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State of Arkansas
Introduction and Summary
For the Year Ended June 30, 2020

The Single Audit Act, as amended in 1996, was enacted to streamline the effectiveness of audits of federal
awards. The Single Audit Act gives the Office of Management and Budget (OMB) the authority to develop
government-wide guidelines and policy on performing audits to comply with the Act. OMB issued Uniform
Guidance (2 CFR § 200) to establish audit guidelines and policies on all aspects of managing federal
awards. A Single Audit under Uniform Guidance is required to determine whether:

o The State’s financial statements are presented fairly, in all material respects, in conformity with
generally accepted accounting principles (GAAP).

e The Schedule of Expenditures of Federal Awards (SEFA) is presented fairly, in all material
respects, in relation to the State’s financial statements taken as a whole.

e The State has adequate internal controls in place to ensure compliance with the requirements
of various federal awards.

e The State has complied with federal statutes, regulations, and the terms and conditions of
federal awards that may have a direct and material effect on each of its major programs.

The State of Arkansas Single Audit for the fiscal year ended June 30, 2020, as performed by Arkansas
Legislative Audit, meets these requirements.

Expenditures of federal awards have varied over the past five years, increasing significantly to
approximately $11 billion in fiscal year 2020 due to expenditures for the coronavirus pandemic (COVID-
19). The chart below depicts the five-year trend of expenditures of federal awards. The 2020 Single Audit
includes federal expenditures from 403 federal programs.

Expenditures of Federal Awards
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State of Arkansas
Introduction and Summary
For the Year Ended June 30, 2020

In accordance with Uniform Guidance, larger federal programs are identified and labeled as Type A. The
following table outlines how the Type A programs for the State of Arkansas were identified.

Type A Program Determination

Total Federal Awards Expended Type A Threshold
Exceed $10 billion but are less than or $30 million
equal to $20 billion

All federal programs with expenditures of at least $30 million were labeled Type A. All other federal
programs were labeled Type B. Of the 403 federal programs represented in the June 30, 2020, State of
Arkansas Single Audit, 22 were Type A programs with expenditures totaling $10,642,572,988, which is 94%
of total expenditures, and 381 were Type B programs with expenditures totaling $689,377,931, which is 6%
of total expenditures.

Type A and Type B Programs
Expenditures of Federal Awards

-

= Type A Programs
= Type B Programs

Uniform Guidance requires the auditor to perform risk assessments on all Type A programs and to audit,
as major, each Type A program assessed as high-risk based on various risk factors. There were 22 Type
A programs, and the risk assessments performed identified 13 of those programs as high-risk or major.
The Type A major programs are:

SNAP Cluster

Special Education Cluster

Student Financial Assistance Cluster
Unemployment Insurance

Title | Grants to Local Educational Agencies
Education Stabilization Fund — CARES Act
Children’s Health Insurance Program

Highway Planning and Construction Cluster
Medicaid Cluster

Child and Adult Care Food Program
Coronavirus Relief Fund

Federal Family Education Loans

Adoption Assistance

VVYVYVYVYY
YV VVYVY

Additionally, Uniform Guidance requires the auditor to perform risk assessments on larger Type B programs
with expenditures that exceed 25% of the Type A threshold; the auditor is not expected to perform risk
assessments on the relatively small federal programs.



State of Arkansas
Introduction and Summary
For the Year Ended June 30, 2020

Threshold for Type B Programs

Type A Threshold $ 30,000,000
25% X 0.25
Threshold of Type B programs $ 7,500,000

The auditor is not required to select, as major, more high-risk Type B programs than at least one-fourth of
the Type A programs identified as low-risk. Nine low-risk Type A programs were identified, so the auditor
is required to select at least three high-risk Type B programs. The auditor selected four high-risk Type-B
programs as major. The Type B major programs are:

Clean Water State Revolving Fund Cluster
Drinking Water State Revolving Fund Cluster
Housing Trust Fund

Rural Rental Housing Loans

YV V VY

For the year ended June 30, 2020, major program expenditures represented 88% of total expenditures of
federal awards.

Fiscal Year 2020
Major vs. Non-Major Programs
$11,331,950,919

= Major Programs
($10 Billion)

® Non-Major Programs
($1.3 Billion)
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Introduction and Summary
For the Year Ended June 30, 2020

Five state departments expended the majority (85%) of federal awards, as noted below:

4+ Arkansas Department of Human Services 60%
4 Arkansas Department of Workforce Services 13%
4+ Arkansas Department of Education 5%
4+ Arkansas Department of Transportation 5%
4 University of Arkansas, Fayetteville 2%
4 Other Departments 15%

The State received federal awards from 31 different federal agencies. Most of the federal awards (90%)
came from four federal agencies as follows:

4+ US Department of Health and Human Services  56%
4+ US Department of Labor 13%
4+ US Department of Education 12%
4+ US Department of Agriculture 10%
4 Other Departments 10%

The audit resulted in 28 findings regarding noncompliance and deficiencies in internal control over
compliance for 6 of the 17 major programs identified on page 15. As illustrated below, 12 of the 28 findings,
or 43%, were repeat findings. Repeat findings indicate that an agency has not taken adequate measures
to correct noncompliance and deficiencies in internal control over compliance reported in the previous
Single Audit. The Schedule of Findings and Questioned Costs is located on page 19.

Fiscal Year 2020
28 Findings
Repeat vs. New

Repeat Findings

0% 10% 20% 30% 40% 50% 60%
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The number of findings reported in the Single Audit has fluctuated over the past five years, as illustrated in
the chart below.

