the State Medicaid Agency flexibility to adopt the same accounting principles as the State
insurance Agency. As a practical matter, DHS reviewed the use of the audited financial statements and the information
necessary to be contained within those statements. DMS discussed the use of the audited financial statements with
the External Quality Review Organization (EQRO) that performs our External Quality Review. The EQRO confirmed
that audited financial statements that complied with the Arkansas statutory basis would be satisfactory for review
pUrposes.
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Finding Number:

State/Educational Agency(s):
Pass-Through Entity:

ALN Number(s) and Program Title(s):

Federal Awarding Agency:
Federal Award Number(s):

Federal Award Year(s):
Compliance Requirement(s) Affected:

Type of Finding:

2023-023 (Continued)

Arkansas Department of Human Services

Not Applicable

93.767 — Children’s Health Insurance Program

93.778 — Medical Assistance Program
(Medicaid Cluster)

U.S. Department of Health and Human Services

05-2205AR5021; 05-2305AR3002
(Children’s Health Insurance Program)

05-2205AR5MAP; 05-2305AR5MAP
(Medicaid Cluster)

2022 and 2023

Special Tests and Provisions -
Managed Care Financial Audits (PASSE and Dental)

Noncompliance and Material Weakness

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

Anticipated Completion Date: Complete

Contact Person: Elizabeth Pitman
Director, Division of Medical Services
Department of Human Services
700 Main Strest
Little Rock, AR 72201
501-244-3944
Elizabeth Pitman@dhs.arkansas.gov

H ™ § x N e & - 0 \ o Id e
tional Comments from the Auditor:

ALA cannot confirm the specific CMS guidance that the Agency is referring to as it was not provided to auditors during
fieldwork. However, auditors did discuss a particular question and answer, item 10, included in the CMS Medicaid and
CHIP Managed Care Final Rule (CMS-2390-F) Frequently Asked Questions (FAQs) dated November 10, 2016, with
the Agency. This item indicates that states have the flexibility to specify the applicable generally accepted accounting
and auditing principles for the audited financial reports in the managed care plan contracts. During SFY23, the
PASSE agreements (section 11.1.9) required that the audited financials be in accordance with GAAP and GAAS. As
noted above, ALA review revealed that during SFY23, adequate language was not included in the Dental Managed
Care contracts requiring that the annual financial audit be performed. Auditors agree that once the terms of the PASSE
and Dental contracts are updated to require that audited financials be on the statutory basis, that there will no longer
be non-compliance noted related to the financials not being in accordance with GAAP. However, regardless of the

specific basis, 42 CFR § 438.3(m) still requires that financials be specific to the Medicaid contract.
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Finding Number: 2023-024
State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable
ALN Number(s) and Program Title(s): 93.767 — Children’s Health Insurance Program
Federal Awarding Agency: U.S. Department of Health and Human Services
Federal Award Number(s): 05-2205AR5021
Federal Award Year(s): 2022
Compliance Requirement(s) Affected: Activities Allowed or Unallowed —

Managed Care (PASSE)
Type of Finding: Noncompliance and Material Weakness

Repeat Finding:
A similar issue was reported in prior-year finding 2022-027.

Criteria:
The Provider-Led Arkansas Shared Savings Entity (PASSE) program transitioned to a full-risk Managed Care
Organization (MCO) model on March 1, 2019. The program covers services for behavioral health (BH) recipients and
developmentally disabled (DD) recipients. To receive services through PASSE, an individual must have an
independent assessment (IA) performed that designates him or her at the appropriate level of need to participate in the
program.

The § 1915(c) Home and Community-Based Services Waiver, applicable to the DD population, requires that an IA be
performed at least every three years. Appendix K flexibilities were granted by which an additional 12-month extension
was allowed for the |As effective beginning March 12, 2020. This flexibility ended six months after the end of the public
health emergency (PHE). As the PHE ended on May 11, 2023, flexibilities ended on November 11, 2023.

§ 1915(i) of the Social Security Act, applicable to the BH population, which provides states the option to offer home and
community-based services through the state’s plan, requires that an IA be performed at least every 12 months. In
addition, 42 CFR § 441.720(b) states that for reassessments, the IA of need must be conducted at least every 12
months and as needed when the individual’s support needs or circumstances change significantly, in order to revise
the service plan. Section 1135 flexibilities were granted by which an additional 12-month extension was allowed for
the |As effective beginning March 17, 2020. This flexibility ended when the PHE ended on May 11, 2023.

Condition and Context:
ALA selected 40 PASSE recipients (all BH recipients) to determine if the following attributes had been met:
e An open eligibility segment for the recipient during the dates of service.
e Avalid IA on file in effect for the dates of service.
e  Appropriate amount paid in accordance with the actuarially determined rates.
e No disallowed fee-for-service claims paid for a recipient already covered by PASSE

ALA review revealed an exception affecting payments for five BH recipients as detailed below:

> Sample item 3: The IA expired on March 29, 2022, and no other IA was completed prior to June 30,
2023. Payments for this recipient were made for dates of service from July 1, 2022 through March 31,
2023. Questioned costs totaled $7,806.

> Sample item 6: The IA expired on May 22, 2021, and no other IA was completed prior to June 30, 2023.
Payments for this recipient were made for dates of service from July 1, 2022 through June 30, 2023.
Questioned costs totaled $4,315.