Trend of Findings over Past 5 Years
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Administered By/ SFY SFY SFY SFY SFY
Program 2016 2017 2018 2019 2020
ADE 0 1 0 0 0
Title | 0 1 0 0 0
ADH 1 0 0 0 0
Medicaid 1 0 0 0 0
ARS & 1 0 0 0
Rehab 3 1 0 0 0
DHS 25 21 21 21 16
CACFP 3 4 2 1 0
CHIP 0 3 2 1 3
CNC 0 0 1 0 0 Legend-Programs:
FC 5 2 1 0 0 CACFP Child and Adult Care Food Program
Medicaid 12 7 10 13 8 Rehab Vocational Rehabilitation_Grants to States
Medicaid/CHIP 5 3 5 6 4 FC Foster Care_Title IV-E
Medicaid Medical Assistance Program (Medicaid Cluster)
Rehab 0 1 0 0 0 CHIP Children's Health Insurance Program
Various 0 1 0 0 0 Various Various Federal Programs
Adoption 0 0 0 0 1 Adoption Adoption Assistance Program
DWS 0 0 2 0 3 CNC Child Nutrition Cluster
TANF Temporary Assistance for Needy Families
TANF 0 0 2 0 0 Title | Title | Grants to Local Educational Agencies
ul 0 0 0 0 2 SFA Student Financial Assistance Cluster
F/S 0 0 0 0 1 R&D Research and Development Cluster (Various programs)
SAU 0 0 0 0 4 ul Unemployment Insurance
FIs Financial Statements (not a Federal Program)
SFA 0 0 0 0 3 HEERF Higher Education Emergency Relief Fund
HEERF 0 0 0 0 1
UAMS 0 1 2 0 0
Head Start 0 0 1 0 0 Legend-Agencies/Higher Education Institutions:
R&D/Head Start 0 1 0 0 0 DHS Arkansas Department of Human Senices
SFA 0 0 1 0 0 ARS Arkansas Rehabilitation Senvices
ANC 0 0 0 0 1 ADH Arkansas Department of Health
UAMS University of Arkansas for Medical Sciences
SFA . 0 0 0 0 1 PCCUA Phillips Community College of University of Arkansas
ASU-3 Rivers 0 0 0 0 1 UAM University of Arkansas at Monticello
SFA 0 0 0 0 1 ADEM Arkansas Department of Emergency Management
UAF 0 0 0 0 1 ADE Arkansas Department of Education
SFA 0 0 0 0 1 Dws Department of Workforce Senices
UAF University of Arkansas, Fayetteville
HSU 0 0 0 0 1 SAU Southern Arkansas University
SFA 0 0 0 0 1 HSU Henderson State University
ATU 0 0 0 0 1 ATU Arkansas Tech University
ANC Arkansas Northeastern College
SFA 0 0 0 0 1 ASU-3 Rivers Arkansas State University - Three Rivers
Grand Total 29 23 25 21 28
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Introduction and Summary

For the Year Ended June 30, 2020

Many findings result in questioned costs. Uniform Guidance defines “questioned costs” as costs that result
from a violation or possible violation of a statute, regulation, or the terms and conditions of a federal award,
including where funds were used to match federal funds; where the costs, at the time of the audit, are not
supported by adequate documentation; or where the costs incurred appear unreasonable and do not reflect
the actions a prudent person would take in the circumstances.

The table below depicts findings with questioned costs that were not resolved by the federal awarding
agency as reported in the June 30, 2019, Single Audit. In addition, the table notes each finding’s questioned
costs status, including recoupments, other adjustments, or recoupments not required, as of September 30,

2020.
Questioned Other Recoupment Outstanding Balance

Federal Program Finding # Costs Recoupment Adjustment Not Required (as of September 30, 2020)

2017
CACFP 2017-002 $ 645 $ 645 $ 0
CACFP 2017-003 13,977 13,977 0
Medicaid and CHIP 2017-011 8,337,709 8,337,709 0

2018
CACFP 2018-002 1,339,409 $ 315612 1,023,797
Medicaid and CHIP 2018-005 146,619 $ 103,189 43,430
Medicaid and CHIP 2018-006 1,779 1,252 527
Medicaid and CHIP 2018-007 13,572 13,572 0
CHIP 2018-010 4,920,931 4,920,931 0
Medicaid 2018-012 475 475 0
Medicaid 2018-013 2,073 492 1,581 0
Medicaid 2018-014 376,595 244,180 132,415
Medicaid 2018-015 47,343,219 47,343,219 0
Medicaid 2018-016 12,421 12,421 0
Medicaid 2018-017 392,746 4,766 387,980 0
Medicaid 2018-019 209,046 209,046 0
Medicaid 2018-020 3,572,108 3,572,108 0
Medicaid 2018-021 2,882 1,869 1,013

2019
CACFP 2019-001 1,526,467 350,000 1,176,467
Medicaid and CHIP 2019-002 1,044 594 450
Medicaid and CHIP 2019-003 9,210 9,210 0
Medicaid and CHIP 2019-006 9,910,667 9,910,667
Medicaid 2019-009 8,962 8,962
Medicaid 2019-010 107,381 107,380 1 0
Medicaid 2019-011 279,488 279,487 1 0
Medicaid 2019-012 58,894 58,894 0
Medicaid 2019-016 40,302 36,750 3,552
Medicaid 2019-019 2,215 1,411 804
Totals 78,630,836 $ 1,063,357 $ 665,612 $ 64,599,783 $ 12,302,084

Legend
CACFP  Child and Adult Care Food Program
CHIP  Children's Health Insurance Program




State of Arkansas Single Audit

Independent Auditor’s Reports
For the Year Ended June 30, 2020




Sen. Ronald Caldwell Rep. Richard Womack

Senate Chair House Chair
Sen. Gary Stubblefield Rep. Nelda Speaks
Senate Vice Chair House Vice Chair

Roger A. Norman, JD, CPA, CFE, CFF
Legislative Auditor

LEGISLATIVE JOINT AUDITING COMMITTEE
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Report on Internal Control Over Financial Reporting and on
Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards

Independent Auditor’s Report

The Honorable Asa Hutchinson, Governor,
and Members of the Legislative Joint Auditing Committee
State of Arkansas:

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States, the financial statements of the governmental
activities, the business-type activities, the aggregate discretely presented component units, each major
fund, and the aggregate remaining fund information of the State of Arkansas (the State) as of and for the
year ended June 30, 2020, and the related notes to the financial statements, which collectively comprise
the State’s basic financial statements, and have issued our report thereon dated January 15, 2021. Our
report includes a reference to other auditors who audited the financial statements of the discretely
presented component units, the University of Arkansas for Medical Sciences (a portion of the Higher
Education Fund), the Construction Assistance Revolving Loan Fund (non-major enterprise fund), and the
Other Revolving Loan Funds (non-major enterprise funds), as described in our report on the State’s
financial statements. This report does not include the results of the other auditors’ testing of internal control
over financial reporting or compliance and other matters that are reported on separately by those auditors.
The financial statements of the University of Arkansas Foundation, Inc., and the University of Arkansas
Fayetteville Campus Foundation, Inc. (discretely presented component units), were not audited in
accordance with Government Auditing Standards, and accordingly this report does not include reporting on
internal control over financial reporting or compliance and other matters associated with the University of
Arkansas Foundation, Inc., and the University of Arkansas Fayetteville Campus Foundation, Inc. or that are
reported on separately by those auditors who audited the financial statements of the University of Arkansas
Foundation, Inc., and the University of Arkansas Fayetteville Campus Foundation, Inc.