> Sample item 10: The IA expired on May 9, 2023, and no other IA was completed prior to June 30, 2023.
Payments for this recipient were made for dates of service from May 10, 2023 through June 30, 2023.
Questioned costs totaled $1,594.

» Sample item 12: The IA expired on June 23, 2021, and no other IA was completed prior to June 30, 2023.
Payments for this recipient were made for dates of service from July 1, 2022 through June 30, 2023.
Questioned costs totaled $13,247.
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Finding Number: 2023-024 (Continued)
State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable
ALN Number(s) and Program Title(s): 93.767 — Children’s Health Insurance Program
Federal Awarding Agency: U.S. Department of Health and Human Services
Federal Award Number(s): 05-2205AR5021
Federal Award Year(s): 2022
Compliance Requirement(s) Affected: Activities Allowed or Unallowed —

Managed Care (PASSE)
Type of Finding: Noncompliance and Material Weakness

Condition and Context (Continued):
> Sample item 27: The IA dated August 4, 2022, indicated a level of need designation that did not support
the services provided. Payments for this recipient continued for dates of service from August 4, 2022
through April 10, 2023. Questioned costs totaled $8,334.

Statistically Valid Sample:
Not a statistically valid sample

Questioned Costs:
$35,296

Cause:

The Agency did not adequately monitor IAs to ensure they were completed timely. In addition, although ARKids B
recipients could have been removed from the benefit rolls and services discontinued, the Agency treated them as
though they were subject to the continuous coverage requirements of the Families First Coronavirus Response Act
(FFCRA), which was applicable to all Medicaid and Medicaid expansion recipients. ARKids B recipients are not
considered Medicaid or Medicaid expansion recipients. All deficiencies above relate to payments coded to ARKids B
recipients.

Effect:
Gaps were revealed in performance of the required IAs and need level designations included on IAs did not support
the services provided. As a result, payments were made outside the approved/updated dates of service.

Recommendation:
ALA staff recommend the Agency review and strengthen its independent assessment procedures to ensure they are
completed timely, support the services provided, and are in accordance with federal regulations.

Views of Responsible Officials and Planned Corrective Action:

DHS concurs with this finding. As the Public Health Emergency has concluded, the agency has retumed fo normal
operations which requires disenroliment of any PASSE member that has not received an independent assessment
within the last 12 months.

Anticipated Completion Date: Complete

Contact Person: Elizabeth Pitman
Director, Division of Medical Services
Department of Human Services
700 Main Street
Little Rock, AR 72201
501-244-3944
Elizabeth Pitman@cdhs.arkansas.gov
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Finding Number: 2023-025

State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable

AL Number(s) and Program Title(s): 93.767 — Children’s Health Insurance Program
Federal Awarding Agency: U.S. Department of Health and Human Services
Federal Award Number(s): 05-2205AR5021; 05-2305AR3002

Federal Award Year(s): 2022 and 2023

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Material Noncompliance and Material Weakness

Repeat Finding:
A similar issue was reported in prior-year finding 2022-028.

Criteria:

In accordance with 45 CFR § 75.303, a non-federal entity must establish and maintain effective internal control over
the federal award that provides reasonable assurance that the non-federal entity is managing the federal award in
compliance with federal statues, regulations, and terms and conditions of the award.

The Agency is responsible for determining if Children’s Health Insurance Program (CHIP) recipients meet the eligibility
criteria as specified in its approved State Plan. Eligibility requirements for CHIP are outlined in the Arkansas Medical
Services Manual. The Manual contains specific CHIP policies and procedures and is in addition to the approved State
Plan.

The State’s ARKids First program includes three separate recipient aid categories under which children receive
benefits. Placement in these categories is determined based on monthly household income and a Federal Poverty
Level (FPL) percentage.

1. ARKids A (Medicaid) is funded through the Medical Assistance Program grant and provides coverage as
follows:

e  Children under the age of 6 with household income up to 142% of the FPL.
e  Children aged 6 - 18 with household income up to 100% of the FPL.

2. ARKids A (MCHIP) is funded through the CHIP grant in accordance with the Affordable Care Act and
provides coverage to children aged 6 - 18 with household income over 100% of the FPL up to 142% of
the FPL.

3. ARKids B is funded through the CHIP grant and provides coverage to children up to the age of 19 with
household incomes from 142% of the FPL up to 211% of the FPL. Once determined eligible, recipients
remain eligible for a 12-month period, regardless of changes in household income.

Additionally, Section 6008 of the Families First Coronavirus Response Act (FFCRA) allowed for a temporary Federal
Medical Assistance Percentage (FMAP) increase during the public health emergency (PHE). In accordance with
FFCRA, a state is not eligible for the temporary FMAP increase if the state reduces the medical assistance for which
the beneficiary is eligible for beneficiaries who were enrolled as of March 18, 2020, or become enrolled after that date
but no later than the last day of the month in which the emergency period ends.

Condition and Context:
The State received approval for a CHIP PHE state plan amendment that became effective on March 18, 2020. The
amendment allowed certain eligibility requirements to be waived through the duration of the PHE and included the
following:

e  Waived requirements related to timely processing of applications and renewals.

e Delayed processing of renewals and extended deadlines for families to respond to renewal requests.
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Finding Number: 2023-025 (Continued)

State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable

AL Number(s) and Program Title(s): 93.767 — Children’s Health Insurance Program
Federal Awarding Agency: U.S. Department of Health and Human Services
Federal Award Number(s): 05-2205AR5021; 05-2305AR3002

Federal Award Year(s): 2022 and 2023

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Material Noncompliance and Material Weakness

Condition and Context (Continued):
e Delayed action on closure for certain changes in circumstances for CHIP beneficiaries. However, the
following circumstances for closure will be allowed during the PHE:

< Recipient ceases to be a resident of the state
< Voluntary closure.

o,

% Eligibility due to fraud, abuse or perjury, or death.
e Waived co-payments for COVID-19 testing and treatment for the duration of the PHE.

Additionally, CMS guidance states that when information is received and processed regarding an enrollee and the state
determines the enrollee ineligible for CHIP, the state is required to process the termination and transfer the individual
to Medicaid or the Exchange. The guidance further states that PHE state plan amendments do not grant the state
authority to extend eligibility periods for those determined ineligible for coverage under CHIP, which would include the
ARKids B and Unborn Children programs.

In December 2022, the federal Consolidated Appropriations Act of 2023 gave states the authority to begin the process
of re-determining eligibility for Medicaid enrollees kept on Medicaid rolls due to the continuous coverage requirement
beginning April 1, 2023, and to reinstate routine eligibility operations. States have 12 months to initiate renewals and
an additional two months to complete the process.

ALA selected 60 active CHIP recipient identification numbers to determine if PHE rules were followed when re-
determination of benefits was made. ALA reviewed revealed the following deficiencies:

e The Agency failed to move two recipients from ARKids B to ARKids A —Medicaid when household income
and size qualified the recipients for ARKids A — Medicaid. Claims incorrectly paid from CHIP totaled
$11,470 (federal portion - $9,676).

e The Agency improperly extended benefits past the allowed 60 day post-partum period for one recipient
enrolled in the Unborn Children aid category due to the PHE. Claims incorrectly paid from CHIP totaled
$23 (federal portion — $19)

e The Agency improperly moved one recipient from ARKids A - Medicaid to ARKids B based on a change
of income. As this change would result in a reduction in services provided to the recipient, it was
inconsistent with the requirements of section 6008(b)(3) of the FFCRA. Claims incorrectly paid from CHIP
totaled $336 (federal portion - $283).

Statistically Valid Sample:
Not a statistically valid sample

Questioned Costs:
$9,978

Cause:

Errors in the Arkansas Integrated Eligibility System (ARIES) system resulted in improper eligibility determinations.
Additionally, discussion with Agency personnel indicated that top-level Agency management chose to continue allowing
the ARKIids B eligibility segments to remain open, even though information was provided that should have resulted in
an ineligible determination. This is in direct conflict with CMS guidance issued on January 6, 2021, clarifying that
ARKids B cases MUST be closed once deemed ineligible.
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

Finding Number: 2023-025 (Continued)

State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable

AL Number(s) and Program Title(s): 93.767 — Children’s Health Insurance Program
Federal Awarding Agency: U.S. Department of Health and Human Services
Federal Award Number(s): 05-2205AR5021; 05-2305AR3002

Federal Award Year(s): 2022 and 2023

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Material Noncompliance and Material Weakness
Effect:

Expenditures were not accurately reported to the federal awarding agency, were not paid from the appropriate grant
award, and were not funded at the appropriate federal rate.

Recommendation:
ALA staff recommend the Agency design and implement internal controls over compliance to ensure that recipients are
placed in the appropriate recipient aid category.

Views of Responsible Officials and Planned Corrective Action:

DHS concurs with the finding. The agency is conducting an ARIES system review to determine the root cause of the
incorrect eligibility determinations and will identify and implement any needed updates to the automatic renewal
process.

Anticipated Completion Date: 4/30/2024

Contact Person: Mary Franklin
Director, Division County Operations
Department of Human Services
700 Main Street
Little Rock, AR 72201
501-681-8377
Mary Franklin@dhs.arkansas.gov
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

Finding Number: 2023-026
State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable
AL Number(s) and Program Title(s): 93.767 — Children’s Health Insurance Program
Federal Awarding Agency: U.S. Department of Health and Human Services
Federal Award Number(s): 05-2305AR3002
Federal Award Year(s): 2023
Compliance Requirement(s) Affected: Special Tests and Provisions -

Provider Eligibility (Fee-for-Service)
Type of Finding: Noncompliance and Material Weakness

Repeat Finding:
A similar issue was reported in prior-year finding 2022-028.

Xcl;lcfgrrcl:l?r;g to section 140.000, Provider Participation, any provider of health services must be enrolled in the Arkansas
Medicaid Program prior to reimbursement for any services provided to Arkansas Medicaid beneficiaries. Enroliment is
considered complete when a provider has signed and submitted the following forms:

e  Application.

e  W-9 tax form.

e Medicaid provider contract.

e PCP agreement, if applicable.

e EPSDT agreement, if applicable.

e Change in ownership control or conviction of crime form.

e Disclosure of significant business transactions form.

e  Specific license or certification based on provider type and specialty, if applicable.

e  Participation in the Medicare program, if applicable.