Internal Control Over Financial Reporting

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

A deficiency in internal control exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent, or detect and correct,
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in
internal control, such that there is a reasonable possibility that a material misstatement of the entity’s
financial statements will not be prevented, or detected and corrected on a timely basis. A significant
deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severe than a
material weakness, yet important enough to merit attention by those charged with governance.

500 WOODLANE STREET, SUITE 172 « LITTLE ROCK, ARKANSAS 72201-1099 « PHONE: (501) 683-8600 « FAX: (501) 683-8605
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Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies and therefore, material weaknesses or significant deficiencies may
exist that have not been identified. Given these limitations, during our audit we did not identify any
deficiencies in internal control that we consider to be material weaknesses. We did identify certain
deficiencies in internal control, described in the accompanying Schedule of Findings and Questions Costs
as item 2020-001 that we consider to be a significant deficiency.

Compliance and Other Matters

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

State’s Response to Findings

The State’s response to the finding identified in our audit is described in the accompanying Schedule of
Findings and Questioned Costs and Corrective Action Plan. The State’s response was not subjected to
the auditing procedures applied in the audit of the financial statements, and accordingly, we express no
opinion on it.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance
and the results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal
control or on compliance. This report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the entity’s internal control and compliance. Accordingly,
this communication is not suitable for any other purpose. However, pursuant to Ark. Code Ann. § 10-4-
417, all reports presented to the Legislative Joint Auditing Committee are matters of public record, and
distribution is not limited.

ARKANSAS LEGISLATIVE AUDIT

e

Roger A. Norman, JD, CPA, CFE, CFF
Legislative Auditor

Little Rock, Arkansas
January 15, 2021
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Report on Compliance For Each Major Federal Program;
Report on Internal Control Over Compliance; and
Report on Schedule of Expenditures of Federal Awards
Required by the Uniform Guidance

Independent Auditor's Report

The Honorable Asa Hutchinson, Governor,
and Members of the Legislative Joint Auditing Committee,
State of Arkansas:

Report on Compliance for Each Major Federal Program

We have audited the State of Arkansas’s compliance with the types of compliance requirements described
in the OMB Compliance Supplement that could have a direct and material effect on each of the State’s
major federal programs for the year ended June 30, 2020, except for the major federal programs listed

below:
Program/Cluster Title Administered by
Student Financial Assistance Cluster University of Arkansas for Medical Sciences
Rural Rental Housing Loans Arkansas Development Finance Authority
Housing Trust Fund Arkansas Development Finance Authority
Federal Family Education Loans Arkansas Development Finance Authority

(Arkansas Student Loan Authority)

Clean Water State Revolving Fund Cluster State of Arkansas Construction Assistance

Revolving Loan Fund Program
Drinking Water State Revolving Fund Cluster  State of Arkansas Safe Drinking Water
Revolving Loan Fund Program

Those maijor federal programs were audited by other auditors whose reports have been furnished to us,
and our opinion, insofar as it relates to those major federal programs’ compliance with the types of
compliance requirements described in the OMB Compliance Supplement, is based solely on the report of
the other auditors. The State’s major federal programs are identified in the summary of auditor’s results
section of the accompanying Schedule of Findings and Questioned Costs.

The State of Arkansas’s basic financial statements include the operations of the Disability Determination
for Social Security Administration, which expended $45,203,379 in federal awards and is not included in
the State’s Schedule of Expenditures of Federal Awards during the year ended June 30, 2020. Our audit,
described below, did not include the operations of Disability Determination for Social Security Administration
because the entity engaged other auditors to perform an audit in accordance with Title 2 U.S. Code of
Federal Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit
Requirements for Federal Awards (Uniform Guidance) that is based on a September 30 year-end.

Management’s Responsibility

Management is responsible for compliance with the requirements of federal statutes, regulations, and the
terms and conditions of federal awards applicable to its federal programs.

500 WOODLANE STREET, SUITE 172 « LITTLE ROCK, ARKANSAS 72201-1099 « PHONE: (501) 683-8600 * FAX: (501) 683-8605
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Auditor’s Responsibility

Our responsibility is to express an opinion on compliance for each of the State’s major federal programs
based on our audit of the types of compliance requirements referred to above. We conducted our audit of
compliance in accordance with auditing standards generally accepted in the United States of America; the
standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States; and the audit requirements of Title 2 U.S. Code of Federal
Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for
Federal Awards (Uniform Guidance).

Those standards and the Uniform Guidance require that we plan and perform the audit to obtain reasonable
assurance about whether noncompliance with the types of compliance requirements referred to above that
could have a direct and material effect on a major federal program occurred. An audit includes examining,
on a test basis, evidence about the State’s compliance with those requirements and performing such other
procedures as we considered necessary in the circumstances.

We believe that our audit provides a reasonable basis for our qualified and unmodified opinions on
compliance for major federal programs. However, our audit does not provide a legal determination of the
State’s compliance.

Basis for Qualified Opinion on the Children’s Health Insurance Program and the Medical Assistance
Program

As described in the accompanying Schedule of Findings and Questioned Costs, the State did not comply
with requirements regarding the following:

Finding # CFDA # Program Name Compliance Requirement
2020-017 | 93.767; 93.778 | Children’s Health Insurance Program; | Matching, Level of Effort,
Medical Assistance Program Earmarking

2020-018 | 93.767 Children’s Health Insurance Program | Activities Allowed or Unallowed -
Managed Care (PASSE)

2020-019 | 93.767 Children’s Health Insurance Program | Special Tests and Provisions -
Provider Eligibility (Fee-for-
service)

2020-020 | 93.767 Children’s Health Insurance Program | Special Tests and Provisions -

Provider Eligibility (Managed Care
Organizations)

2020-026 | 93.778 Medical Assistance Program Special Tests and Provisions -
Provider Eligibility (Fee-for-
service)

2020-027 | 93.778 Medical Assistance Program Special Tests and Provisions -

Provider Eligibility (Managed Care
Organizations)

Compliance with such requirements is necessary, in our opinion, for the State to comply with the
requirements applicable to that program.

Qualified Opinion on the Children’s Health Insurance Program and the Medical Assistance Program
In our opinion, except for the noncompliance described in the Basis for Qualified Opinion paragraph, the
State complied, in all material respects, with the types of compliance requirements referred to above that

could have a direct and material effect on the Children’s Health Insurance Program and the Medical
Assistance Program for the year ended June 30, 2020.

-10 -




Unmodified Opinion on Each of the Other Major Federal Programs

In our opinion, the State complied, in all material respects, with the types of compliance requirements
referred to above that could have a direct and material effect on each of its other major federal programs
identified in the summary of auditor’s results section of the accompanying Schedule of Findings and
Questioned Costs for the year ended June 30, 2020.