42 CFR § 455.414 (effective March 25, 2011, with an extended deadline of September 25, 2016, for full compliance)
states that the State Medicaid Agency must revalidate the enrollment of all providers at least every five years.
Revalidation includes a new application; satisfactory completion of screening activities; and if applicable, fee payment.
Screening activities vary depending on the risk category of the provider as follows:

e  The limited-risk category includes database checks.

e The moderate-risk category includes those required for limited plus site visits.
e The high-risk category includes those required for moderate plus fingerprint background checks.

Condition and Context:

From a population of 5,984 providers, ALA staff reviewed files of 40 providers to ensure sufficient, appropriate evidence
was provided to support the determination of eligibility, including compliance with revalidation requirements. ALA
review revealed deficiencies with two of the provider files as follows:

Moderate-risk cateqory:

» Sample item 28: The provider's revalidation was due by May 23, 2023, but was not performed. In
addition, the Agency did not perform the additional screening requirement (site visit). Questioned costs

totaled $801.
Limited-risk category:

» Sample item 36: The provider's revalidation was due by June 12, 2023, but was not performed.
Questioned costs totaled $503.
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

Finding Number: 2023-026 (Continued)
State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable
AL Number(s) and Program Title(s): 93.767 — Children’s Health Insurance Program
Federal Awarding Agency: U.S. Department of Health and Human Services
Federal Award Number(s): 05-2305AR3002
Federal Award Year(s): 2023
Compliance Requirement(s) Affected: Special Tests and Provisions -

Provider Eligibility (Fee-for-Service)
Type of Finding: Noncompliance and Material Weakness

Condition and Context (Continued):
NOTE: Because of the Coronavirus pandemic, the

IR

Statistically Valid Sample:
Not a statistically valid sample

Questioned Costs:
$1,304

(Known questioned costs greater than $25,000 for a type of compliance requirement are required to be reported. In
evaluating the effect of questioned costs on the opinion on compliance, the auditor considers the best estimate of total
costs questioned [likely questioned costs], not just the questioned costs specifically identified. The auditor must also
report known questioned costs when likely questioned costs are greater than $25,000 for a type of compliance
requirement for a major program.)

Cause:

The Agency had asserted that, effective May 31, 2019, it established and implemented new procedures to improve the
following areas of provider enroliment: maintenance of provider enroliment application documents, provider
revalidation, site visits, and fingerprint background requirements. Although testing results support that improvements
have been made since the new procedures were implemented, deficiencies continued to exist during state fiscal year
2023.

Effect:
Claims were processed and paid to providers that did not meet all the required elements and, therefore, were ineligible.

Recommendation:
ALA staff recommend the Agency review and strengthen controls to ensure that revalidations are performed timely and
that required enrollment documentation is maintained to support provider eligibility.

Views of Responsible Officials and Planned Corrective Action:

DHS disputes the finding. The revalidation date for the provider noted in sample item 28 was 7/20/2022. Per CMS
guidance, revalidations, site visits, and fingerprint background checks were paused during the COVID Public Health
Emergency (PHE) (3/1/2020-5/11/2023) and states were given untll 11/11/2023 to complete revalidations due during
the PHE. As this provider's revalidation and site visit were completed on 10/12/2023, the agency is in compliance with
all provider revalidation requirements.
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

Finding Number: 2023-026 (Continued)
State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable
AL Number(s) and Program Title(s): 93.767 — Children’s Health Insurance Program
Federal Awarding Agency: U.S. Department of Health and Human Services
Federal Award Number(s): 05-2305AR3002
Federal Award Year(s): 2023
Compliance Requirement(s) Affected: Special Tests and Provisions -

Provider Eligibility (Fee-for-Service)
Type of Finding: Noncompliance and Material Weakness

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

Based on research conducted by DMS, the provider noted in sample item 36 was not enrolled until 9/16/2018.
Therefore, the revalidation date for this provider is 9/18/2023 as opposed to 6/12/2023 and there would be no
questioned cost for the audit period.

Anticipated Completion Date: Complete

Contact Person: Elizabeth Pitman
Director, Division of Medical Services
Department of Human Services
700 Main Strest
Little Rock, AR 72201
501-244-3944
Elizabeth.Pitman@dhs.arkansas.gov

Additional Comments from the Auditor:

Deficiencies are determined based on support provided by the Agency and reviewed by auditors during an iterative
process performed during fieldwork. This includes any documentation supporting revalidation due dates. Auditors
concluded based upon information provided.
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

Finding Number: 2023-027
State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable
AL Number(s) and Program Title(s): 93.767 — Children’s Health Insurance Program
Federal Awarding Agency: U.S. Department of Health and Human Services
Federal Award Number(s): 05-2205AR5021; 05-2305AR3002
Federal Award Year(s): 2022 and 2023
Compliance Requirement(s) Affected: Special Tests and Provisions —

Provider Eligibility (Managed Care Organizations)
Type of Finding: Noncompliance and Material Weakness

Repeat Finding:
A similar issue was reported in prior-year finding 2022-03(

fe)

Criteria:

According to section 140.000, Provider Participation, any provider of health services must be enrolled in the Arkansas
Medicaid Program prior to reimbursement for any services provided to Arkansas Medicaid beneficiaries. Managed
Care Network providers must also be enrolled in the Arkansas Medicaid Program. Enroliment is considered complete
when a provider has signed and submitted the following forms:

e  Application.

e W-9 tax form.

e Medicaid provider contract.

o  PCP agreement, if applicable.

e EPSDT agreement, if applicable.

e Change in ownership control or conviction of crime form.

e Disclosure of significant business transactions form.

e Specific license or certification based on provider type and specialty, if applicable.
e Participation in the Medicare program, if applicable.