Other Matters

The results of our auditing procedures disclosed other instances of noncompliance, which are required to
be reported in accordance with the Uniform Guidance and are described in the accompanying Schedule of
Findings and Questioned Costs as items 2020-002 through 2020-012, 2020-014, 2020-016, 2020-021
through 2020-025, and 2020-028. Our opinion on each major federal program is not modified with respect
to these matters.

The State’s response to the noncompliance findings identified in our audit is described in the accompanying
Schedule of Findings and Questioned Costs and Corrective Action Plan. The State’s response was not
subjected to the auditing procedures applied in the audit of compliance, and accordingly, we express no
opinion on the response.

Report on Internal Control over Compliance

Management of the State is responsible for establishing and maintaining effective internal control over
compliance with the types of compliance requirements referred to above.

In planning and performing our audit of compliance, we considered the State’s internal control over
compliance with the types of requirements that could have a direct and material effect on each major federal
program to determine the auditing procedures that are appropriate in the circumstances for the purpose of
expressing an opinion on compliance for each major federal program and to test and report on internal
control over compliance in accordance with Uniform Guidance but not for the purpose of expressing an
opinion on the effectiveness of internal control over compliance. Accordingly, we do not express an opinion
on the effectiveness of the State’s internal control over compliance.

Our consideration of internal control over compliance was for the limited purpose described in the preceding
paragraph and was not designed to identify all deficiencies in internal control over compliance that might
be material weaknesses or significant deficiencies and, therefore, material weaknesses or significant
deficiencies may exist that have not been identified. However, as discussed below, we did identify certain
deficiencies in internal control over compliance that we consider to be material weaknesses and significant
deficiencies.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent or detect and correct noncompliance with a type of compliance requirement of a federal
program on a timely basis.

A material weakness in internal control over compliance is a deficiency or combination of deficiencies in
internal control over compliance, such that there is a reasonable possibility that material noncompliance
with a type of compliance requirement of a federal program will not be prevented or detected and corrected
on a timely basis. We consider the deficiencies in internal control over compliance described in the
accompanying Schedule of Findings and Questioned Costs as items 2020-002 through 2020-003, 2020-
015 through 2020-022, and 2020-026 through 2020-028 to be material weaknesses.

A significant deficiency in internal control over compliance is a deficiency, or a combination of deficiencies,

in internal control over compliance with a type of compliance requirement of a federal program that is less
severe than a material weakness in internal control over compliance yet important enough to merit attention

-11 -



by those charged with governance. We consider the deficiencies in internal control over compliance
described in the accompanying Schedule of Findings and Questioned Costs as items 2020-004 through
2020-014 and 2020-023 through 2020-025 to be significant deficiencies.

The State’s response to the internal control over compliance findings identified in our audit is described in
the accompanying Schedule of Findings and Questioned Costs and Corrective Action Plan. The State’s
response was not subjected to the auditing procedures applied in the audit of compliance, and accordingly,
we express no opinion on the response.

The purpose of this report on internal control over compliance is solely to describe the scope of our testing
of internal control over compliance and the results of that testing based on the requirements of the Uniform
Guidance. Accordingly, this report is not suitable for any other purpose.

Report on Schedule of Expenditures of Federal Awards Required by the Uniform Guidance

We have audited the financial statements of the State as of and for the year ended June 30, 2020, and
have issued our report thereon dated January 15, 2021, which contained an unmodified opinion on those
financial statements. Our audit was conducted for the purpose of forming an opinion on the financial
statements as a whole.

The accompanying Schedule of Expenditures of Federal Awards is presented for purposes of additional
analysis as required by Uniform Guidance and is not a required part of the financial statements. Such
information is the responsibility of management and was derived from and relates directly to the underlying
accounting and other records used to prepare the financial statements.

The information has been subjected to the auditing procedures applied in the audit of the financial
statements and certain additional procedures, including comparing and reconciling such information directly
to the underlying accounting and other records used to prepare the financial statements or to the financial
statements themselves and other additional procedures in accordance with auditing standards generally
accepted in the United States of America.

In our opinion, the Schedule of Expenditures of Federal Awards is fairly stated in all material respects in
relation to the financial statements as a whole.

ARKANSAS LEGISLATIVE AUDIT

7

Roger A. Norman, JD, CPA, CFE, CFF
Legislative Auditor

Little Rock, Arkansas

March 2, 2021, except for the
Schedule of Expenditures of Federal
Awards, dated January 15, 2021
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2020

Audit findings regarding compliance and internal controls over compliance for the major programs are
disclosed on the following pages. Each finding has been evaluated and assigned one or more of the
following designations:

» Material Noncompliance with the provisions of federal statutes, regulations, or
terms and conditions of federal awards related to a major program. The
determination of whether noncompliance is material for the purpose of reporting is in
relation to 1 of the 12 types of compliance requirements for a major program
identified in the OMB Uniform Guidance Compliance Supplement.

» Noncompliance with the provisions of federal statutes, regulations, or terms and
conditions of federal awards related to a major program

» Material Weakness in internal control over compliance. A deficiency, or combination
of deficiencies, in internal control over compliance such that there is a reasonable
possibility that material noncompliance with a type of compliance requirement will not
be prevented or detected and corrected timely.

» Significant Deficiency in internal control over compliance. A deficiency, or
combination of deficiencies, in internal control over compliance with a type of
compliance requirement that is less severe than a material weakness yet important
enough to merit attention by those charged with governance.

In addition, known questioned costs that are greater than $25,000 for a type of compliance requirement
for a major program are required to be reported. Questioned costs are questioned by the auditor
because of an audit finding (a) that resulted from a violation or possible violation of a statute, regulation,
or the terms and conditions of a federal award, including funds used to match federal funds; b) for which
the costs, at the time of the audit, are not supported by adequate documentation; or (c) for which the
costs incurred appear unreasonable and do not reflect the actions a prudent person would take in the
circumstances.

As part of the audit process, the findings were provided to the applicable State/Educational Agency
(Agency) for management’s response. The responses were prepared by management of each Agency
and are included at the end of each finding beginning on page 16 under the caption “Views of
Responsible Officials and Planned Corrective Action.” The responses include the planned corrective
action, the anticipated completion date, and the Agency contact.

We have presented our findings, generally, by Federal Grantor Agency, State/Educational Agency, and
Catalog of Federal Domestic Assistance Number (CFDA). Each finding is assigned a seven-digit
reference number (e.g., 2020-xxx). The first set of digits represents the fiscal year audited, and the
second set represents the sequential finding number. An index of the federal compliance findings is
located on page 18.

-13 -



State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2020

Section | - Summary of Auditor's Results

Financial Statements

Type of auditor's report issued: Unmodified

Internal control over financial reporting:
Material weakness(es) identified? Yes X No

Significant deficiency(s) identified not

considered to be a material weakness(es)? X Yes None reported

Noncompliance material to financial statements noted? Yes X No

Federal Awards

Internal control over major programs:
Material weakness(es) identified? X Yes No
Significant deficiency(s) identified not

considered to be a material weakness(es)? X Yes None reported

Type of auditor's report issued on compliance for major programs: Unmodified*

*Except for the programs listed on page 10 of this report,

which were Qualified

Any audit findings disclosed that are required to be

reported in accordance with 2 CFR § 200.516(a) X Yes No
Dollar threshold used to distinguish between Type A and Type B programs: $30.000.000
Auditee qualified as low-risk auditee? Yes X No
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State of Arkansas

Schedule of Findings and Questioned Costs

For the Year Ended June 30, 2020

Section | - Summary of Auditor's Results (Continued)

Identification of major programs:

-

12,
13.
14.
15.
16.
17.

CFDA

Number(s)

Name of Cluster or Federal Program

© ©® ®» N o g B 0 b

10.551, 10.561
20.205, 20.219, 20.224
66.458
66.468
84.027, 84.173
93.775, 93.777,93.778
Various
10.415
10.558
14.275
17.225
21.019
84.010
84.032
84.425
93.659
93.767

SNAP Cluster

Highway Planning and Construction Cluster
Clean Water State Revolving Fund Cluster
Drinking Water State Revolving Fund Cluster
Special Education Cluster (IDEA)

Medicaid Cluster

Student Financial Assistance Cluster

Rural Rental Housing Loans

Child and Adult Care Food Program
Housing Trust Fund

Unemployment Insurance

Coronavirus Relief Fund

Title | Grants to Local Educational Agencies
Federal Family Education Loans - Lenders
Education Stablization Fund - CARES Act
Adoption Assistance

Children's Health Insurance Program
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2020

Section Il — Financial Statement Findings

REPORT FINDING: 2020-001

Division of Workforce Services

The Committee of Sponsoring Organizations of the Treadway Commission (COSO) framework of internal controls,
adopted by the State of Arkansas in DFA's Financial Management Guide, states that communications related to both
operational and financial data are needed at all levels of an agency in a relevant, reliable, and timely fashion. The
State did not have the policies and procedures in place to appropriately record the financial effects of the new
unemployment insurance pandemic programs authorized under the CARES Act of 2020. As a result, we noted the
following:

e Operating revenues were overstated by $52,930,508 when a portion of federal grant receipts were
erroneously coded to a general ledger account related to Operating revenues, as opposed to the more
appropriate general ledger account related to Non-operating revenues. The State made an attempt to
correct the misstatement, but the modification was not made for the correct amount, or to the correct
general ledger account. As a result, the correcting entry also caused a $19,299,223 overstatement of
Non-operating revenues and a $72,229,731 overstatement of Operating expenses.

e A federal receivable of $170,564,947 related to the new pandemic programs [Federal Pandemic
Unemployment Assistance (FPUC), Pandemic Extended Unemployment Compensation (PEUC), and
Pandemic Unemployment Assistance (PUA)] was not recorded.

e Unemployment benefits payable of $293,784,718 for the new pandemic programs (FPUC, PEUC, and
PUA) were not recorded until auditors inquired about the lack of such an entry. Additionally, auditors
recalculated this payable to be $303,090,396, a difference of $9,305,678.

Lack of appropriate controls over financial reporting could cause financial statements to be misstated.

Upon notifying DFA-CAFR of the potential misstatements, an entry was made in AASIS to correct the amounts listed
above.

We recommend the State work to improve its controls over financial reporting, creating policies and procedures that
encourage more accurate reporting of its programs.

Views of Responsible Officials and Planned Corrective Action:
ADWS management concurs with the finding.

e The State made an attempt to correct the misstatement, but the modification was not made for the correct
amount, or to the correct general ledger account. As a result, the correcting entry also caused a
$19,299,223 overstatement of Non-operating revenues and a $72,229,731 overstatement of Operating
expenses. Accounting staff unintentionally copied the posting templates from employer contributions,
instead of other program revenues. To eliminate the risk, the Assistant Controller will review all new
templates before posting.

e The root cause was breakdowns in communications and the lateness in calculating and posting the payable
that caused this receivable. The Controller Unit will develop SOP’s to ensure all appropriate entries are
posted.

e Under normal circumstances, Ul Program Unit uses a prescribed formula to calculate the payable for Ul
Regular Benefits. That formula is: Average Duration divided by 2, times compensable claims, times Average
Weekly Benefit.
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2020

Section Il - Financial Statement Findings (Continued)

REPORT FINDING: 2020-001 (Continued)

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

At the seven (7) day period ending June 30, 2020; ADWS paid 83,088 compensable Ul claims. The average weekly
benefit amount for the quarter ending June 30, 2020 was $223.0 and the average claim duration was 8.8 weeks.
Using these numbers, the Ul Benefits payable at June 30, 2020 equals: $81,525,946.

There are differences in the regular benefits and new programs, such as duration, timing, and the very nature of the
program. ADWS reviewed each of the programs for these issues, as well as for trends in the total payouts, and
calculated our estimate.

Adjusted procedure: financial management will discuss all programs existing at year end, internally and with the
program unit, and develop best estimates, as appropriate that must be approved by both program and fiscal
leadership.

Anticipated Completion Date: Complete

Contact Person: Kristopher Jones
Assistant Director, FMAS
Arkansas Division of Workforce Services
2 Capitol Mall
Little Rock, AR 72201
501-682-3108
Kris.jones@arkansas.gov
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2020

Section lll - Federal Award Findings and Questioned Costs

Federal Program Name Page Number(s)

Department of Commerce — Division of Workforce Services
Unemployment Insurance 19-23

University of Arkansas, Fayetteville

Student Financial Assistance Cluster 24 - 25
Henderson State University

Student Financial Assistance Cluster 26
Southern Arkansas University

Student Financial Assistance Cluster 27 -32

Higher Education Emergency Relief Fund 33-34
Arkansas Tech University

Student Financial Assistance Cluster 35-36
Arkansas Northeastern College

Student Financial Assistance Cluster 37 - 38
Arkansas State University — Three Rivers

Student Financial Assistance Cluster 39-40

Arkansas Department of Human Services

Adoption Assistance 41-42
Medicaid Cluster 43 - 52; 64 - 87
Children’s Health Insurance Program 43 - 63
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2020

Finding Number: 2020-002

State/Educational Agency(s): Department of Commerce —
Division of Workforce Services

Pass-Through Entity: Not Applicable

CFDA Number(s) and Program Title(s): 17.225 — Unemployment Insurance

Federal Awarding Agency: U.S. Department of Labor

Federal Award Number(s): Not Applicable

Federal Award Year(s): Not Applicable

Compliance Requirement(s) Affected: Allowable Costs/Cost Principles;
Eligibility

Type of Finding: Noncompliance and Material Weakness

Repeat Finding:
Not applicable

Criteria:

In accordance with 2 CFR § 200.303, 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 the terms and conditions of the award.