42 CFR § 455.414 (effective March 25, 2011, with an extended deadline of September 25, 2016, for full compliance)
states that the State Medicaid Agency must revalidate the enrollment of all providers at least every five years.
Revalidation includes a new application; satisfactory completion of screening activities; and if applicable, fee payment.
Screening activities vary depending on the risk category of the provider as follows:

e  The limited-risk category includes database checks.
e The moderate-risk category includes those required for limited plus site visits.
e  The high-risk category includes those required for moderate plus fingerprint background checks.

Condition and Context:

To determine if Managed Care Network providers met all necessary criteria to participate in the CHIP program, ALA
staff selected 40 provider files from a population of 2,776 for review. The providers selected participated in the Dental
managed care program, commonly referred to as Healthy Smiles, and the Provider-Led Arkansas Shares Savings
Entity, or PASSE, managed care program. ALA review revealed deficiencies with four of the provider files as follows:

Limited-risk cateqgory:

» Sample item 9: The provider failed to revalidate timely. Revalidation was due by September 25, 2016,
but was not performed until July 7, 2023. Ineligible costs totaled $256.
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

Finding Number: 2023-027 (Continued)
State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable
AL Number(s) and Program Title(s): 93.767 — Children’s Health Insurance Program
Federal Awarding Agency: U.S. Department of Health and Human Services
Federal Award Number(s): 05-2205AR5021; 05-2305AR3002
Federal Award Year(s): 2022 and 2023
Compliance Requirement(s) Affected: Special Tests and Provisions —

Provider Eligibility (Managed Care Organizations)
Type of Finding: Noncompliance and Material Weakness

Condition and Context (Continued):
Limited-risk cateqory (Continued):

> Sample item 19: The Agency did not provide documentation of the required W-9 that covered the entire
enrollment period. The Agency has since obtained an updated W-9 effective October 5, 2023. Ineligible
costs totaled $96.

> Sample item 33: The Agency did not provide documentation of the provider’s licensure that covered the
entire enroliment period. Ineligible costs totaled $2.006.

» Sample item 37: The Agency did not provide documentation of the required application that covered the
entire enrollment period. Ineligible costs totaled $3.416.

Total ineligible costs identified above totaled $5,774 for PASSE. There were no ineligible costs identified for Dental
Managed Care.

Statistically Valid Sample:
Not a statistically valid sample

Questioned Costs:
Unknown

Cause:

The Agency asserted that, effective May 31, 2019, it established and implemented new procedures to improve the
following areas of provider enroliment: maintenance of provider enrollment application documents, provider
revalidation, site visits, and fingerprint background requirements. Although testing results support that improvements
have been made since the new procedures were implemented, deficiencies continued to exist during fiscal year 2023.
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

Finding Number: 2023-027 (Continued)
State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable
AL Number(s) and Program Title(s): 93.767 — Children’s Health Insurance Program
Federal Awarding Agency: U.S. Department of Health and Human Services
Federal Award Number(s): 05-2205AR5021; 05-2305AR3002
Federal Award Year(s): 2022 and 2023
Compliance Requirement(s) Affected: Special Tests and Provisions —

Provider Eligibility (Managed Care Organizations)
Type of Finding: Noncompliance and Material Weakness
Effect:

Claims were processed and paid to providers that did not meet all the required criteria.

Recommendation:
ALA staff recommend the Agency review and strengthen controls to ensure that revalidations are performed timely and
that required enroliment documentation is maintained to support provider eligibility.

Views of Responsible Officials and Planned Corrective Action:

DHS concurs, in part, and disputes, in part, the finding. Effective May 31, 2019, DMS established and implemented
new procedures fo improve the following areas of provider enroliment: maintenance of provider application documents,
provider revalidation, site visits and fingerprint background requirements. The deficiency noted for the provider
referenced in sample item 9 relates to non-compliance with site visit requirements pre-dating May 31, 2019, and CMS’s
approval of the agency’s corrective action plan. Since CMS implemented 1135 walver flexibilities during the Public
Health Emergency (PHE), the provider was not terminated and was notified of the agency’s intent to revalidate their
enroliment within six months of the end of the PHE. The provider successfully completed the revalidation process prior
to the expiration of the 1135 waiver flexibilities.

The absence of enrollment documentation noted in sample items 19 and 37 can be atiributed to transitions and
document storage issues that occurred within the legacy MMIS system. Since the time of enroliment for these two
providers, the agency has made multiple updates to the MMIS system to capture and retain enroliment documentation.
The agency has obtained the required documentation noted as missing for both sample items. The deficiency noted in
sample item 33 has been resolved as the agency has verified licensure of the provider covering the audit period.