Condition and Context:
Our review of claimant data revealed overpayments as follows:

e Comparing claimant data to the death list provided by the Department of Health, ALA staff identified
unemployment benefits totaling $15,220 that were paid for claims on behalf of four deceased individuals.

e Using data analytics, ALA staff identified $8,152,235 in post-pandemic-period payments to 3,384
claimants as suspicious due to the consistent wages reported for those employees by their employers in
quarters 1 and 2 of calendar year 2020. In a random sample of 60 claimants, with benefits totaling
$154,217, ALA noted:

a) One claimant was paid 13 weeks of regular Unemployment Compensation (UC) and Federal
Pandemic Unemployment Compensation (FPUC) totaling $12,298, between April 4, 2020 and
June 27, 2020, for an unemployment claim on a part-time job lost when the business closed.
The claimant still maintained gainful employment with a local university, earning wages of
$16,491 in both quarters 1 and 2 of the calendar year 2020. If the wages had been correctly
reported by the claimant in her weekly claims for unemployment, she would not have been
eligible for any benefits; therefore, the entire $12,298 was an overpayment. The university
disputed the unemployment claim with the Division of Workforce Services, which failed to
properly consider the income and erroneously upheld the eligibility of the individual.

b) Of the 60 claimants in the sample, 10 claimants, with benefit payments totaling $14,981, were
victims of identity theft, who had claims filed fictitiously using their names and Social Security
numbers. If projected to the population of $8,152,235 suspicious payments in this test, the result
would be $791,927 in UC overpayments due to identity theft.

Statistically Valid Sample:
Not a statistically valid sample

Questioned Costs:
$42,499

Cause:
In response to the increase in demand for services/benefits, the State relaxed controls over identity verification and
income verification for the program during the fourth quarter of fiscal year 2020.

Effect:
Lack of appropriate internal controls resulted in overpayments of both state and federal funds.
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2020

Finding Number: 2020-002 (Continued)

State/Educational Agency(s): Department of Commerce —
Division of Workforce Services

Pass-Through Entity: Not Applicable

CFDA Number(s) and Program Title(s): 17.225 — Unemployment Insurance

Federal Awarding Agency: U.S. Department of Labor

Federal Award Number(s): Not Applicable

Federal Award Year(s): Not Applicable

Compliance Requirement(s) Affected: Allowable Costs/Cost Principles;
Eligibility

Type of Finding: Noncompliance and Material Weakness

Recommendation:

ALA staff recommend the Agency maintain and strengthen internal controls over benefit payments to ensure that
payments are made in the correct amount and to eligible claimants. ALA staff also recommend the Agency seek
recoupment of the identified overpayments.

Views of Responsible Officials and Planned Corrective Action:
ADWS management concurs with the finding.

1.  Toreduce the risk of improper payments due to weak controls around identify verification, ADWS has implemented
or planned the following:

a. Beginning in July 2020, PUA claimants whose applications were flagged as suspicious (i.e. “Internal
Review” status) were mailed a letter requesting additional documentation including state-issued
identification be submitted electronically to the PUA.Review@arkansas.gov email address or via fax or
mail. In-person identity verification was not mandatory; in-person verification was the alternative method
to the email, fax, and mail options. Claimants who successfully provided the requested documentation
were released from Internal Review status and resumed normal claim activity.

b. In December 2020, ADWS implemented the Uldentify solution from OnPoint Technology as another
alternate method of identity verification. Uldentify sends an email to the claimant with a link for the
claimant to scan the barcode on the back of their driver’s license. The solution then cross matches the
barcode information against national Department of Motor Vehicles (DMV) databases and returns a
“Match” or “Mismatch” result to ADWS.

From December 4, 2020 thru January 11, 2021, a total of 60,757 emails were sent to claimants in
Internal Review status. All applications for claimants who successfully verified their identity were
released to resume normal claim activity.

c. Data Analytics — Several data analytics techniques are currently utilized including a robust fraud algorithm,
which identifies claims meeting certain parameters (i.e. multiple claims with common data elements,
invalid email domains, high-risk banks, etc.).

d. Tips/Leads — ADWS provides multiple methods to report suspected fraud including a fraud hotline and an
online reporting option. Daily leads are also received from the IDH fraud alerts and regular communication
regarding fraud is shared with the public.

e. Although ADWS does not currently cross match against local death records, Regular UC has over 32
cross match processes some of which cross match national databases for death records and PUA has
moved 17 of the same processes into production.

f.  ADWS is also planning to leverage the NASWA Integrity Hub Suspicious Actor Repository to further
improve this process.

g. Further, ADWS is currently implementing a “Fact-Finding for ID Theft Questionnaire” that requires
clarification/attestation from a claimant that resolves duplicate claims.

2. Regarding the recoupment of identified overpayments, ADWS has implemented or planned the following:

a. ADWS has a Benefits Payment Control Unit that pursues overpayments.

b. Regarding overpayments due to Identity Theft specifically, ADWS must identify the perpetrator and proper
claimant before attempting collections. ADWS actively works with OIG, FBI, and other organizations to
coordinate this effort.
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State of Arkansas

Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2020

Finding Number:
State/Educational Agency(s):

Pass-Through Entity:

CFDA Number(s) and Program Title(s):
Federal Awarding Agency:

Federal Award Number(s):

Federal Award Year(s):

Compliance Requirement(s) Affected:

Type of Finding:

2020-002 (Continued)

Department of Commerce —
Division of Workforce Services

Not Applicable

17.225 — Unemployment Insurance

U.S. Department of Labor

Not Applicable

Not Applicable

Allowable Costs/Cost Principles;
Eligibility

Noncompliance and Material Weakness

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

Anticipated Completion Date:

Contact Person:

Complete

Kristopher Jones

Assistant Director, FMAS

Arkansas Division of Workforce Services
2 Capitol Mall

Little Rock, AR 72201

501-682-3108

Kris.jones@arkansas.gov
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2020

Finding Number: 2020-003

State/Educational Agency(s): Department of Commerce —
Division of Workforce Services

Pass-Through Entity: Not Applicable

CFDA Number(s) and Program Title(s): 17.225 — Unemployment Insurance

Federal Awarding Agency: U.S. Department of Labor

Federal Award Number(s): Not Applicable

Federal Award Year(s): Not Applicable

Compliance Requirement(s) Affected: Allowable Costs/Cost Principles;
Eligibility

Type of Finding: Noncompliance and Material Weakness

Repeat Finding:
Not applicable

Criteria:

In accordance with 2 CFR § 200.303, 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 the terms and conditions of the award.

Unemployment Insurance Program Letter No. 14-20 establishes Pandemic Unemployment Assistance (PUA) for
individuals who are self-employed, who are seeking part-time employment, or who otherwise would not qualify for
regular Unemployment Compensation (UC) under state or federal law. As such, the programs are mutually exclusive,
and it is not allowable for claims to be paid for the same week of unemployment out of both programs.

Condition and Context:

Using data analytics, ALA staff identified 1,820 claimants who received a total of 3,761 payments for the same week of
unemployment in both the regular UC system and the new PUA system. The duplicate payments paid from the regular
UC system totaled $1,291,245, and those paid from the PUA system totaled $1,304,451.

ALA staff reviewed the case files of 30 claimants, sampled from the population of 1,820 claimants, receiving duplicate
payments and noted the following:

e 21 of the 30 claimants (70%) were not eligible for the PUA benefits received.

e 7 of the 30 claimants (23.3%) were not eligible for the regular UC benefits received.

e 2 of the 30 claimants (6.7%) were not eligible for either the PUA or the regular UC benefits received.

e Of the $100,883 PUA benefits sampled, ALA identified questioned costs totaling $88,174. If projected to
the population of duplicate payments, likely questioned costs could total $1,139,770.

e Of the $98,288 regular UC benefits sampled, ALA identified guestioned costs totaling $15,264. If
projected to the population of duplicate payments, likely questioned costs could total $200,529.

Statistically Valid Sample:
Not at statistically valid sample

Questioned Costs:
$103,438

Cause:
The duplicate payments appear to be due to a lack of appropriate communication between the two systems
administering the regular UC benefits and the PUA benefits.

Effect:

A lack of adequate controls allowed benefit payments from two separate systems to be issued for the same week of
unemployment for the same claimant, resulting in overpayments of state and federal funds.
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2020

Finding Number: 2020-003 (Continued)

State/Educational Agency(s): Department of Commerce —
Division of Workforce Services

Pass-Through Entity: Not Applicable

CFDA Number(s) and Program Title(s): 17.225 — Unemployment Insurance

Federal Awarding Agency: U.S. Department of Labor

Federal Award Number(s): Not Applicable

Federal Award Year(s): Not Applicable

Compliance Requirement(s) Affected: Allowable Costs/Cost Principles;
Eligibility

Type of Finding: Noncompliance and Material Weakness

Recommendation:
ALA staff recommend the Agency work to strengthen internal controls over the establishment of eligibility for regular
UC and PUA, as well as the payment of benefits, in a way that considers the information in both systems. In addition,
ALA staff recommend the Agency continue to pursue the recovery of overpayments of funds, returning them to their
appropriate source.

Views of Responsible Officials and Planned Corrective Action:
ADWS management concurs with the finding.

1. To reduce the risk of improper payments due to duplicate payments between UC and PUA, ADWS has
implemented the following:

a. ADWS sent a quarterly and now daily list to Protech that identifies claimants that are monetarily eligible
to collect regular UC. Those claims are flagged as not entitled in the PUA system.

2. Interms of recouping Identified Overpayments, ADWS has implemented or planned the following improvements:
a. This response is the same as that found in the response to Finding 2020-002.

Anticipated Completion Date: Complete

Contact Person: Kristopher Jones
Assistant Director, FMAS
Arkansas Division of Workforce Services
2 Capitol Mall
Little Rock, AR 72201
501-682-3108
Kris.jones@arkansas.gov
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2020

Finding Number: 2020-004
State/Educational Agency(s): University of Arkansas, Fayetteville
Pass-Through Entity: Not Applicable

CFDA Number(s) and Program Title(s): = 84.007 — Federal Supplemental Educational Opportunity Grants
84.033 — Federal Work Study Program
84.063 — Federal Pell Grant Program
84.268 — Federal Direct Student Loans
93.264 — Nurse Faculty Loan Program
(Student Financial Assistance Cluster)

Federal Awarding Agency: U.S. Department of Education;
U.S. Department of Health and Human Services
Federal Award Number(s): Various
Federal Award Year(s): 2020
Compliance Requirement(s) Affected: Special Tests and Provisions
Type of Finding: Noncompliance and Significant Deficiency

Repeat Finding:
Not applicable

Criteria:

The Gramm-Leach-Bliley Act (GLBA) and 16 C.F.R § 314.4 require financial institutions to develop, implement, and
maintain an information security program that includes a risk assessment over employee training and management to
facilitate the design and implementation of appropriate safeguards to students’ financial aid information.

Condition and Context:
During the audit period, the University disbursed $127,201,923 in federal financial assistance subject to this
requirement and did not conduct a risk assessment as required.

Statistically Valid Sample:
Not a statistically valid sample

Questioned Costs:
None

Cause:
The University did not conduct a risk assessment, as required by 16 C.F.R § 314.4b, to identify reasonably foreseeable
internal and external risks to the security, confidentiality, and integrity of customer information.

Effect:
Student financial information was more susceptible to unauthorized disclosure, misuse, alteration, destruction, or other
compromise because risks could exist for which safeguards have not been designed and implemented.

Recommendation:

ALA staff recommend the University conduct a risk assessment utilizing a standard risk assessment framework. The
GLBA risk assessment must include a clear identification of any foreseeable threats, a full assessment of the likelihood
of such threats and potential damage, and the University’s efforts to mitigate potential foreseeable risks.

Views of Responsible Officials and Planned Corrective Action:

We agree. In November 2020 UITS established a GLBA risk assessment policy as well as adopted a standard SANS
Institutes risk assessment framework modified for the University environment including the addition of physical and
insider threat risk evaluation criteria. While an actual risk assessment was not completed prior to calendar year end, a
risk assessment of the Financial Aid Group will be completed by June 30, 2021. Once completed, it will be provided to
Legislative Audit for review and feedback. The official 2021 GLBA Risk assessment will be completed in November
2021.
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2020

Finding Number: 2020-004 (Continued)
State/Educational Agency(s): University of Arkansas, Fayetteville
Pass-Through Entity: Not Applicable

CFDA Number(s) and Program Title(s): = 84.007 — Federal Supplemental Educational Opportunity Grants
84.033 — Federal Work Study Program
84.063 — Federal Pell Grant Program
84.268 — Federal Direct Student Loans
93.264 — Nurse Faculty Loan Program
(Student Financial Assistance Cluster)

Federal Awarding Agency: U.S. Department of Education;
U.S. Department of Health and Human Services
Federal Award Number(s): Various
Federal Award Year(s): 2020
Compliance Requirement(s) Affected: Special Tests and Provisions
Type of Finding: Noncompliance and Significant Deficiency

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

Anticipated Completion Date: A risk assessment of the Financial Aid Group will be completed by June 30, 2021.
Once completed, it will be provided to Legislative Audit for review and feedback.
The official 2021 GLBA Risk assessment will be completed in November 2021.