Anticipated Completion Date: Complete

Contact Person: Elizabeth Pitman
Director, Division of Medical Services
Department of Human Services
700 Main Strest
Little Rock, AR 72201
501-244-3844
Elizabeth.Pitman@dhs.arkansas.gov

Additional Commaents from the Auditor:

As noted in the ﬂndlng above, the deficiency for sample item #9 is based on the provider's untimely revalidation, not
the Agency’s failure to perform a site visit. A revalidation was due 09/25/2016, prior to the PHE and questioned costs
are calculated after expiration of the 1135 PHE waiver for the period 5/12/23 through 06/30/23.
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Schedule of Findings and Questioned Costs
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Finding Number: 2023-028

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

Pass-Through Entity: Not Applicable

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

Federal Awarding Agency: U.S. Department of Health and Human Services

Federal Award Number(s): 05-2205AR5MAP; 05-2305AR5MAP

Federal Award Year(s): 2022 and 2023

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Material Weakness

Repeat Finding:
A similar issue was reported in prior-year finding 2022-022.

Criteria:

In accordance with 45 CFR § 75.303, a non-federal entity must establish and maintain effective internal control over
the federal award that provides reasonable assurance that the non-federal entity is managing the federal award in
compliance with federal statues, regulations, and terms and conditions of the award.

In addition, 42 CFR § 435.1009 states that federal financial participation (FFP) is not available for payments made on
behalf of individuals who are inmates in public institutions, including eligible juveniles. To be considered an inmate of
a public institution, a person must be living in an institution that is the responsibility of a governmental unit or over which
a governmental unit exercises administrative control.

Finally, under section 1001 of the Substance Use Disorder Prevention that Promotes Opioid Recovery and Treatment
for Patients and Communities Act (SUPPORT Act), states are 1) prohibited from terminating the Medicaid eligibility of
an “eligible juvenile” who becomes an inmate of a public institution, 2) required to process applications submitted by
incarcerated youth, and 3) required to re-determine the Medicaid eligibility of eligible juveniles before their release from
a public institution.

An eligible juvenile is defined as a “juvenile who is an inmate of a public institution and who (A) was determined eligible
for medical assistance under the State plan immediately before becoming an inmate of such a public institution; or (B)
is determined eligible for such medical assistance while an inmate of a public institution.”

In compliance with this requirement, Medical Services Manual section D-380 states that coverage for children entering
the custody of the Division of Youth Services (DYS) will be placed in suspension status for up to 12 months from the
initial approval or most recent renewal. When a child with suspended Medicaid eligibility receives eligible medical
treatment off the grounds of the juvenile detention facility (inpatient services) or is released from custody, the child’s
Medicaid case will be reinstated for a fixed eligibility period from the date of hospitalization to the date of hospital
discharge. Once the child returns to the DYS state-run facility, the Medicaid case is re-suspended.

Condition and Context:

ALA staff selected 60 files for incarcerated juveniles to determine whether the State is properly suspending a juvenile’s
benefit coverage when the juvenile is held in a public institution and then properly reinstating coverage when the juvenile
is placed in non-public institutions or released from DYS custody. ALA’s review also included ensuring that benefit
payments were not made for dates of service that fell within the juvenile’s incarceration period.

ALA review revealed the following deficiencies:

e The Agency failed to appropriately suspend Medicaid benefits for three juveniles in DYS custody. ALA
also identified payments, totaling $8,860, made for dates of service within the incarceration period for two
of these individuals. The federal portion of these payments totaled $6,836.

e Although the Agency appropriately suspended benefits for 23 juveniles, the payments, totaling $40,963,
were made for dates of service within the incarceration period for these juveniles. The federal portion of
the Medicaid payments totaled $30,621.
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State of Arkansas
Schedule of Findings and Questioned Costs
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Finding Number: 2023-028 (Continued)

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

Pass-Through Entity: Not Applicable

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

Federal Awarding Agency: U.S. Department of Health and Human Services

Federal Award Number(s): 05-2205AR5MAP; 05-2305AR5MAP

Federal Award Year(s): 2022 and 2023

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Material Weakness

Condition and Context (Continued):

e Although the Agency appropriately suspended benefits for 4 of the 60 juveniles tested, the Agency failed
to properly reinstate benefits after their incarceration ended. Additionally, the Agency paid claims, totaling
$8,477, for dates of service within the incarceration period for these juveniles. The federal portion of
these payments totaled $6,577.

e The Agency failed to appropriately suspend and reinstate benefits for 7 of the 60 selected juveniles. As
a result, payments totaling $51,042 were made for dates of service within the incarceration period for
these juveniles. The federal portion of these payments totaled $39,423.

Statistically Valid Sample:
Not a statistically valid sample

Questioned Costs:
$83,457

Cause:

The Agency failed to properly monitor Medicaid eligibility for juveniles in DYS custody. Suspensions of benefits were
not always entered timely, were entered with incorrect effective dates, or were not entered into the system when an
eligible juvenile was incarcerated.

Effect:
The Agency improperly received and used funds for payments made on behalf of incarcerated juveniles.

Recommendation:

ALA staff recommend the Agency design and implement internal controls over compliance to ensure that Medicaid
benefits are properly suspended when eligible juveniles are incarcerated and properly reinstated when leaving DYS
facilities, based on guidance set forth in the Medical Services Policy Manual and in compliance with federal regulations.