Contact Person: Steve Krogull
Chief Information Officer, Associate Vice Chancellor
UAF Information Technology Services
1 University of Arkansas
Fayetteville, AR 72701
479-718-3314
skrogull@uark.edu
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State of Arkansas
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2020

Finding Number: 2020-005
State/Educational Agency(s): Henderson State University
Pass-Through Entity: Not Applicable

CFDA Number(s) and Program Title(s):  84.268 — Federal Direct Student Loans
(Student Financial Assistance Cluster)

Federal Awarding Agency: U.S. Department of Education

Federal Award Number(s): P268K201081

Federal Award Year(s): 2020

Compliance Requirement(s) Affected: Activities Allowed or Unallowed

Type of Finding: Noncompliance and Significant Deficiency

Repeat Finding:
Not applicable

Criteria:

According to 34 CFR § 668.164(c)(3)(i), an institution can disburse funds for prior-year charges for a total of not more
than $200 for tuition and fees, room, or board and, if the institution obtains the student’s or parent’s authorization under
34 CFR § 668.165(b), other educationally related charges incurred by the student at the institution.

Condition and Context:
From a sample of 7 students selected for testing, ALA staff noted 1 instance in which excess loan funds were utilized
to pay for prior-year charges of $3,915, in excess of the $200 amount allowed.

Statistically Valid Sample:
Not a statistically valid sample

Questioned Costs:
Unknown

Cause:
The University did not have proper training procedures in place that allowed staff to be aware the aid was not being
applied in accordance with federal regulations.

Effect:
The University’s procedures for disbursement of credit balances related to FSA funds were not in compliance with
Department of Education guidelines.

Recommendation:

ALA staff recommend the University establish and implement procedures to ensure excess loan funds are paid in
accordance with federal regulations and to ensure applicable training of personnel and oversight regarding the
disbursement of Title IV, HEA program funds.

Views of Responsible Officials and Planned Corrective Action:

The University concurs with the finding. Student Accounts staff will be trained in the allowable amount of financial aid
funds that can be applied to prior-year charges for tuition and fees, room, or board or other charges incurred at the
institution authorized by the account holder.

Anticipated Completion Date: March 31, 2021

Contact Person: Rita Fleming
Vice Chancellor of Finance and Administration
Henderson State University
1100 Henderson Street
Arkadelphia, AR 71999
870-230-5061
fleminr@hsu.edu
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Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2020

Finding Number: 2020-006
State/Educational Agency(s): Southern Arkansas University
Pass-Through Entity: Not Applicable

CFDA Number(s) and Program Title(s):  84.063 — Federal Pell Grant Program
84.268 — Federal Direct Loan Program
(Student Financial Assistance Cluster)

Federal Awarding Agency: U.S. Department of Education

Federal Award Number(s): P063P191087
(Federal Pell Grant Program)
P268K201087
(Federal Direct Loan Program)

Federal Award Year(s): 2020

Compliance Requirement(s) Affected: Activities Allowed or Unallowed

Type of Finding: Noncompliance and Significant Deficiency

Repeat Finding:
Not applicable

Criteria:

According to 34 CFR § 668.165(b)(1) and b(1)(ii), if an institution obtains written authorization from a student or parent,
as applicable, the institution may hold on behalf of the student or parent any Title IV, HEA program funds that would
otherwise be paid directly to the student or parent as a credit balance under 34 CFR § 668.164(h). Furthermore, 34
CFR § 668.165 (b)(5) and (b)(5)iii) state that if an institution holds excess funds under paragraph (b)(1)(ii), the institution
must, notwithstanding any authorization by the institution under this paragraph, pay any remaining balance on loan
funds by the end of the loan period.

According to 34 CFR § 668.164(c)(3)(i), an institution can disburse funds for prior-year charges for a total of not more
than $200 for tuition and fees, room, or board and, if the institution obtains the student’s or parent’s authorization under
34 CFR § 668.165(b), other educationally related charges incurred by the student at the institution.

Condition and Context:

From a sample of 7 students selected for testing, ALA staff noted 1 instance in which a student’s FSA credit balance
of $3,574, comprised of Pell ($853) and Loan Funds ($2,721), was held without documentation of authorization from
the student. Additionally, the remaining balance of $2,721 derived from FSA loan funds was not paid at the end of the
loan period and was instead used to pay charges incurred after the end of the loan period.

From a sample of 7 students selected for testing, ALA noted 1 instance in which excess loan funds were utilized to pay
for prior-year charges of $1,124, in excess of the $200 amount allowed.

Statistically Valid Sample:
Not a statistically valid sample

Questioned Costs:
Unknown

Cause:
The University did not have proper training procedures in place that allowed staff to be aware the aid was not being
applied in accordance with federal regulations.

Effect:
The University’s procedures for disbursement of credit balances related to FSA funds were not in compliance with
Department of Education guidelines.

Recommendation:

ALA staff recommend the University establish and implement procedures to ensure excess loan funds are paid in
accordance with federal regulations and to ensure applicable training of personnel and oversight regarding the
disbursement of Title IV, HEA program funds.
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Schedule of Findings and Questioned Costs
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Finding Number: 2020-006 (Continued)
State/Educational Agency(s): Southern Arkansas University
Pass-Through Entity: Not Applicable

CFDA Number(s) and Program Title(s):  84.063 — Federal Pell Grant Program
84.268 — Federal Direct Loan Program
(Student Financial Assistance Cluster)

Federal Awarding Agency: U.S. Department of Education

Federal Award Number(s): P063P191087
(Federal Pell Grant Program)
P268K201087
(Federal Direct Loan Program)

Federal Award Year(s): 2020

Compliance Requirement(s) Affected: Activities Allowed or Unallowed

Type of Finding: Noncompliance and Significant Deficiency

Views of Responsible Officials and Planned Corrective Action:

The University plans to implement procedures to help identify federal financial awards made subsequent to adding
additional student charges. D