Views of Responsible Officials and Planned Corrective Action:

DHS concurs with the finding. Since June 2023, DYS has made muitiple changes to improve monitoring of suspension
and reinstatement of Medicaid eligibility for incarcerated juveniles. For juveniles with SSI Medicaid, the Social Security
Administration (SSA) is responsible for suspending Medicaid coverage. All incarcerations for cases noted in the findings
involving SSI Medicaid were reported timely {o SSA by the agency. DYS closely monitors these cases and continues
to send closure requests to SSA until the cases are closed out. DYS has also updated its communication processes
with DCO to ensure cases are suspended and reinstated in a timely manner. All payments noted as occurring during
the incarceration period were capitated payments made for the PASSE, Dental Managed Care, NET, and PCCM
programs. Some audit findings highlighted payments made for members during their month of incarceration, which is
acceptable for all programs. The full monthly rate is paid for Dental Managed Care, NET, and PCCM even if the member
is only eligible for part of the month. The PASSE program operates on a per-diem basis and any payments made for
days when the member is ineligible are recouped as part of a monthly reconciliation.
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Finding Number: 2023-028 (Continued)

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

Pass-Through Entity: Not Applicable

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

Federal Awarding Agency: U.S. Department of Health and Human Services

Federal Award Number(s): 05-2205AR5MAP; 05-2305AR5MAP

Federal Award Year(s): 2022 and 2023

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Material Weakness

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

The agency currently has a reconciliation process for all four programs that identifies payments made after a member’s
incarceration date that should be recouped. Some payments noted in the findings will be recouped as part of a
reconciliation process that has yet to run. In addition to the current reconciliation process, the agency is in the process
of developing an MMIS change that will automatically update member profiles fo accurately reflect incarceration dates.
This will ensure capitated payments are paused and reinstated in a timely manner and that recoupments and
repayments are subsequently processed.

Anticipated Completion Date: 8/30/2024

Contact Person: Elizabeth Pitman
Director, Division of Medical Services
Department of Human Services
700 Main Street
Little Rock, AR 72201
501-244-3944
Elizabeth.Pitman@dhs.arkansas.gov
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Finding Number: 2023-029

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

Pass-Through Entity: Not Applicable

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

Federal Awarding Agency: U.S. Department of Health and Human Services

Federal Award Number(s): 05-2205AR5MAP; 05-2305AR5MAP

Federal Award Year(s): 2022 and 2023

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Material Weakness

Repeat Finding:
Not applicable

Criteria:

In accordance with 45 CFR § 75.303, a non-federal entity must establish and maintain effective internal control over
the federal award that provides reasonable assurance that the non-federal entity is managing the federal award in
compliance with federal statues, regulations, and terms and conditions of the award.

In addition, 42 CFR § 435.1009 states that federal financial participation (FFP) is not available for payments made on
behalf of individuals who are inmates in public institutions. To be considered an inmate of a public institution, a person
must be living in an institution that is the responsibility of a governmental unit or over which a governmental unit
exercises administrative control.

Additionally, Section 6008 of the Families First Coronavirus Response Act (FFCRA) allowed for a temporary Federal
Medical Assistance Percentage (FMAP) increase during the Public Health Emergency (PHE). In accordance with
FFCRA, a state is not eligible for the temporary FMAP increase if the state reduces the medical assistance for which
the beneficiary is eligible for beneficiaries who were enrolled as of March 28, 2020, or become enrolled after that date
but no later than the last day of the month in which the emergency period ends.

Condition and Context:

The State received approval for a Medicaid PHE state plan amendment that became effective on March 18, 2020. The
amendment allowed certain eligibility requirements to be waived through the duration of the PHE and included the
following:

e  Waived requirements related to timely processing of applications and renewals.
e Delayed processing of renewals and extended deadlines for families to respond to renewal requests.

e Delayed action on closure for certain changes in circumstances for Medicaid beneficiaries. However, the
following circumstances for closure will be allowed during the PHE:

< Recipient ceases to be a resident of the state.
< Voluntary closure

RS

< Eligibility was due to fraud, abuse or perjury, or death.

e Waived co-payments for COVID-19 testing and treatment for the duration of the PHE.
In December 2022, the federal Consolidated Appropriations Act, 2023 gave states the authority to begin the process
of re-determining eligibility for Medicaid enrollees kept on Medicaid rolls due to continuous coverage requirement

beginning April 1, 2023, and to reinstate routine eligibility operations. States have 12 months to initiate renewals and
an additional two months to complete the process.

ALA selected 60 active Medicaid recipient identification numbers to determine if eligibility determinations and
redeterminations were made in accordance with the State Plan and relevant PHE rules.
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Finding Number: 2023-029 (Continued)

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

Pass-Through Entity: Not Applicable

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

Federal Awarding Agency: U.S. Department of Health and Human Services

Federal Award Number(s): 05-2205AR5MAP; 05-2305AR5MAP

Federal Award Year(s): 2022 and 2023

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Material Weakness

Condition and Context (Continued):
ALA review revealed the following deficiencies:

e Ifan incarcerated recipient is eligible for at least one day of service during the month of incarceration, the
entire payment for that month would be allowed and not recouped. All payments after the month of
incarceration would be recouped.

One recipient was incarcerated on September 20, 2022. The Agency continued to pay claims during the
incarceration for dates of service in October and November 2022 totaling $1,127. The claim payments
were not recouped as required. Questioned costs representing the federal portion totaled $874.

e  One recipient was simultaneously enrolled in dual Medicaid state aid categories. ALA made the Agency
aware of the error, which the Agency corrected on November 14, 2023. Because the state aid categories
are from the same funding source, no questioned costs were identified.

e  The Agency improperly moved one recipient from ARKids A - Medicaid to ARKids B based on a change
of income. As this change would result in a reduction in services provided to the recipient, it was
inconsistent with the requirements of section 6008(b)(3) of the FFCRA. No questioned costs were
identified.

e The Agency determined an incorrect end date for one recipient’s coverage under the Pregnant Woman-
Limited (PW) category. Due to this error, coverage under PW ended prior to the birth of her child and
resulted in the Agency improperly opening a Parent Caretaker Relative case under PHE rules. The
Agency later reopened the PW segment, which resulted in dual segments within the system. No
questioned costs were identified.

Statistically Valid Sample:
Not a statistically valid sample

Questioned Costs:
$874

(Known questioned costs greater than $25,000 for a type of compliance requirement are required to be reported. In
evaluating the effect of questioned costs on the opinion on compliance, the auditor considers the best estimate of total
costs questioned [likely questioned costs], not just the questioned costs specifically identified. The auditor must also
report known questioned costs when likely questioned costs are greater than $25,000 for a type of compliance
requirement for a major program.)

Cause:

Errors in the ARIES system resulted in improper eligibility determinations. Additionally, MMIS claims payment system
improperly reopened a previously closed eligibility segment. According to Division of County Operations (DCO) staff,
the cause of previously closed eligibility segment’s reopening in MMIS is unknown at this time.

Effect:

Expenditures were not accurately reported to the federal awarding agency, were not paid from the appropriate grant
award, and were not funded at the appropriate federal rate.
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Finding Number: 2023-029 (Continued)

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

Pass-Through Entity: Not Applicable

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

Federal Awarding Agency: U.S. Department of Health and Human Services

Federal Award Number(s): 05-2205AR5MAP; 05-2305AR5MAP

Federal Award Year(s): 2022 and 2023

Compliance Requirement(s) Affected: Eligibility

Type of Finding: Noncompliance and Material Weakness

Recommendation:
ALA staff recommend the Agency design and implement internal controls over compliance to ensure that recipients are
placed in the appropriate recipient aid categories.

Views of Responsible Officials and Planned Corrective Action:

DHS concurs with the finding. The agency is in the process of developing an MMIS change that will automatically
update member profiles to accurately reflect incarceration dates. This will ensure capitated payments are paused and
reinstated in a timely manner and that recoupments and repayments are subsequently processed. The agency is
conducting an ARIES system review to determine the root cause of the incorrect eligibility determinations and will
identify and implement any needed updates to the automatic renewal process.

Anticipated Completion Date: 8/30/2024

Contact Person: Mary Franklin
Director, Division County Operations
Department of Human Services
700 Main Strest
Little Rock, AR 72201
501-681-8377
Mary Frankiin@dhs.arkansas.gov
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2023

Finding Number: 2023-030
State/Educational Agency(s): Arkansas Department of Human Services
Pass-Through Entity: Not Applicable
AL Number(s) and Program Title(s): 93.778 — Medical Assistance Program
(Medicaid Cluster)
Federal Awarding Agency: U.S. Department of Health and Human Services
Federal Award Number(s): 05-2305AR5MAP
Federal Award Year(s): 2023
Compliance Requirement(s) Affected: Special Tests and Provisions —
Provider Eligibility (Fee-for-Service)
Type of Finding: Noncompliance and Material Weakness

Repeat Finding:
A similar issue was reported in prior-year finding 2022-034.

Criteria:
A:c’:tg:cli?ng to section 140.000, Provider Participation, any provider of health services must be enrolled in the Arkansas
Medicaid Program prior to reimbursement for any services provided to Arkansas Medicaid beneficiaries. Enrollment is
considered complete when a provider has signed and submitted the following forms:

e  Application.

e W-9 tax form.

e Medicaid provider contract.

o PCP agreement, if applicable.

e EPSDT agreement, if applicable.

e Change in ownership control or conviction of crime form.

e Disclosure of significant business transactions form.

e  Specific license or certification based on provider type and specialty, if applicable.

e Participation in the Medicare program, if applicable.

42 CFR § 455.414 (effective March 25, 2011, with an extended deadline of September 25, 2018, for full compliance)
states that the State Medicaid Agency must revalidate the enrollment of all providers at least every five years.
Revalidation includes a new application; satisfactory completion of screening activities; and if applicable, fee payment.
Screening activities vary depending on the risk category of the provider as follows:

e The limited-risk category includes database checks.
e  The moderate-risk category includes those required for limited plus site visits.
e  The high-risk category includes those required for moderate plus fingerprint background checks.

Condition and Context:

From a population of 11,165, ALA staff reviewed files of 40 providers to ensure sufficient, appropriate evidence was
provided to support the determination of eligibility, including compliance with revalidation requirements. ALA’s review
revealed deficiencies with three of the provider files as follows:

Moderate-risk cateqory:

> Sample item 21: This provider enrolled on August 28, 2018, and the Agency failed to provide
documentation of the required site visit during enroliment. As a result, amounts paid to the provider from
August 28, 2018 through February 29, 2020, and May 12, 2023 through June 30, 2023, are considered
questioned costs. Questioned costs totaled $9,671.

In accordance with the CMS 1135 waiver, revalidations, site visits, and fingerprint background checks
were paused from March 1, 2020 through May 11, 2023, as a result of the Public Health Emergency
(PHE). Amounts paid to the provider during the PHE are not included in the questioned costs noted
above.
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